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Toda; merchant banking can often accomplish 


what conventional banking cannot. 


Today’s corporate financial problems often seem to resist the 
efforts of conventional banking. 

Why? Because conventional banking tends to emphasize 
either strong relationships or sophisticated services. 

Yesterday, either may have been adequate. Today, you 
need and deserve both. 

Merchant banking— the Bankers Trust brand —gives equal 
weight to both sides of the equation. We are constantly developing 
sophisticated financial services and our skill at executing them. 


While at the same time developing broad and deep relationships 
with our clients. 


Such relationships allow us to help you most effectively. 
Most effectively because we can attack each individual problem 
in the light of your overall financial needs. 

Thus today’s complex problems often yield most easily to 


merchant banking. And sometimes only to merchant banking. 


Bankers Irust Company 


Because today isn t yesterday. 
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LETTERS 


Vietnam 


Sin—Your article on the Viet- 
namese economy (May 21st) 
should have pointed out that, al- 
though the Vietnam war ended 
in 1975, Vietnam is still a coun- 
try at war. Its army is one of the 
largest and best-equipped in the 
world. Not only are there 
140,000 Vietnamese troops in 
Kampuchea and 80,000 in Laos, 
but Im Vietnamese civilians 
have been sent over the border 
to settle there, intermarrying, 
teaching their children to speak 
Vietnamese, and in general grad- 
ually turning Kampuchea and 
Laos into Vietnamese colonies. 


Mr Sieng Saran, a member of 


the Kampuchean government 
who has just asked for political 


- asylum in France, says that at 


least 800,000 Vietnamese civil- 
ians have been sent to colonise 
Kampuchea. 

Why, against staggering odds 
and in the face of inhuman hard- 
ship and probable death, have 
some l.3m Vietnamese "boat 
people" (more than half died, 
the UN High Commissioner for 
Refugees has estimated) staked 
all their possessions and aban- 
doned family, friends and social 
and cultural customs to escape 
from their homeland? To those 
Vietnamese who have made 
their "m out alive, the answer is 


world going to find itself sup- 
porting another government's 
repression of its people, as well 
as its military and imperial 
obsessions? 


New York THA! SON PHAW 





Doctors’ response 


Sin—There you go again! Your 
article ‘Managers’ cures" (June 
4th) returns for the second time 
in a month to your repetitive 
theme of the “need to control 
doctors” in Britain. To benefit 
anyone, such control will need 
to be on a far loftier plane than 
the "ration-book mentality” of 
the present management. 
Throughout the country sur- 
geons jostle for access to theatres 
and beds, which are paid for in 
capital terms, but “capped” to 
keep current expenditure within 
arbitrary budgets. Nowhere is 
the concept of cash incentives to 
individuals, or units, being used 
to encourage throughput and 
thus reduce waiting lists. No- 
where are managers even asking 
for more work from consul 
tants—rather they bully them to 
do less. The most "successful" 
administrator in the present sys- 
tem is the one with an empty 
hospital and a huge waiting list. 
So, why this preoccupation with 
“controlling” a group of people 





clear. The Vietnamese govern- who want to do more work than 
ment has a formidable military you will allow them to do? 
and repression programme, but R.J. HEALD 
no clear economic programme R.H.S. LANE 
for the welfare of its citizens. Basingstoke, The Hampshire 
How would Hanoi allocate Hampshire Clinic 

and spend foreign aid? Is the free 

rhe SUBSCRIPTION COUPON 

TRANS ie The Economist Newspaper Limited 


-Lconomist 





d 








SEETHER CHRO RE HHH EEE 


Registered in London 236383. Rogrtered Office 25 St James's Street SWIA 1/6 
Please enter a subscription for 1 year. | enclose payment of ....... 





: 
| 
i 
SESE EEE EEE EEE EEE HEHEHE RCH HHH eee 


| 
i 
i 
i 
i 
i 





i O A EEIEIE EIE AIIE PERETI ILEN TUONEEN ONEIN EELS NAE C1A$184 
BN. 2» cb AE TOE IAE HOP rei fev cibos m tb epe OENE CI HK$459 
SUIT APEE ROUEN 4 c RICCA MTM TES DUE NBI DUROS ENIA AE- LJ JY24,500 
MED Jae EELEE EA OER; A ipiis ere OEE TE Quad es [1 M$153 
Singapore .. Hee o LEESON S eS (18$138 
Ge SO II OOIEOE IIS E TRIN. 7) tti. SEI TERRI PURI CIAR NERA o [1US$124 
Index (Please apply for local rate) 
$ (£ Sterting and US $ can bé accepted at Mo current exchange rates Payments « Yen must be payable cutude Japan ) SP 
SA cune xoa D mp" ay Wis CH IMEEM RED ama eens NEM 
4 Published: 
Printed in Return undeliverable mail to Times Printers 
h A erui pape n n te The O 


Gulf+Western 


Si&— Your. article. “Do-it-your- 
self investment banking" (June 
1th) is flawed because of its er- 
roneous conclusion. While it is 
true to say that Gulf+ Western 
uses investment banks 
"only...to identify unique 
properties for sale", you end up 
with an unsubstantiated 
generalisation that we are “not 
popular with ^ investment 
banks... 

You suggest that investment 
banks would turn away from 
Gulf- Western. because of our 
refusal to interfere with the 
publication of a book about 
Drexel Burnham Lambert. Re- 
flecting standards expected of 
any responsible publisher, we 
did not halt publication of Miss 
Connie Bruck's book "The 
Predator's Ball" and would not 
interfere with the publication of 
any book by a responsible 
author. 

You should have concluded 
that Gulf-- Western uses invest- 
ment banks where appropriate 
and has healthy and long-stand- 
ing relationships throughout the 
financial community. 





MARTIN Davis 

Chairman 

New York Gulf+Western Inc. 
Television violence 


Sin—The more a product is ad- 
vertised on television, the more 
sales can be expected. True? 
Widely believed, but false. Public 
opinion and the advertising in- 
dustry would take a lot of per- 
suading that there is no relation 
between advertising and sales. 
But you would have us believe 
(May 2lst) that there is no rela- 
tion between the level of violent 
acts shown on television and the 
incidence of violence in society. : 
In the realm of human behav- 
iour, whether relating to morals 
or economics, there is no simple 
relationship between an action 
and its effects. Theories of moral 
behaviour are even less under- 
stood than those of economics: 
even if we accept that Japan is 
"famously unviolent" (many 
non-Japanese would express a 
very different viewpoint), who 
would challenge the view that in- 
creased exposure to broadcast 
violence is likely to increase 
(from whatever level) the inci- 
dence of violence in society? 


London ALAN GRIFFITH 


———— eS lad 


















Sir—You. state ("English la 
yers”, May 7th) chat the groun 
work in most litigation is do 
by a solicitor. He is then obli 
to hand over at court toa ba 
ter, who is either a stranger 
the case or at least not so well i 
formed about it as the solicita 
who must sit in silence behi 
him. 

The reality is somewhat di 
ent. Generally counsel will ha 
had a conference with the clie 
will have settled the pleadin 
and sometimes drafted the 
davit evidence too. | 

You echo the oft-heard c 
"Why two lawyers, when on 
would do?". Sir David Napl 
aside, most solicitors are not 
frustrated advocates—if they 
were, one would never seea| 
rister in a magistrates’ or co 
court. Solicitors earn far 











offices wading through their ro 
tine paperwork. At court man 
firms send along un- or semi 
qualified staff to sit behind b 
risters, vet present their client 
with hefty bills for "attending o 
counsel". Clients realise chat i 
one of the two "lawyers" is su- 
perfluous, it is not the barrister. 
Your cure-all of all-rounder le: 
gal firms is no way to provide 
competition in legal services. 
Such competition exists now. 
Any litigation solicitor will have 
an informal relationship with 
one or more chambers. He can 
shop around to secure for his cli- 
ent the services of the best avail- 
able advocate at the best price he 
can negotiate. A layman cannot 
judge an advocate like a soap 
powder—he needs his solicitor's 
informed advice. ioci ad- 
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st to be responsible to the Chief Economist 
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„across other areas including pricing and investment policies. 
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atleast 10 years' relevant experience, you must be - 


nunicate economic principles effectively to non- 
assess the impact of external developments. on 
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ould be- happy if their-doctor 


as the only consultant in the 
ractice? 

That faction within the Law 
ociety which wishes to kill off 
he independent Bar uses the 
rhetoric of increased. compe- 


ney for the client? Ask the 
own Prosecution | Service, 


solicitor approximately twice as 


1 of the future, but it is not 


n the provision of legal services. 
dab ^ e ^PerER COOKE 


ing a fused one, there will be a 
need for specialist advocates. 






from a wide range à of. Batfisters 
and choose the individual bartis- 


oncentrate. he xperii 
irms for whom they would be 


clusively available. 


ove to be any cheaper than the 
resent system. Apart from the 


a fused profession shows that 
team of lawyers (each charging 
i-separate hourly rate) is usual 

ven in a modest-sized case. 
ROBERT JOHNSON QC 
The General Council 
of the Bar 








lam Mn dancing 
Egypt’ (Iwo i bad, if. us 


aw, there are edu: 


E sohgs, | 
de ja singing e children 
.are allowed in Islam. But there is 


ca : patients piri "e 


ferred them to an ear, nose. 
d throat specialist because he 


tion. Would solicitor advocates. 
eally mean better value foro 


agents For a half-day. "brosecuts. E 
ing in a magistrates court, I, asa _ 
barrister, would receive X65, a 


auch. The Law Society. justifies | 


s on the basis of solicitors” 
ater: overheads. This is a vi- 


Then main ‘effect of fusion would p 









rristers in a handful of large 
It is doubtful too if this would _ 


juestion of overheads, which isa 
onger factor than you give it 
edit for, experience abroad un-. 


: many unions agreed to two-tier 
wage systems, - 


wr ge. May 2 Ist) refers t to the . 


ie "un ne Halal yous, 





a big difference between these 


‘and the ballet, belly-dancing, - 
. rock music and sensuous songs 


doubly i 


of our time. 
Ballet dancing is 
Haram, so to speak. First, w 


` cause any public dancing by fe- 


males is: Haram. Second, because 
wearing short.skirts by females 


. in public, except in the presence 
of their husbands, excites pas- 


sion and is thus Haram as well. It 
also violates Islamic injunctions 
regarding decent covering of the 


body. 


Dhaka, 


Bangladesh — A.B. SARKER 


- M | . : zs yo 


t Canadian submarines 
ne which will appeal to those ^ 
oncerned with value for money ~ 


Sir—The Canadian nüclear sub- 
marine programme ("Arctic An- 


tie” , May 7th) was conceived be- 
"cause it is the only cost-effective 
: "S EE | way of. addressing maritime chal- 
Si Under any system, dud 


lenges in Canada's three large 
contiguous oceans. The ssn has 
an endurance and mission flex- 


scharge legitimate” sover- 
ignty requirements year round 


- ülong Canada's coastline, the 
engesti in the world. | 
- Concerning NATO Europe, it. 
must be recognised that Canada. 





^ both consolidating | and in- 





creasing its commitment to Eu- 
rope. This is part of a renais- 
sance in the Canadian defence | 
effort: which is being and will 
continue to be adequately f. 


nanced. lt is therefore mischie- 


- vous of you to imply that Can- 


should build up its 
first 


ada 
European commitments 


and then, if resources are left 
Over, to address legitimate sovet- 


 eignneeds. _ 
|» DN. ME 
Canadian Defence 
London Liaison Staff 


—————————— 


Valuing women equally 
l E say (May 14th) “All 


agree that men and women do- 
ing the same work should get the 
same pay”. Perhaps. But during 
reat recession in the 1930s 





in- which new 
workers and old workers doing 


"precisely the same work were 


paid - i substantially different 


ibility which makes it best able ~ 


| id seniority iocus fes n of . 


this sort produces an apparent 


. wage bias against women. 


In many non-unionised of 


..fices—and this, not the shop 
floor, is the typical workplace of 
the OECD's. future—hardly any- 
one is paid the same as anyone 


else, though all may do essen- 


tially the same work. Ir In the bilat- | 











eral monopoly etw 
manager and office-worl 3 

worker's willingness: to^ quit: is 
likely to command a wage pre- 
mium. But since it may also vary 


systematically with civil status 
this may well lead to higher . 
wages for men than for women. .__ 


Such arrangements are en- 
tered into freely. Do you really 
mean to condemn them? 
Montreal, | 


ciii 


Vienna to > Brussels - 


Six —Austria's attempt at EU: | 


pean Community membership 


has been too long in coming for - 
the Soviet Union's bluster to de- 


lay it (June 4th). Indeed, Aus- 


trian politicians have used the - 
absurd neutrality excuse to stall ^4 
‘EEC application for the past two 


decades, before the Eurofuture 
of 1992 finally looked promising 


enough. The success of Ireland’s 
‘referendums in clarify 
positions, vis-a-vis’ EEC policy . 
should show Austria that it 
should do the same: é 
The 1955 Russian memoran- 
dum on Austrian neutrality was - 
basically aimed at military ven 
‘tures, Any protest at Austria 


x. 


ing certain 





alignment with ' socio-econom 
organisations should be seen as 
interference in its internal af- 
fairs. Considering the Russian 
violations of treaty and interna- 


tional law since 1955 in Eastern. — 


Europe alone, Russia would find 
itself less than credible in com- 
menting on the sovereign. rights 
of a nation such as Austria: - 

Austria, try as it has, will not 


fit into the Swiss mould. Its long . The .now receiving a 
d i reigns and uropean companies. 





heritage as an imperial 


power has left a keen. 
pean heritage and ability which 






e co nce i s | 


“1 and tikely future developments; it 
can never be taken seriously F 


without the inclusion of Eu- - 
rope’s historical and geographic | 





of a true Furopeaix: othmüriity 


centre: Austria. 


California R i Dassa owe “London Wu 


_and ink 


about £5. 


WiLLIAM WATSON 


"British — 









| Munich. 


pan-Euro- - 









the macroeconom reasons why 

Austria. should become a mem- 
ber of the tec. I would like to tell 
you: why Tam more than eager 


about it. 


I was born in Vicon. have 


. Austrian citizenship and work in 
Munich. At present I am work- 
ing on two projects, one of them 


in Holland, the other in France. 
My best friends are in Vienna 
ndon. 

I am fond of an English fig 





< preserve which can be bought at 


any Sainsbury's. | can find it 
nearly, everywhere in Munich. 

But in Vienna, there is only one: 
exclusive - supermarket which 
sometimes has it. In London it 
costs something like 80p, in Mu-- 
nich about £1.20 and in Vienna 









Another example: if there 
interesting play on in Londo: | 


| usually take a long weekend and 
| go to see it. Several weeks ago | 


went to London to see the Faust 


at the Lyric Hammersmith and 


to celebrate my birthday. I came 
from Amsterdam to Heathrow 


~ because: I could go straight from 
the airport to the theatre. I 

nearly did not. make it because 
"around es that Friday there 





sout 600 Japanese waiting 
at the “All other passports” sec- 
tion—ie, in front of me. Every- 
body else went through the 
"and EEC: passports” 

without being asked anything, 
whereas I had to explain why an 
Austrian would come from Am- 





4 sterdam to. London to celebrate 
. his birthday. jx 





. So NOW you can see 
one can have very personal rea- 
sons for wanting Austri to join 
the EEC. © ^ 1 
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$ inancial Centres: Brazil - 
unravels | regulations and practices 
within the financial sector to show how | 
you can profit from Brazil's fast 








considers the influence of foreli finis 
and it sums up government policy. 
Price including postage: £95 UK and Europe; US$155 
North America; £98 Rest of World. i 
_The Economist Publications tinte 
Marketing DICH (EAKL) "a 
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to participate, in ‘identification. appraisal and supervision of přojects: in various ‘sectors iid dis iplines agi E 
industry, transport, etc), ind ding review of technical feasibility. studies, | preparation of ana " 
assessment of technical and economic MUN er pon and. Preject progress none: | | 








to monitor and analyse interna ion economic and financial developments; 'undertak croeconomic: studie : 
maintain and develop statistical data bank on economic and financial matters; follow activities. of national and 
.] -. international development aid institutions; compile statistical data on aid TOW: Pepe UH. &ompüter 
| oes commensurate ae above tasks are required. I ye x, Tu aan m E 














ynduct capital market shalyses and. exercise settlement procedures; eaor investment OPIN UNG and 
identify suitable investment instruments; ‘handle investment and money markets; monitor the extera portone 
wagers performance. Working inowiedge of computers à and SICRPURSEDEE is required. - 





lidate should have: S acq fe : 

ced degree and extensive ‘experience in | their related field; 
—- ago lish and report writing capability; 

-— — prefer. 7j knowledge of! rench and other languages. 

Attractive s aries a and benefits a are. e offered. Qualified candidates should forward curriculum vitae to: 
3 ee | / «4 POBOX995 


1011 Vienna 
AUSTRIA | 



















. TRANSLATOREDITOR ENGLISH-FRENCH 
VACANCY INT/008/88- 













dis Ababa, Ethiopia, is one of the 13 international agricultural research 
Organisations supported by the.Consultative Group on International 





_Aougheut sub-Saharan Africa and regional offices in Kenya, Nigeria, 
Niger and Mali. ILCA's major activities are research, training and 





. increases in livestock output in sub-Saharar Africa. - 
-With purpose-built offices and research facilities on a large landeciped 





| ters provide a pleasant working environment and sports and leisure 


- facilities. The city, which enjoys pleasant weather throughout the year, 





7. (UNECA). There are several international schools. covering American, 
' British, French, German and Italian Systems, among others. ~ ` 






















information Section. - 


. educators in sub-Saharan Africa and.to scientists and donors outside 
_ "Africa. ILCA's publications include material based on research by both 
<< ILCA scientists and national programme scientists in sub-Saharan Africa. 


A bulletin, research, report, annual report and conference proceedings. 
Applicants should have a minimum of. 





ransiating from English to French, should be able to edit, write and 
` proofread texts to the highest international standards, required. for 
Scientific. publications à and shouid also be ae ied to take occasional 
: interpreting duties. 

Applicants should je: a “ae. mw in agriculture or r félated 
-fields and:a diploma from an internationally recognised translation/ 


 advántageous. - 


This appointment may be initially up: to a theeyer e Salary and 
related benefits are paid in US$ and. will jd in line with comparable 
international organisations. Initial salary will be determined by qualifica- 
tion and experience. 


Applicants should send current curriculum vitae, recent salary history, 





Supporting documents (not returnable ie) before 30 July 1988, in confi- 
dence to: 


The. Personne! Manager, _ 
ILCA, | 
: PO Box 5689, 
Addis Ababa, 
M 





hé international Livestock Centre for Áítica (LCA); with hac in 
Agricultural Research (CGIAR). The Centre has research activities — | 


-information and its goal is to achieve. measurable and sustainable i 


| site close to Addis Ababa's international airport, the Centre’s headquar- | 


i has a large, diverse expatriate community and diplomatic missions from . 1 
'. more than 75 nations. It is also the seat of the Organisation of African - 
-Unity (OAU) and the United Nations Economic Commission for Africa 


< ILCA seeks to employ a Translator/Editor (English. to fort in its 


< The Information Section at ILCA Ded dii in Addis Ababa is E 
.| responsible for- producing a wide range of scientific publications. in 
|. English and Frerich which are distributed to scientists, policy makers and - 


- The Centre's regular publications series consist of the newsletter, - 


five years' experience in t 


interpreting school. Relevant experience in the livestock or related field - T^ 
as well as Hodge of a third guid such as ‘Spanish c or í porgu 


„names and addresses of three professional referees and photocopies of | 





An exciting opportunity for candidates of Sah ability to 
provide academic leadership and to develop the ae of 
Estate Management at Oxford Polytechnic yen ha 

to carve a PEISE D in locua education. 
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With joint der from Oxford Polytechnic and Chesterto “th 
appointment wif d made aran enhanced salary in the region otc 
£30,000 — £32,0 2p annum, dd felocation acad in 
appropriate. cases. OH 

Application forts and further detai 
Personnel Office, Oxford Polytechnic ipsy tane, Headington, 
OXFORD, OX3 0BP. An. quale eee eee 
Telephone: OXFORD 819062/56. 

Closing date July 15, 1988. 


" Cheste Mv 


/—— HART FRED SURVEY 
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SANDWELL HEALTH AUTHORITY 






AUTHORN r lis looking | for a District General 
ager following the promotion of the pres at job holder to the post of 
Regional Medical Oar 


Sandwell is aie ot atarge n je me m dedos conurbation ani a pan. 








Neurology y and Neurosurgery, a a centre of iteratonal repute, working | 
abdita doe echnology . There is a develo Din the 


didus has a pts y io cornuing this drip y in the 
paid d. in cose or. vane primary care services and the local 


| authori y, the Aut m itted to an extensive pene of 


erat sthool cf nursing andis anxious. to develop. 













. The Authority has a general scho p. loue 
its training role as ad of its oli Jn ed continue b: rocna ranir retain ahigh 
calibre of staff. ` n oe ae : ES m 
£39, 575 000. 


The successful i cardidato ta Gi be dblé to der io 


sion ol 
managerial experience and: Skills appr priate to. at this level. An: 





ph ererd element o these sk 


information package and nio era laden 
| radiis iig d nemen 


Sandwell i is a Non-Smoking Health Authority 
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INTERNATIONAL PROPERTY 


- HACIENDA TENORIO 
Costa Rica 
0,302 acres for sale 


Located in the Switzerland of Central America, 
consisting of some 8,302 acres, principal 
house, swimming pool, guest house 

(4 bedrooms, 3 baths), Administrator’s house, 
assistant Administrator's house, 27 houses for 
workers, office, various corrals, scales, 
electricity, private airport, various rivers, 

11 miles of paved road frontage, 27 miles of 
canals for irrigation, concession for 
24,000,000 gallons water per day (all by 
gravity, no pumps), currently working cattle 
ranch, with.agriculture. Suitable for winter 
vegetables, citrus, Macadamia, Jahoba, sugar 
cane, etc. Priced at $1000 per acre. Brokers 
protected. 


Write to: SILVIA PINTO 
P.O. Box 3934-1000 
San José, Costa Rica 

Telephone 506/36-57-22 


FOR SALE 


Rippling River Resort 





* 300 ocre deshnahon resort ot the foot-of Mt. Hood 
* LoCoted only 40 mies from Portiand Iintemahonal Armor? 
* The closest mojot resort to the only chair-served year-round skiing in 
North Amenco 
* 27-hole gof éourse- Oregon's most played. golf course from Moy thru 
nbe 
e Mod 0082, wo restaurants wih jounoes two swmmnnd c 
enr Ms, exercise room and sauna 
400 meeting space. offérig sor dons 
` - egor 
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industrial site in Germany 
89,000m* 


Industrialists and Investors with foresight are 
already planning for the single European Market 
of 1992. A factory complex offering plenty of 
possibilities is for sale in the prosperous Rhine/ 
Main region, the economic heart of the Federal 
Republic of Germany. 


Situated near Mainz it offers excellent transpor- 
tation facilities: 


Motorway junction, rail link, and only 40 minutes 
from Frankfurt International Airport. 


Modern office building, fully air-conditioned 
with every technical comfort. Large production 
and warehouse facilities, fully fitted with a sprin- 
kler system, and one third built from fireproof 
material (F 90). 


Production area 53,200m2 
Warehouse area 9,000m? 
Office area 2,700m? 

Social facilities 2,000m? 
Heating, etc 600m? 

House comprised of three flats 


Total area of complex 67,500m", good infrastruc- 
ture, immediately available, excellent labour 
resources. 


Price £4.7m/US$8.4m 


Immediate decision is required 
Write to: OMITY 
P.O. Box 2544 
D-6750 Kaiserslautern (West Germany) 
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Using global production sharing to make cost labor. Minutes north, San Diego provides 
money means being in the right places at the one of America’s finest lifestyles, with its 


right times. And for a growing number of outstanding business infrastructure, 
international companies, now is the time to universities, cultural pursuits and warm, 
move operations to San Diego, California and coastal climate. 

Tijuana, Mexico. Find out how our unique Maquiladora 
These neighboring areas can mean the "Twin Plant" program can help make your 
best of all worlds for businesses from high business more competitive with a San Diego- 
technology electronics to consumer durables. ^ Tijuana operation. Contact the San Diego 

Tijuana provides a large pool of stable, low Economic Development Corporation. 


San Diego Economic Development Corporation 


701 "B" Street. Suite 1850, San Diego. CA.. USA 92101. 1-619-234-8484. (FAX) 1-619-234-1935 
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Lo! A Central Bank for Europe 


Y 1992, when Europe hopes to become a 
truly common market, its people will 
have become familiar with an idea which to- 
day still seems outlandish: that before long 
the cash in their wallets might not be D- 
marks, francs, lire and so on, but, let us say, 
monnets—a single European currency for a 
single European market. Quietly but firmly, - 
»nomic forces are already nudging govern- 
nts in this direction. So far politicians have 
carelessly offered no resistance. In due course 
they may look back to see that they drifted 
inadvertently into a momentous decision. Should they step 
farther along this path—towards a full monetary union of EEC 
countries—or turn back, if they can? 

Governments are already finding that it may be harder to 
stop than to keep moving. At their summit meeting in Hano- 
ver on June 27th-28th, Europe's leaders will discuss changes 
in the European Monetary System and decide whether to 
start work on preliminary blueprints for a new central bank, a 
Bank of Europe. In framing such an agenda the leaders are 
admitting that the trade and capital-market reforms that they 
have already agreed upon are sure to have large implications 
for Europe's monetary arrangements. This fact—that the EMS 
cannot be left to take care of itself between now and 1992— 


may seem a narrow technicality, of interest only to specialists. 


But it and other dry details are part of a growing momentum 
that, in logic, leads on to the monnet. 


e future starts in 1990 


If Europe is to enjoy the full benefits of free internal trade, its 
companies must be able to buy, sell and invest throughout 
Europe. Any firm would find that task far easier in a one- 
currency region, which is why more and more businessmen 
will use the ecu as a unit of account in their European opera- 
tions: a common currency could gradually emerge, whether 
governments like it or not.Yet the 1992 plans for removing 
trade barriers within the EEC are not the most important pres- 
sure working towards a common currency. As dates go, 1990 
matters more. That is because all but four EEC governments 
have promised to scrap their remaining capital controls two 
years before the single market arrives. 

Once money is free to flow anywhere within the Commu- 
nity's borders, any fear that EMS parities might need to be 
changed would send investors fleeing from weak currencies to 
strong. Until the awaited realignment occurred, interest rates 
would therefore have to rise scarily in the weak-currency 
countries. This prospect poses an awkward dilemma. For the 
EMS to do its job, and stretch the intervals of calm between 








changes in exchange rates, governments will 
have to tolerate disruptive (and politically 
embarrassing) swings in interest rates. Yet to 
retreat from the goal of exchange-rate stabil- 
ity would not only deny the whole purpose of - 
the EMS, but also be a big blow to project 
1992. 3 
Governments know that the surest wayto 
combine free-flowing capital with stable ex- — 
change rates is to conduct similar monetary 
policies. The more their policies converge, the - 
more stable exchange rates are likely to re- - 
main. The members of the ems have put this into practice in. 
recent years, with good results. Taking their lead (sometimes. 
unwillingly) from the monetary caution of the Bundesbank, 
they have lowered their inflation rates and clustered them 
more tightly round the system's average. Thanks to this they — 
have succeeded in the goal they originally set for themselves: - 
to create a zone of monetary stability in Europe. Ta 
The limit of such convergence in monetary policy is to E- 
adopt a common currency. If governments do that, they sur- _ 
render national monetary control altogether and replace it - 
with a uniform, region-wide policy. Nothing less may be 
needed to square an EMS stripped of all capital controls with 
acceptable stability in interest rates. And a common Euro- — 


, pean currency allied with free internal trade would merge EEC - 


DN A 


member countries into a unit as economically indivisible as 
America's united states. E 
A merger-by-monnet would bring great economic benefits 
to Europe. The microeconomic gains that have been plausibly 
reckoned to flow from the creation of the single market—no 
border delays, plus greater efficiency thanks to larger markets _ 
and more effective competition— would surely be multiplied - 
by a single currency. To guess the scale of advantage, simply 
ask what America would lose in these respects if each of its 50 
states had its own currency; or, taking an extreme example, if 
each of London's 118 postal districts did. Marvellous for | 
money-changers and bureaucrats, hell for everyone else, A 
single currency is immensely convenient, and convenience - 
breeds efficiency. 
As well as bringing many microeconomic benefits, a single 
currency could offer a huge macroeconomic gain. Once mon- 
etary policy had been rescued from national politics, govern- ` 
ments would no longer be able to use their printing presses to 
finance reckless spending. The result would be lower inflation 
and greater financial stability. | 
Assuming, that is, that the central bank created to oversee - 
the creation of the new money is well run. It might not be. A _ 
good rule is that the bigger the institution, the bigger the mis- 
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- for the Euro-bureaucracy. One of several drawbacks to the 
. monnet is the danger that a Bank of Europe would be run like 
. the Bank of England—on call to its political masters, and 
Y; ready to spin the presses on demand—instead of like Ameri- 
.. ca's Federal Reserve and West Germany's Bundesbank. 

= The difficulties of creating an independent Bank of Eù- 
23 ope should not be exaggerated. Its board could comprise a 
member appointed by each participating government, plus a 
jointly appointed chairman. They should have one vote each: 
| pany system of weighted voting, based on the size of countries’ 
GDPs, would result in members acting in their narrow na- 
tional interests, rather than for the Community as a whole. 
They should preferably be experienced central bankers, and 


— appoint them for long, fixed terms (of, say, seven years). Then 
bolster the freedom from political interference which that 
. would provide with a clear and simple obligation. Such as the 
one that guides the Bundesbank: it is required by law to "pre- 
— serve the value of the currency”. 


. Freedom under the monnet 57-1 | 
This vision of a Bank of Europe lies at the end of the course 
_ that governments have embarked upon. They have already 
moved some way towards it, so an important question is over- 
_ due for an answer. Is a monnet-Europe what they and their 
electors really want—in their political hearts as well as in their 
3 economic heads? 

Depriving governments of the use of the printing press to 
Ẹ finance their budget deficits would indeed remove an element 
E of national economic autonomy; but since finance ministries 
> almost always abuse the power to create money, that is en- 
tirely desirable. In any case, ample economic sovereignty 
- would remain, and in a somewhat less risky form. Within the 


Se 


-takes it is capable of CE de Sale tha holds wre tie 


- on no account serving politicians. But what matters most is to ` 


new monetary regime a good measure of fiscal discretion 


would still be possible. Governments could tax, spend and 
borrow, all subject to a somewhat tighter version of the mar- 
ket disciplines they already face. 

However, the monnet would remove autonomy in an- 
other, less desirable, way. The present EMS leaves a member 
government the option of restoring a loss of competitiveness 
by devaluing its exchange rate. This, when it works, cuts real 
incomes—by stealth, and therefore with relatively little pain. 
Without national currencies, governments would have to do 
the same thing by letting market forces cut wages, or by let- 
ting labour migrate to more prosperous regions, or by some 
mixture of the two. America’s common-currency zone does 
this very well: wages are flexible, and workers mobile. Neither 
is true in Europe. Moreover—and this is a crucial differ- 
ence—America’s regional-adjustment pains are automatically 
eased by implicit federal-budget transfers from prosperous 
states (with high tax revenues and low spending) to struggling 


ones (with the opposite). 


The parallel is revealing. Tempting though the gains fr 


à single currency are, irresistible though the capital-mar 


pressures may anyhow prove, Europe's single-market adven- 
ture could crash for lack of new, Community-wide economic 
shock-absorbers. Without them, the strains of adjustment in- 
side a one-currency zone might prove politically unbearable. 
Monetary integration, which is already underway, must 
henceforth go hand-in-hand with measures to improve the 
mobility of labour within Europe and with procedures (pref- 
erably automatic) for letting resources flow from high- to low- 
growth parts of the EEC. These two questions—much more 
than the comparatively easy one of how to create a new cen- 
tral bank—will raise the really thorny issues of sovereignty as 
this debate proceeds. Governments, which mostly wish not to 
think about them, will shortly have to. 




















PJUBLIANA i is a comfortable little mid-European city, capi- 
tal of Yugoslavia's republic of Slovenia, on communism's 
Forder with the West. Lhasa, a dreary town beyond the Hima- 
4 layas, is the capital of Tibet, which the Chinese say is an 
_ "autonomous region" of theirs. What Ljubljana and Lhasa 
. have in common is something Mr Mikhail Gorbachev and 
= Mr Deng Xiaoping need to recognise as the next big challenge 
_ to perestroika. 

.— The difficult thing about perestroika (or doi moi, or what- 
ever it is locally called) is that a communist party has to accept 
- that much of what it did in the past was a mistake. A commu- 
- mist party does not like admitting this: after all, its claim to be 
. the permanently ruling party is based on the assertion that it 
— hasa special way of getting things right. The last time a similar 
. attack of self-doubt struck an organisation based on a similar 
. claim to certainty—the Catholic church of the fifteenth and 
a sixteenth centuries—that organisation split. The Reforma- 
Eu 12 
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i -rom Ljubljana to Lhasa 


| The cracks of aiai start showing in the communist world 





tion, literal translation of as Mi was ichicved by those 
who broke away, and the Catholic church never recovered its 
old power and supremacy. Mr Gorbachev and company are 
understandably anxious that such a split should not happen 
to communism. 

To bend any object without breaking it is a tricky busi- 
ness. Mr Gorbachev will be doing some cautious bending at 
next week’s special party conference in Moscow, but his en- 
thusiasm for re-shaping the party has been at least temporar- 
ily checked by his desire not to have it come apart in his 
hands. The operation becomes even trickier when the party 
being re-shaped runs a country which contains several differ- 
ent peoples, who have at last been permitted to display their 
differences openly. To the unpleasantness of being a commu- 
nist party asked to admit you were wrong is added the dismay 
of finding that you are a party subdivided by geography. This 
is the importance of what has been happening in Yugoslavia, 
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A s his way. 
sared hane. in the Soviet Union. 
e splits have gone deepest in Yugoslavia, because that 
y is a federation which takes its. federalism seriously. 
HY e Slovene Communist party, which has its headquarters in 
j Ljubljana, i is currently at loggerheads with big brother in Bel- 
. gradeon two counts. Along with the party in next-door Cro- 
atia, it told its delegates to the federal parliament last month 














to vote against the central government because of the govern: . 
conomic incompetence (the government dodged the 
but the point was made). Now the Slovene party is argu- - 







E ment: 


ing with the Yugoslav army over a story that the army has 
» been, plotting a coup in Slovenia. When one section of a com- 
l els with the servants of other sections, a lot 



















- party are an excellent thing, 


because they have helped to push 







al 


lowed: but orthodox party men are horrified. 


i n 't immune, and Russia certa in ly isn’t ME 


-nina says it is a unitary state, not a. federation. Li is. now 
| being challenged by the Dalai Lama to face the tensions of 





federal life. Tibet's exiled god-king said. on June 15th that he 


would let the government in Beijing go.on running Tibet's 
- foreign policy if it let Tibetans run their domestic affairs. The 


_ Offer is serious: the Dalai Lama would not otherwise have 


. risked the indignation of the many Tibetans who want full 
independence. And it is not easy for China to refuse: a gov- 
erninéni 





Hongkong if they join China needs i ingenuity to explain why 
this should not apply to Tibet too. But a Chinese Communist 
patty, whieh tolerated three HR cc areas would 


B way out of the Labour p pa ty ^s ' defence muddle 





"e F BRITAIN’S Labour party A wants to win the next 
À. general election, it needs tochange its defence policy. Uni- 


1 voters. The party's leader, Mr Neil 
k knows this, and in a recent television interview he 
: dropping ' ‘something-for-nothing’ unilateralism. 
ye party faithful were enraged. His parliamentary 


defence spokesman claimed he was. not consulted and re- 


ewspaper interview, Mr Kinnock hastily reaf- 
iusiasm for something-for-nothing. o 

wise. After the last election, many people who 
ur said defence was the main reason why. 
T popular with many Labour supporters, 
just told a MORLopinion poll that they 


know full well that, if Britain.chose to abandon 
ent weapons, it. would forfeit any claim to be a 
e world. M mporanty Britain would lose its 








menia, thus defying not only Azerbaijan but the Sovie 
.. munist party in Moscow as well. On June 21st Eston 


happen. The > divisions within the Yugoslav - 


-the party into suggesting that the Yugoslav economy should 


ave a much larger private sector than it has hitherto been "the. 1917 revolution spelt the end of nationalism 


—. Germans be denied to the Soviet Union's Latvians, 


t which promises domestic autonomy to Taiwan and ` «isn i 7 ered. 
“other things, Mr Gorbachev must be n. al M i Bethe “h 


ral nuclear disarmament, which it touted at the last elec- - 


more dependent than Mrs Margaret Thatcher has ever 


to see a coherent strategy for nuclear defence as a regre 
 necessity—and one more acceptable than. the unconvi 
. compromises through which Mr Kinnock now stumbles. 


nuclear deterrent for the time being. — 










why they should B stick wich me decisi t 

The worse case is the Soviet Union, with 23 ; 
tionalities of more than Im people each. Un il this y 
Gorbachev may have hoped that his party would es p 
tensions of nationalism. He has learnt better. On June 
the Latvian Communist party let a group of radicals ex 
their ideas about reform in a local paper, alongside the p: 
own half-approving comments. On June 15th the Arme 
Communist party came out in favour of the transfer « o 
disputed Nagorno Karabakh district from — t 









































said it wanted more economic independence. from osc 

The once monolithic Soviet communist m 
ready divided about Mr Gorbachev's politics, is no V 
along regional lines too. The Russians no longer. 





been conceded that nationalism still exists, can the S 
paths to socialism" Mr Gorbachev offers to Poles- 





nians, Kazakhs and the rest? Pj I 
Boring old western democracy manages. these things 
ter. For every Ulster or. Basqueland that comes ap 
seams, the democracies can point to their unifying su 
a Scotland that continues to cohabit with an E 
bec with a Manitoba, a Sicily with an Alto A 
dia’s wildly disparate peoples hold vp I nh ; tog 
from an angry minority of Sikhs. As the 











party can avoid the fate of the dr : des i , 





























insurance bs against he denm possibility "ion some. fu 
ture American administration would refurl. the nuclear um 
brella which now shelters Europe. A Labour governm: 


had abandoned Britain's nuclear deterrent. would find i 


on American goodwill, . E © e 

. So. Labour's difficult. Fu is to "ind" a ee 
uinci. which is likely to. be popular with. votet 
acceptable’to the mainstream of the party. It cannot 
convert out-and-out unilateralists. But even they might cor 


Keep Trident, then cut it 


Any credible Labour defence policy las to start ak Tridet 
There is no. longer any serious alternative. A deterrent b 
on ‘British-owned cruise missiles would have been a better b 
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five years ago. Now it is not—a fact that even Labour's 
m ultilateralist right-wingers still find hard to accept, because 
d Ye possession of Trident and of British tactical nuclear weap- 
ons is the policy the Tories have had all along. So if Mr 
.. Kinnock i is going to wean Labour off unilateralism, he must 
. do so with a formula which distances his policy from that of 
. the Tories and which appeals to his own supporters. The only 
B. such formula is a hard commitment to try to cut the Trident 
. force through arms-control negotiations. 
The Thatcher government has said it would not rule out 
. negotiating on Trident if the superpowers reduced their arse- 
nals first. Labour could go further and say that, if America 
and Russia reduce their warheads by around half, Britain will 
| ask to take part in the next set of talks and to negotiate cuts of 
= the same proportions in its nuclear forces. It will have, with 
— Trident, 512 long-range warheads to put on the table. This 
number could be halved or more without ruining the deter- 
. rent value of the system. But Labour has to accept that Britain 
.. must keep some Trident weapons; and that the Russians will 
. not bargain for cuts in something that Labour's leader says he 
intends to abandon anyway. 
Such an approach would take Labour a small but realistic 
_ step beyond the Tories in planning for arms control. But La- 
— bour also has a chance to attack the government for misman- 
aging the conventional forces. For the plain fact is that the 
. present defence budget is inadequate to support the present 
level of forces. Mr (now Sir) John Nott was the last defence 
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deserves no western support 


EMOCRACY is not an Afghan notion, but if ever a peo- 
ple earned the right to decide their lot the Afghans have. 
me though the West should be that its weapons have 
Phsloed to eject the Soviet invaders, its task in Afghanistan is 
. not over. It now has to do what it can to ensure that the 
Afghans get a more representative government than the one 
the Russians installed. Among other things, that means 
t recognising that the “transitional” government the guerrillas’ 
. political leaders in Pakistan announced on June 19th is not 
even remotely representative. 

. Now the Soviet army is going, Afghans need to work out 
. howto topple its communist protégés in Kabul, and who is to 
replace them. Yet the fighting men get little guidance from 
— the seven-party resistance "alliance" based comfortably in Pa- 
kistan. In February that seven-headed jellyfish dashed any 
- hope of a peaceful handover (which was admittedly never 
.. great) by refusing to let communists have even a token role in 
a transitional government. It has now announced a 14-mem- 
l ber cabinet which most of the fighting men inside Afghani- 
‘stan will not accept. It includes none of the guerrilla leaders 
—. who have become folk-heroes to Afghans. 

Why did the Pakistan-based politicians cobble this cabi- 
net together? Maybe just to claim the $1 billion in reconstruc- 
tion aid that the United Nations co-ordinator, Prince 
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minister to recognise this: rightly or wrongly, his answer was 


You can't tell the Afghans 


Pakistan S apparent desire to put Mr Heckmatyar in charge of Abita 
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to shrink the navy in order to keep a good enough army and 
air force in Western Europe. The navy's superb performance 
in the Falklands put paid to his plans, but the irrefutable logic 
of the money argument remains. His successors have ignored 
it, alternately pretending that the problem does not exist, or 
that it does but can be handled by juggling with budgets. 

Technology, particularly in land-force systems, is now 
changing faster than the budgets can be juggled. The army is 
sinking into dangerous obsolescence. Its main weapon, the 
Chieftain tank, is almost powerless against modern Russian 
tanks. The newest infantry-carried anti-tank rockets cannot 
penetrate modern Russian armour. The artillery force is too 
small, too old and has too many guns of the wrong size. 

Here is a chance for Mr Kinnock. He must decide how a 
future Labour government would find the money to pay for a 
properly equipped army: would it cut something else, or 
spend more money’ If it cut, it might either chop the navy by 
scrapping old escort ships early and, perhaps, mothballing 
one of the aircraft carriers; or it could cancel British partici ~~ 
tion in the European Fighter Aircraft, which has just star 
its expensive full-scale development. Either will cost jobs and 
bring howls from the affected service. To judge by Labour's 
last election manifesto, Mr Kinnock would probably prefer to 
avoid the howls by spending more. But he will only do that if 
he first gets into Downing Street—and he will never get there 
if he stays unilateralist. 








- Sadruddin Aga Khan, is trying to organise. They may have 


suspected that otherwise the money might go—as this news- 
paper would prefer—directly to the fighting commanders 
within Afghanistan who double up as local administratc-- 
But another hand may have been at work: the puppeteer _ 
hand of Pakistan's President Zia ul Haq. 


The curious calculations of Zia 

Pakistan's unstinting support for the Afghan resistance, and 
its acceptance of millions of Afghan refugees, have won every 
liberal's gratitude. But it is time for westerners to recognise 
that their own hopes for Afghanistan may no longer coincide 
with those of President Zia. Pakistan and the West both 
wanted to end the Soviet Union's occupation of its small 
neighbour, and to unseat the unpopular government the Rus- 
sians kept in Kabul. After that has been done, however, their 
interests seem to diverge. 

Most people in the West can see the folly of trying to con- 
struct the Afghans’ next government for them. That is not 
outsiders' business. It probably wouldn't work, anyway. And, 
after a decade of war, Afghanistan should not be looked at 
simply as a base for causing trouble to Russia. There is no call 
to try to play Kipling's Great Game backwards. With the So- 
viet Union as shaky as it is, the next Afghan government's 


THE ECONOMIST JUNE 25 1988 


So eee) CS TEAMS aco NN 














y, wh ich deribatee western weapons to othe eae fs 
n Mr Gulbuddin Heckmatyar far. more arms than the 





Heckmatyar has bbs. been a Past trusty. He is also a 
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ons Which cannot be answered i in this way are ‘asked less and 


Scientists in America, joan and Ween Europe now 


ten on to it. This is an ambitious project that has been 
pared to the Apollo space programme—and, at around 
llion, ` would be only a bit cheaper than it. 


inating archive.. But some of its earnest proponents are 
i of holy grails and of ultimate answers, and that is 











st potentially: profitable. But not all questions in. biology 
be reduced to questions about genes. Attempts at reduc- 











idable reason. 
simple. Explainit 


sts are susceptible to such explanations. And, for practical 

irposes, the ability to convince other scientists is the main 

ng that a scientific explanation needs. 

But there is a mighty difference between (a) turning t to 

lanations where. they are useful and (b) be- 
tion! m is is the one true path. In chemistry, 





as which commends him to President Zia, Mr- 


car e more e about beating his vals than bearing 


| Why : rould President Zia back such a man’ He / l prom on the Afg an 


| TM bride Dien atoms th 
! things: In the ien dari microscopic cells took | 
|. pieceof physics that predicts how e 


actions binneet cells. Me. in 1953, Francis Ck and nik | 


"t : chemical questions than the Schrödinger 
d . are not about to give up their art because sor 
^ that electrons : aré somehow more fundamental. Nor will the 


pa more earn now. ee on he: properties Ae he 
andi mol ecules than study whole animals. The cry of ' cherchez | 


. ple abandon it when it has served their purposes. C 
a gene" answers more and more questions—and any ques- | 


it lots of money to take this process forward by "sequenc- 
he human genome". Such a sequence would be a descrip- 
chemical by chemical; of all human DNA and the genes. 


You might learn’ much. about | Shak 


The genome project would provide a useful tool and a 


ly hyperbole. Genes matter. They. have made molecular. "s 
ok gy the liveliest field in the life sciences, and one of the 


onism of this sort are common in science, for an under- - 
ce tries to make complicated things | 
lots of big things in terms of the ar- 
ngement of a few small ones achieves that admirably. Scien- 


tors. But fir 
map will me 
 mappets an 


about their sc 


not asser “most 

would support. wer one eof his fe e d the 
head of the new “transitional” government, wants to extend 
the jihad to Samarkand and Bokhara, over the Soviet border. 

If Mr Heckmatyar were what most Afghans wanted, so be 
it, and heaven help them. But if he is merely what Pakistan 
wants, the West should shake its head. No outsider ought to 
try to tell Afghanistan who is tó rule it. If you want to keep the 
fighting going in that unhappy place, try foolishly to foist a. 
Ask Mr Gorbachev. | 

















at bind them into nacen. 
beautifully described by the Sc xródinger equation—a basic. 

tons behave. This does 
not mean that chemistry is just a morsel of physics,. endlessly 
elaborated. Chemists have their own concerns, and their own 
techniques, which are much better. adapted. to answering 


yation is. They 
ebody tells them 


















people who watit to describe all human DNA be happy to.de- 


. scribe it in terms of the billions of electron bridges involved. 


The reductionist road is rarely followed ad absipduieieo- 





dae things. to chemistry, physicists. to physics. 


The Bard by numbers. 


To see biology wholly in terms of ‘genes would be like studying 
Shakespeare word by word, wii 





| eare's words, but the 
beauties of style, the potential: for stagecraft, the histori-~' 
context and much else would pass you by, Picking at the 1 


. nutiae of a text is only one way of looking at literature; genet- 




















ics is just one way of looking at life. True, . genetics has been 
producing wonders of late. But if the shapes of proteins were 
easier to work on than the sequences of genes, biologists 
would concentrate on those instead. There i is no intrinsic rea- 

















n genome sequenc would be orp ien can "wm | 
use of almost anything. A anri and. less a agen ge- 


lear case fori it, and be precise 

| should not hide behind the 
mystique of molecular genetics, nor claim that DNA has a mo- 
nopoly on. understand ng En nature of life. People are not 
just bags of ehes, Pm 


public, they 








Brotherly hate 


Our Levant correspondent has been re 


St 7 





porting on civil wars in Lebanon and 


Cyprus for many dep We thought his experience might help him to un- 


? ^stand the trou 


les in Northern Ireland. It did not. He found that the 


al gunmen of Northern Ireland have none of the usual hatred-causing 
divisions of race, colour, language, culture or even religion 


HE exercise included interviews with 

six killers in Belfast and Londonderry— 
three from the legal Ulster Defence Associa- 
tion (UDA), two from the illegal Ulster Vol- 
unteer Force (UVF) and one a former mem- 
ber of the illegal IRA. A meeting was also 
arranged with an active IRA gunman but was 
repeatedly postponed because it was deemed 
too dangerous in the middle of a high-secu- 
rity alert after a sectarian killing. All of these 
murderers had left school when around 15, 
though they all claimed to have "finished" 
school. Despite this limited background, all 
but one of them was highly articulate. The 
exception claimed to be a “battalion com- 
mander”, a large individual squeezed into a 
squeaky leather jacket. 

Only one was persuaded to become an 
active participant in the civil war. The oth- 
ers joined up as volunteers. All said that 


THE ECONOMIST JUNE 25 1988 


they did so for the same reason—to fight, as 
soldiers, to protect the defenceless Protes- 
tants of, say, the Shankill Road against 
Catholic attacks from the Falls Road or vice- 
versa: "My mother's, or my brother's, house 
was being attacked," or “I wanted to re- 
venge the killing of the husband of my 
favourite niece". Nowadays revenge recruit- 
ment is discouraged and the "soldiers" are 
selected after careful vetting. Training for 
killing, bombing and robbery is prolonged 
and strict. Promotion depends on achieve- 
ment, further training and further vetting. 


In cold blood 


The warriors who keep the fight going have, 
during the past few years, usually not num- 
bered more than 500 in all, if that. No more 
are needed. There is a steady turnover. Men 
are allowed to leave for family or career rea- 


sons with no hard feelings on either side. 

Our correspondent asked the loyalist 
and nationalist forces to arrange meetings 
with the hard men of the active service 
units. Putting the bald question “Are you a 
murderer?" proved difficult in the first inter- 
view. The gunman helped out by saying: “I 
am personally responsible for the deaths of 
several people." This formula was accept- 
able to the others, all of whom said they 
could not reply to the simple question: "Are 
you a murderer?" They were all in their mid- 
to-late 30s and had been in the ranks since 
1969-70, when they enrolled as teenagers. 
(The new pattern of recruitment is to take in 
more mature men in their mid-20s.) 

All were married men with children, 
and all conceded that being family men had 
made them cautious: “I don't do the sort of 
things now that I did in the past." They had 
once shared and enjoyed the glamour of be- 
ing known as a "killer", but not any more: 
"If you want to see the glamour boys you will 
find them in the Kesh"—Long Kesh or the 
Maze prison. Swaggering, this implied, led 
to inefficiency and capture. 

It was the same with the question: 
"What did you feel when actually pulling the 
trigger? Was it hatred?" The question was 
treated with polite scorn. On the job, said 
men from both sides, one had to be cold and 
impersonal to be at maximum efficiency; as 
important as the killing was not getting 
caught; the get-away called for the swift exe- 
cution of a well-thought-out plan. “It would 
be unfair to the others on the job to let per- 
sonal feelings get in the way." “How can I 
hate or dislike the Catholics?” a Protestant 
gunman asked. "I don't know any Catho- 
lics." They are told the identity of their vic- 
tim before the attack. They study his, or her, 
"fact sheet": what actual actions the victim 
has taken to impede or endanger "the 
cause". "How else would we be motivated? 
And you have to be motivated to kill." 

There are, it seems, no doubts, no 
qualms of conscience when pulling the trig- 
ger or later. "If I thought I would have those 
feelings I wouldn't get on the job in the first 
place." What about killing a man in front of 
his family? It is all too often a necessity, but 
"we never shoot women and children, not if 
they don’t interfere." (Which wives often 
have done.) The gunmen were equally em- 
phatic that they did not kill someone simply 
because of his religious affiliation. 

The whole approach was this: "I am a 
soldier, carrying out my duty. The man I kill 
is an enemy soldier who would do the same 
thing to me as part of his duty. Fair 
enough." This exculpatory response was 
predictable, though one gunman did admit 
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at some of the younger men ATE still kill 
| hatred and revenge. Was this dismissal 
ersonal feelings believable? Only partly 
; Ín the third week of May the UVF com- 
tted a blatant sectarian killing of three 
itholics in a public house in North Belfast. 
some angry killers are still on the loose. 





killers’ motives | 


interviewed had. oridngeel ass 
. One was a taxi driver; another 


h with i a we are on nd security 
nd there is the wife's salary." None had 
old family and friends that he. Was a gun- 
nan but their wives usually guessed. - 

. Why do they do it? The gunmen, natu- 
ally, claim the highest motives but there are 
























action for. action' s sake to let off 
n. This is seen in “joy riding”: stealing 
: nd crashing them through army and 


d till they crash or run out of petrol. 

Drunkenness and mental instability 
-also.been suggested. as reasons that 
: men kill. The Irish have a reputation 
oozers but the part played by:drunken- 
ss is exaggerated. The IRA killers are a pu- 
anical, abstemious lot. They punish with 
capping" any man who is found carry- 
arms while under the influence of drink. 
oth sides see drunkenness, like hatred, as 
rous, particularly for. those dealing 








A Belfast peychiattist, Dr Hugh Lyons, 
mined groups of political and crimi- 


al murderers. He found that 1096 of the 


lit MJ 











als) and that 1696 of the political mur- 
ts were mentally disturbed (compared 
58% of the criminals). Putting the two 
ogether and allowing for some over- 
| » at least one out of five and at most 


' not mention was that ince all her non- 


less elevated explanations: sheer devil- 


lice check points, or driving them at top 


litical murderers acted under the influ- 


of drink (compared with 57% of the - 


normal killers were Protestants. 
This i an underlying explanation for 
the general belief, expressed even by Protes- 


tant gunmen and politicians, that the IRA is 


definitely the superior force—better 
trained, better disciplined, braver because 
more committed, more efficient because 


more intelligent. Among those who believe 
this is Mr “Gusty” 


18 years and is now.a reformed character. 


“We know what we are fighting against but : í 


not really what for, The IRA know w baths * 


Financial rewards 


membership ots a dieti iuda fo ce. 


Its gunmen die not retain ‘anything f 





flagrant corruption. 

For the past ten years the Protestant 
paramilitaries have left it to the police forces 
and the British army to take on the IRA. The 
UDA men, still heavily armed and with little 
to do, enter into racketeering. Both the 
group's leaders and rank and file have be- 
come soft and lazy. Some of the conspirato- 
rial-minded reckon that the British authori- 
ties allowed, or even encouraged, this to 
happen so as to neutralise the UDA. Why 
otherwise, they ask, would the fraud squad 
of the Royal Ulster Constabulary number 


only 20 men when the sums involved, in . 
cross-border smuggling alone, run into hun- - 
© c challenged the bishop. toà public debate 

The IRA regulars are paid £20 a week 
family, 


dreds of millions of pounds a year? 





($36) if single, £40 if they have a - 


Some retired IRA gunmen have gone into 


business and are flourishing—entirely inde-. 


pendently and honestly? The biggest single 


expense for the IRA now is payments to wid- 


ows and to the families of the many hun- 
dreds of their men in jail. The UDA and UVF 
admit that they do not pay as much in family 
maintenance as they should. All the para- 
military forces. can now probably sustain 
themselves financially and no longer need fi- 
nancial contributions from  Irish-Ameri- 
cans, which are anyway dwindling. 


One of the pressures on the gunmen is 
the sheer weight of, and the momentum be- 


hind, the quantities of arms both sides have 
acquired. There was no reason to-disbelieve 
the battalion commander when he said: 
"We now have lots of the very latest stuff." 
When a paramilitary organisation has the 
Weapons, as well as the men ready and will- 


ingt to use Emm the urge towards action can. 





Spence, an authentic 
Protestant hero who served a life sentence of 





selves from their bank robberies and pri re | 


is sid tor retain 30%. For thet UDA nae fis ure ri 
80%; the group is in a state of near-- 


: present ^no problem | 
ee because of popular disgust « over its ^ 


would not, as soldiers, 
fess to murder. 


conditioning technique: s 


smile to the cliché, repeat 






surprising Aa sine did not cite their reli- 
gious beliefs as something that motivated 
them—though one of the Protestants did 
talk of Catholics as “idol worshippers” and 


another expressed his fear of the power 
—. given to priests by the act of confession. 
There have been few attacks on churches 


and priests—and on the honour of women. 


The sectarian rantings of the Rev lan Pais- 
ley, a prominent Democt 





atic Unionist mem- 
ber of Parliament, have not, it seems, had 


much effect on the Protestant. gunmen. 


Most of the young IRA militants are not 





T especially devout, attending mass only ona 
a few major. feast days. But some of the most 
Some men benefit fitadicially from ax i  committ 


activists are d practising 













' | Mi 
| the need t to con- 


Bishop Cahal Daley the bishop of 
Down and Cannor, and a fierce and impar- 
tial denouncer of all sectarian violence, says 
that “the IRA‘ has developed very effective 

to blind individ- 
uals to the moral signific of what they 
are doing." It has done this by placing reli- 
gion and politics in two clearly separated 
compartments and by condoning violence 
through the concept of the "just war" (pro- 
pounded, after all, by St Augustine, among 
others). The IRA is so convinced of its moral- 















-spiritual position that: Mr. Gerry Adams, a 


leader.of Sinn Fein, its political wing, has. 


the question of a "just war”, « 
Bishop . Daley. responds with: a ip 








tant gunmen, that the rebellion would soon 
be snuffed out if the church excommuni- 
cated the IRA men. Excommunication, he 


says, has been tried atid has failed. 


Political mythology _ 

Though they are enemies, there is one great 
similarity between the IRA and the Protes- 
tant: paramilitaries. B Both lack a political rai- 
son d être, a valid political framework, for 
their activism. In essence, the IRA is fighting 
to unite Northern Ireland with the rest of 
Ireland, but many in the Irish Republic are 
not sure that they want "the black north". 

The Protestants are fighting to remain Brit- 
ish within the United Kingdom, but public 
opinion polls consistently show that a ma- 
jority of the British people would be only 


too happy to be rid of them. 


The pointlessness of i it alli is particularly 
























































































A BANK THAT SPANS THE 
LENGTH AND BREADTH 
OF THE WORLD'S MOST 

DYNAMIC REGION. 


Standard Chartered Bank is no stranger to the 
Pacific basin. 

Our branch in Seoul celebrates its twentieth 
anniversary this year; few banks can match that 
length of involvement in one of the region's fastest- 


growing economies. 

But the fact is that the Seoul office is still a relative 
newcomer to the Standard Chartered network. 

We opened in China in 1858, and in Hong Kong a 
year later. Our presence in the Far East and Aust- 
ralasia has grown steadily ever since, so that today 
there are no fewer than 250 branches in 13 Pacific 
basin countries. 

Asaresult, we can offer you a depth of experience 
and understanding which can help you to do better 
business throughout the region. 

And when you consider that the region now 
accounts for over half the world's trade, you'll see 
the importance of that claim. 

From acceptance credits to zero-cost options, we 
have the services, the people and the information 
technology which you need to put our experience 
to work for you. 

To find out more about a bank which can bring 
unmatched resources to your Pacific basin business, 
contact your nearest branch. 


Standard % Chartered 
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clear on the Catholic side. In a free and fair 
election in the Republic of Ireland, only 2% 
of the electorate voted for Sinn Fein and 
union with the north. In a 1983 election in 
the north, fewer than 1096 voted for Sinn 
Fein's policy of achieving Irish unity 
through violent means, which is far less than 
half the Catholic electorate. But the Catho- 
lic activists have armoured themselves 
against bleak reality, which is easy to do be- 
cause their aims have always been wrapped 
up in myths and cloudy poetry. The iRA men 
admit that they are fighting for an objective 
to be achieved generations away, but they 
add that since they have received a torch 
kept alive by earlier generations, this genera- 
tion must keep it alight and pass it on. They 
are sustained by the pride of being the cho- 
sen elite. 

The Catholics of Northern Ireland— 
even the IRA men in private—are prepared 
*^ settle for much less than total unity. What 

ey want is not to be treated as second-class 
cuizens in their own country, to be given hu- 
man rights and respect and, of course, jobs. 
For young men, the humiliation of being 
roughed up by British troops of their own 
age, in front of members of their family or of 
a girlfriend, produces resentment that guar- 
antees militancy. Over and over again, ordi- 
nary Catholics say that if human equality 
could be given to them, the iRA would be out 
of business in a couple of years. 

Perhaps because of this lack of deep 
popular political support, perhaps also be- 
cause of much-improved security measures, 
an IRA spokesman expressed disappoint- 
ment about the military campaign. "We are 
not bleeding Britain enough, we are not kill- 
ing even at the rate of one a week, barely one 
a fortnight; but we did very nearly kill Mar- 
garet Thatcher." 

The Protestants, especially the gunmen, 
are in a much more parlous state. All their 

nmen said something like: "We don't 








But the band played on 


THE ECONOMIST JUNE 25 1988 








know what we want because we don't even 
know who we are." The gunmen repeated 
the-word "British" like a mantra when talk- 
ing of their objectives: "British loyalty, Brit- 
ish culture, the British way of life". But none 
could define what "British" meant, The lat- 
est book on the Protestant paramilitaries is 
entitled "Ulster's Uncertain Defenders” 
and that came out in 1984. Their uncer- 
tainty is far worse now. Everybody on the 
Protestant side, even a Westminster politi- 
cian, was certain that Britain would pull out 
of Northern Ireland; perhaps not under Mrs 
Thatcher but definitely under her successor, 
whatever the party. 

The uncertainty has affected the Protes- 
tant gunmen's morale because they know 
that they are no longer admired by the peo- 
ple they are defending. As one of the politi- 
cians said: "There are no paramilitary he- 
roes in the Protestant community." The 
evermore blatant corruption and the 
bloody factionalism of the Protestant gun- 
men has further damaged their standing. 

The gunmen retort by openly despising 
their political leaders, even “that gasbag Ian 
Paisley". Mr Peter Robinson is the only pos- 
sible exception. The gunmen deplore the 
fact that they have not thrown up their own 
political figure. They mourn the recent loss 
of John MacMichael, while half-admitting 
that he was probably killed by his own UDA 
followers. 

Yet, paradoxically, the assumption that 
violence pays has become stronger since the 
Anglo-lrish agreement of 1985. As seen 
through Protestant eyes, the British govern- 
ment has steadily retreated before IRA vio- 
lence. This helps explain why a man as inad- 
equate as Mr Michael Stone, who attacked 
the Catholic funeral procession in 
Andersonstown in March, has become 
something of a cult figure in the Loyalist 
pubs and drinking clubs. 

With something approaching self-pity, 









the Protestants say that the 
Fein, "ourselves alone", now a 
rather than to the Catholics. 
that Britain must feel gratitude for 
ster has given to the mother country, 
all the way back to the battle of the Som 
in 1916. They then go on to say that Britai 
will almost certainly be forgetful. “I find my- 
self more opposed to the Anglo-Irish agree- 
ment than to the IRA," one UDA gunman 
said. "They talk of 50 years of Unionistmis- 
rule but we, the ordinary Protestants, have 
suffered as much as they did," was another 
comment. The battalion commander was 
alone in being tough-minded about the fu- 
ture: "We are regularly training in the hills 
because the civil war after the British pull 
out will not be fought only in the towns." 


Religious segregation 

At the end of the day, why do the people of 
Northern Ireland and the gunmen keep the 
war going? Even accepting the influence of 
drunkenness and mental instability, and 
taking at face value the gunmen's repudia- 
tion of hatred as a motive, the ignorance 
that each community has of the other is a 
large part of the answer. For that, segregated 
schooling is largely to blame. 

Sadly typical is the story of one cou- 
ple—a Catholic journalist brought up in 
Belfast who is married to a Protestant from 
the same town. Neither had any friends or 
even close acquaintances in the other com- 
munity until they met each other, both aged 
18, at Queen's University. As if to 
emphasise this denominational segregation, 
there are 22 points in Belfast where high 
metal and concrete fences divide the com- 
munities. Most of these fences (Orwellian 
name: "peace fences") were erected at the 
request of the neighbouring communities. 
The barriers may make things easier for the 
security forces, but until they are removed 
the ignorance and enmity will continue. 

The gunmen themselves seem to pro- 
vide perfect examples of the provocative but 
respected James-Lange “Theory of the Emo- 
tions". According to this theory, physical 
reaction to a situation precedes and pro- 
duces the emotions that are supposed to be 
its cause. Thus, in Northern Ireland, people 
do not kill because they hate, but hate be- 
cause they kill ——ie, "I have killed so it must 
be that I hate.” 

Although things are desperate, they are 
not hopeless. At frequent intervals, both 
sides have put forward peace plans, and 
talks between them have never broken 
down totally for long. It is also encouraging 
that each time a political group becomes 
"moderate", a small, more extreme group 
hives off, and then when that in turn be- 
comes "moderate", a still smaller, still more 
extreme group breaks away. Despite all the 
killings, there is an underlying trend to- 
wards moderation and accommodation. 
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core business continuing to bloom, 
with organic growth producing over half of 
the 3196 increase in operating profit. We con- 
tinued to graft on specialist acquisitions 
where we are confident that cross-fertilisation 
potential exists. We put down new roots on the continent 
and in North America by listing our shares in Amsterdam, 
Frankfurt, Montreal, New York, Paris and Toronto. And we are 
separating a few offshoots which should do better in different 
soil. After all, pruning is all about increasing the strength and 
the growth of the main plant! For your copy of 
BET's annual report call 0800 289 629. 
Or write to Christopher Legge, 
BET 
Public 
Limited 
Company, 
Stratton 


House, 
Piccadilly, 

London 
WIX 6AS. . 
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ASIA 


FROM OUR SPECIAL CORRESPONDENT 


MAGINE the countries of Asia as a flight 

of geese, says Mr Kamchorn Sathirakul. 
In front is Japan, followed by South Korea, 
Singapore, Taiwan and Hongkong. But not 
all that far back, its young wings pounding 
away, is Thailand. It is a beguiling picture, 
and an unexpectedly poetic one from a 
henker. Mr Kamchorn is governor of the 

nk of Thailand, the central bank. There is 
more. Thailand, says Mr Kamchorn, is do- 
ing well because it is following the Buddhist 
precept of majhima. patipada, the middle 
path, avoiding extremes. 

Geese, Buddhism? Be grateful for any 
clue to Thailand's success, Thailand is get- 
ting the sort of attention that comes to an 
author who has written a runaway best- 
seller. The newly wealthy are always interest- 
ing. What's your. background? What's your 
secret? The how-rich-are-you question is 
easy. The chart on the next page gives much 
of the answer: consistent growth, which the 
government believes may reach 996 this 
year, easily outpacing any other country in 
South-East Asia, and on a comfortably 
broad base. Some time in the next decade, 
Thailand believes, it will attain the status of 
a "newly industralised country", while keep- 


The coming generation of Thai women 
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BANGKOK 





ing its large farming sector, which has made 
it the world’s biggest exporter of rice. 

Yet much abour Thailand seems less 
pleasing. It isa country of coups and govern- 
ment by soldiers. Its chief source of foreign 
money is tourists, many of whom are lured 
there for the sex rather than the temples, 
even for the fake Gucci bags and Cartier 
watches. Thailand is part of the Golden Tti- 
angle, a big source of illicit opium. Bangkok, 
once a gentle city of canals, has surrendered 
to quite appalling traffic; 

Thai politics is a dismal affair. The pop- 
ular heroes of Thailand are not politicians 


but a beauty queen called Miss Porntip; who 


is this year's Miss Universe, and a boxer. 
Napa Katwanchai, who was beaten (un- 
fairly, says the Thai government) by a Japa- 
nese in a world title fight. The less-than- 
glamorous election on July 24th is likely to 
be marked by more than usual apathy. Not 
only will it be a Sunday, but, this being che 
wet season, it will be raining. Only the most 
conscientious, or the most bribed, will 
trudgé to the polls to vote for one of the nu- 
merous and largely indistinguishable par- 
ties. The single flicker of interest is whether 
there will be much support for a new party 
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get out of politics ar T 
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the real power to run the coute 
soldiers cannot easily give up. 

And yet .. . There has not been evet 
attempted coup since 1985, Thailand allow 
its citizens more personal freedom than any 
other country in South-East Asia, except 
the libertarian Philippines. At the end of the 
traffic jams are sumptuous shops and restau- 
rants and at least one of the world's finest 
hotels. Most of the opium growers have 
been persuaded tó grow cabbages and coffee 
instead. General Prem, who has been prime 
minister for seven years, is generally re | 
garded as honest; if only, say his admirers, 
because he lives modestly as a bachelor. 

The Thais are agreeably free fróm third- 
world moans ‘about the first and second 
worlds. “Never having been colonised, we 
can only blame ourselves for our problems", 
says Mr Kukrit. Even the randy Americans, 
who gave generous support to the sex indus- 
try when Bangkok was a rest-and-recreation 
centre during the Vietnam war, are not 
blamed for inventing illicit.sex: Thai pros- 
titution has its origins in the country’s tradi- 
tion of concubinage. 

The other question, the secret of Thai- 
land's success, is harder to answer. Mr 
Kamchorn's middle path is very evident in 
Thailand, often irritatingly so: the desire to 
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This announcement appears as a matter of re ord only — 


First international offering of shares of a listed com 


incorporated in Thailand 





we 


THE OBFEN T: 
"ANCAODEK 


pany 


THE ORIENTAL HOTEL (THAILAND) LIMITED ' 


(Incorporated in the Kingdom of Thailand with Limited Liability) 


International Placing 


of 


2,880,000 Existing Ordinary Shares of 
Baht 5 each 





International placing price: 
US$5.30 per ordinary share 





Manager of the International Placing 


JARDINE FLEMING SECURITIES LIMITED 


June 1988 


MAKE IT IN 
H ING KONG 





For detailed information about Off-Shore Manufacturing in 
Hong Kong, contact the following Hong Kong Government 


Industrial Promotion Offices: 


London Fax: 01-493-1964 
Tokyo Fax: 03-446-8126 
Brussels Fax: 02-640-66-55 
New York Fax: 212-308-782 
San Francisco Fax: 415-421-0646 
Hong Kong Fax: (852) 3-694633 


Tel: 01-499-982] 


Tel: 212-752-3650 
212-752-3658 

Tel: 415-956-4560 

Tel: (852) 3-7222434 


One Stop Unit, M/F., Ocean Centre, 
5 Canton Road, Kowloon, Hong Kong 
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state of Gujarat, long considered safe Con- 
gress territory, the ruling party was defeated 
in one parliamentary and one assembly con- 
stituency. But the still fragmented opposi- 
tion would not have drawn much comfort 
from the results had they not included Mr 
V.P. Singh's spectacular victory at: Allah- 
abad, from which he emerged, overnight, as 
Mr Gandhi's challenger. 

The parliamentary seat at Allahabad, a 
city in Uttar Pradesh that lies deep in the 
Congress heartland and has produced three 
prime ministers (Jawaharlal Nehru, Lal 
Bahadur Shastri and Indira Gandhi), was 
formerly held by a close friend of Mr Gan- 
dhi, Mr Amitabh Bacchan, a film star. Last 
year Mr Bacchan gave up his seat after his 
name had been linked with the alleged $60m 
kickback to the Congress party by the Swed- 
ish arms-makers Bofors. 

It was last year, too, that the Congress 
. 'ty expelled Mr Singh—who had served 
in Mr Gandhi's cabinet as finance minister 
and later as defence minister use he 
threatened to unearth the foreign bank ac- 
counts of the party's financiers and to 
launch inquiries into the kickbacks the 
party was suspected of receiving on defence 
contracts placed abroad. Since then Mr 
Singh has been campaigning tirelessly on a 
one-point programme: get rid of corruption. 

Allahabad thus became the test of the 
Congress party's strength. In public Mr 
Gandhi and his party managers did their 
best to minimise its importance; but the 
Congress party went to pretty desperate 
lengths to foil Mr Singh. It arranged for 
more than 50 "dummy" candidates to con- 
test the election, and encouraged a powerful 
leader of the lower castes to offer himself as a 
candidate in a further bid to split the vote. 
Despite all this, Mr Singh polled more than 
5096 of the votes and finished up 111,000 
ahead of the Congress candidate. That mar- 
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gin confirms Mr Gandhi's worst fears. 

Until recently Mr Singh was by no 
means established as the leader of the anti- 
Gandhi forces. The top men in some of the 
old opposition parties resented his rise to 
prominence. His own contradictory state- 
ments and actions had not made things eas- 
ier. Soon after he left the Congress party he 
announced that he would never seek office 
again. When he formed his Jan Morcha (the 
People's Movement), he insisted that it was 
an organisation for reform, not a party. He 
even fought the Allahabad by-election as an 
independent. 

The Allahabad campaign ended his am- 
bivalence, and the rest of the opposition's 
ambivalence towards him. All che opposi- 
tion parties pledged him their support and 
sent teams to campaign for him. The size of 
his victory shows that Indian voters are 
starting to respond to appeals against cor- 
ruption. The fact that he won his victory in 
Uttar Pradesh makes his leadership of the 
opposition a foregone conclusion, and the 
opposition threat to Congress a real one: 

All this has put Mr Gandhi in a quan- 
dary. He has said repeatedly that he does not 
want to cut short the life of the current par- 
liament, which could run until December 
1989; but he now knows that time is not on 
his side. Pressure is already beginning to 
mount in the Congress party for an election 
next winter, and not only because of Allah- 
abad. A state election is due in Tamil Nadu 
no later than January, and Delhi's municipal 
elections are scheduled for March. At 
present it does not seem likely that Congress 
will win either of them. If Mr Gandhi tries to 
ride them out, he may have a demoralised 
and rebellious party on his hands. 

If India has a good monsoon this year, 
on the other hand, animosity against Con- 
gress may at least temporarily wane and the 
party's chances will improve. A good mon- 
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soon is forecast. An early election. would 
also deny the opposition time to hammet 
out a proper programme. All things consid- 
ioa a election this November is not a bad — 
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South Korea 
Judge says sorry — 


FROM OUR EAST ASIA CORRESPONDENT 


E the judiciary in newly democratic — 
South Korea is under pressure to - 
change its ways. On June 17th the chief jus- — 
tice, Mr Kim Yong Chul, resigned after 
more than a third of the 940 judges in the — 
country's lower courts complained that the 
Supreme Court had lost the confidence of 
the people. In his parting remarks Mr Kim _ 
apologised, in the Korean fashion, for being — 
incompetent. The rest of the Supreme - 
Court judges then offered their resignations _ 
too, although they were not immediately ac- —— 
cepted. Mr Kim said that they would have to 
be submitted to his successor, who has not 
yet been appointed. c 
The junior judges’ complaint seems to _ 
be that the judiciary had not been a manifest _ 
defender of personal liberties when these — 
were infringed by previous authoritarian - 
governments. President Roh said he regret- — 
ted the junior judges' action, but as a pro- | 
fessed democrat he made the best of it. “The — 
motivation and premise of their collective 
action seemed to help democratic progress,” _ 
he explained vaguely. 
The president made it clear, however, - 
that major reforms in the choice of the Su- | 
preme Court are not to be expected. The 
only candidates for Mr Kim's job as chief 
justice are former Supreme Court judges. 
That may not please the young radicals of 
the legal profession, who dislike what they 
say is the political malleability of that court. - 
South Korea's new constitution says 
that all appointees to the Supreme Court 
must be approved by the National Assem- 
bly. That should make for some lively con- _ 
firmation hearings in an increasingly conf- — 
dent and independent legislature, where Mr _ 
Roh's Democratic Justice party has only 125 
of the 299 seats. 





Japan and Russia 


Forward to 1986 


FROM OUR TOKYO CORRESPONDENT 


FFICIALS from Japan's foreign minis- — 
try went to Russia this week to discuss 
the prospects for an early visit by Mr Ed- Y 
ward Shevardnadze, the Soviet foreign min- — 
ister, to Tokyo. There, the glow generated — 
by President Reagan's journey to Moscow — 
29 1 
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last month has increased hopes of injecting 
some warmth into the still cool relations be- 
tween Japan and Russia. 

The Japanese feel that, if the Americans 
can now be more friendly to the Russians, so 
can they. But they remain cautious. Even 
cordial superpower summitry has worrying 
aspects for them, since any progress made in 
reducing the superpowers' nuclear arsenals 
might bring Japan under more pressure to 
build up its conventional forces. The most 
the Japanese now expect is to get their rela- 
tions with Russia back to where they were 
two years ago. In Mr Gorbachev's famous 
speech at Vladivostok in July 1986 he 
dropped hints about visiting Japan himself, 
and raised hopes of a settlement of the dis- 
pute over the four small islands, close to Ja- 
pan's big northern island of Hokkaido, that 
Russia seized in 1945, 

If this key issue had been resolved, the 
two governments might have gone on to 
conclude the peace treaty that has proved 
elusive for four decades (despite the brevity 
of the actual hostilities between them in 
1945, when Russia did not enter the war 
against Japan until after the bombing of Hi- 
toshima). Then Japan and Russia might 
have reached an agreement on joint exploi- 
tation of Siberia's resources. 

Last year, however, Russo-Japanese rela- 
tions were set back a long way by the 
Toshiba Machine affair. After the revela- 
tions about the Japanese firm’s sale to Russia 
of equipment that could be used to make 
submarine engines quieter’ (in contraven- 
tion of the Cocom restrictions on such ex- 
ports), the Japanese fell over themselves to 
reassure the Americans that they were still 
trustworthy allies. Some contacts were con- 
tinued between Japanese and Soviet officials 
on such matters as fisheries; but the ex- 
changes of visits by foreign ministers, which 
had looked like becoming regular annual 
events, were halted, and all hope of a break- 
through vanished. 

Now trade has picked up again. In the 
first five months of this year the value of Ja- 
pan's exports to Russia reached $1.2 billion, 
23% more than in the same period of 1987. 
Two agreements have already been signed 
by Japan for projects under the new Soviet 
law designed to encourage joint ventures— 
although, in general, Japanese firms still 
think the law too restrictive (they are also 
being cool towards an American request for 
them to join in a proposed Soviet-American 
joint venture for a Siberian petrochemicals 
plant). ; 

The Russians are talking of creating a 
special economic zone in Siberia to attract 
the Japanese. A group of Japanese business- 
men is to visit Moscow in September, and 
will be followed later in the year by another 
team, which will include government trade 
officials, It is hoped that these contacts will 
lead to Mr Shevardnadze resuming his visits 
to Tokyo. 
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Nevertheless, the- Japanese cannot vet 
detect any changes in Russia that woald 
make it worth theit'while to be friendlier— 
apart from doing a little more trade: The ob- 
stacles to a réal breakthrough remain for- 
midable. Japan is still sét on recovering the 
four islands, and on refusing to conclude ei- 
ther a peace treaty or an economic co-opera- 
tion pact until it gets them. Russia is equally 
determined not to hand them back. 

The Japanese think their best chance of 


making any progress on the issue lies in get- 


ting it included in broader East-West negoti- 
atións; but, when the matter was raised on 
Mr Reagan's Moscow trip last month, the 
Russians told the Americans to tell Japan 
that this idea does not cut much ice with 
them. Japan will just have to be patient. 
However, it can afford to wait; at present, its 
economy has less neéd for Siberian re- 
sources than Russia has for Japanese invest- 
ment and technology. 
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Vietnam 


The job didn't go 
to the reformer 


FROM OUR SOUTH-EAST ASIA CORRESPONDENT 


HOOSING a new prime minister for 

Vietnam has been a rougher business 
than expected, and the outcome will dismay 
believers in communist reform. The previ- 
ous prime minister, Pham Hung, died on 
March 10th. Mr Vo Van Kiet, who stepped 
in as caretaker, had seemed a solid con- 
tender for the permanent job. He supports 
the reforming ways of Mr Nguyen Van Linh, 
the Communist party's new leader, the job 
that really matters in any communist coun- 
try. But in recent weeks a rival candidate ap- 
peared—Mr Do Muoi, a traditionalist who 
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Saigon has lost its name but not its enterprise 





had helped to enforce the hardline policies 
of the 1970s that brought about today's eco- 
nomit disaster. And on June 22nd Viet- 
nam's parliament named Mr Do Muoi as 
prime minister. 

What happened to Mr Kiet's seemingly 
rosy, prospects? Being a southerner did not 
help. Mr Kiet is popular in Ho Chi Minh 
City (forterly Saigon) for arguing vigor- 
ously for freer markets and entrepreneur- 
ship. But northerners still dominate the 
Communist party, and resent Mr Kiet's 
style. They are more comfortable with the 
staid, 71-year-old Mr Do Muoi, their own 
man. Mr Kiet also suffered because of his 
failure to check the decline in Vietnam's 
economy, especially agriculture. That is un- 
fair: he held the caretaker job only briefly, 
and the economic reforms introduced under 
the new party leader have little hope so long 


-sas they are undermined by 700% inflation. 


A victory for Mr Do Muoi is not neces- 
sarily a defeat for doi moi, Vietnam's vers: 
of perestroika. He has recently given some 
support to the reformers. He has fought cor- 
ruption. Optimists hope he will perform the 
same function as Pham Hung: to be a bridge 
between outspoken advocates of change, 
such as Mr Kiet, and older politicians suspi- 
cious of the new ways. But Vietnam may 
need more than one bridge following an- 
other. It may need a whole new road. 

The new party leader, Mr Nguyen Van 
Linh, recently spoke on Hanoi Radio of in- 
efficiency and bad management. That puts 
it mildly. Some people are stealing to avoid 
stárvation. Others are taking to small boats 
in the hope of reaching the grim but prefera- 
ble refugee camps of Thailand and Hong- 
kong. Visitors to the north of the country, 
in particular, talk darkly of a society not far 
from collapse. If Mr Do Muoi is to justify his 
appointment to the prime ministership, he 
may have to do dramatic things. 
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AMERICAN SURVEY 






The mercury is as high an 


elephant's eye 


POLO, MISSOURI 


IDDLE America is like the inside of a 
brick oven. Its pastures and hayfields 

are baked a dingy brown. Its maize, strug- 
gling out of cracked, dusty soil, is ailing but 
could be saved. Its soyabeans could still turn 
out well—if a long, soaking rain arrives. 


n. ; 
The drought now afflicting much of the 
country is potentially the most perilous in 
. fa century, not so.much 
g it has lasted but because of when it 
started. The driest spring in more than 50 
years has parched the land, slowed or 
stranded barges on the waterways, strained 
urban. water supplies, turned forests to tin- 
der and raised fears of higher food bills. All 
this before mid-summer. Recent rain show- 
ers, Where they have fallen, have teased 
rather than quenched the thirst. 

The worst-affected parts are the north- 
ern Great Plains, especially in Montana, 
Minnesota and North Dakota, and parts of 
the south-east, especially Tennessee, North 
Carolina and Georgia. These regions have 
had less than.a quarter of their normal rain- 
fall this year. Temperatures have been per- 


sistently above normal: 67 places in 23 states 


broke temperature records for the solstice 
on June 21st. And the hottest months are 
yet to come. vis 

For city dwellers this means discomfort 
and inconvenience: many Californian 
towns have imposed water rationing, oblig- 
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ing car washers to lay down their hosepipes 
in favour of buckets, and restaurant owners 
to provide water only on request. But for 
those who depend for their livelihood on 
the land or the rivers, the drought may 
mean ruin. 

- The combined flow of the Columbia, 
the St Lawrence and the Mississippi, three 
of America's four largest rivers, is now down 
to 6396 of normal. The Mississippi is lower 
than at any time on record. Shipping has 
come to a near standstill near Memphis and 
Greenville: about half the normal tonnage is 
moving. On the Ohio near Mound City the 
water was no more than 7! feet deep in 
mid-June and several barges ran aground. 


‘The Army Corps of Engineers dredged a 


channel on June 18th, but it was soon 
blocked by grounded colliers after only 18 of 


the 86 tow-boats with their barges waiting to 


get through had passed. The ports on the 
Great Lakes, which offer another way out to 
the sea, are busier than ever. E 
It is premature to draw a parallel with 
the dustbowl of the 1930s, when six years of 
hot dry winds carried off much of the dusty 
soil in boiling black clouds, and drove thou- 
sands of farmers off the land. America is a 
long way from that, and today's bettet farm- 
ing techniques would prevent wind erosion 
on such a scale. Nonetheless, 1988 is the dri- 
est spring since 1936. ~ 
~ The culprit, as u8ual, is the jet-stream, 
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producing low-pressure systems. This year 


a 
* 


the high-altitude wind that guides the rain- | 


the jet-stream has split, flowing round to the — 


north and south of a firmly entrenched 
high-pressure zone that sits over the central 
United States. The longer such a "blocking 


high” lasts, the harder it is to shift and the — 


hotter grows the air within it. To the north 


and south, Hudson's Bay and the Arizona _ 


desert are getting more than their fair share 
of rain. The farmers of the Great Plains in 
between can only look at the sky and do 
what farmers do best: worry. 

For them, the drought could not have 
come.at a crueller time. Many farmers were 
just picking themselves off the floor after the 
financial blows dealt them in the 1980s by 
low prices, gluts and high interest rates. 
They were beginning to invest in new equip- 
ment. Now comes the threat of a complete 
crop failure. In North Dakota farmers are al- 
ready ploughing their crops back into the 
ground. In Minnesota half the wheat, barley 
and sugar-beet crops may be lost. In Mon- 
tana the oat and barley crops are all but 
ruined. Relatively few farmers have insured 


their crops. Perhaps a fifth of the country’s — 


harvest is already lost. 


To economists, the drought presents a 


rare spectacle: farm prices set by supply and 
demand rather than government fiat. It also 
presents à minor mystery. Prices have been 





fi 


soaring for the crop least affected by the — 


drought, soyabeans, while they have risen 
only modestly for that most affected, wheat. 
As in most agricultural mysteries, however, 
the solution lies in government attempts to 
meddle in the market. 


Thanks to strong demand and success- | 


ful subsidy-cutting, America’s soyabean 
stockpiles amount to only just over 10% of a 
normal crop. Though soyabeans are hardy 
plants—and could still provide a normal 
crop if rains come by mid-July—traders fear 


that stockpiles are too small to blunt the im- 


pact of any shortfall and are gambling that 
the drought will last another month. Be- 
sides, soyabean markets can absorb price 
rises without dampening demand. About 
45% of America's soyabeans are exported to 
markets where the weak dollar masks dollar 
price rises. So prices of soyabeans have rock- 
eted up in the Chicago trading pits from 
$7.98 a bushel at the end of May to $10.46 
on June 21st. | 

By contrast, stockpiles of maize stand at 
about two-thirds of a normal year's harvest; 


With some 20% of this year's crop already - 


destroyed by drought, and another 2096 


likely to wither if rain does not fall by the 


time of pollination in early July, prices have 
risen to over $3.a bushel, 50% higher than 
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e price stays at current levels, it will trigger 
ie release of another third of stocks held in 
e "farmer-owned reserve". 

Stockpiles are similarly moderating the 
se in wheat prices. Nearly two-thirds of the 





me states, but spring wheat accounts for 
y about a quarter of the country's total 
eat crop, and the winter-wheat-crop was 
st ripe before the drought became se- 
e." Wheat stockpiles amount to about 
thirds of a normal harvest, and release 
s stand not too far above those now 
wailing on the market. 
For consumers, rises. in grain prices are 
kely to be further blunted by the layers of 
ddle-men who handle these crops before 
hey. reach the shelves of supermarkets. 
ruit and vegetables are mostly unaffected 
y the drought, either because they are irri- 
ated or because so many are grown in areas 
ot yet affected. Pasta prices will be among 
he first to rise because durum wheat, from 
which pasta is made, is grown. mainly in 
North Dakota. and has largely withered 
away. Meat prices are fal lling, as farmers 
slaughter cattle. rather than give them ex- 
pensive feed. This may lead to a shortage 
nextyear, and so to higher meat prices. But 
-Mr Dick Gady, an economist at Conagra, a 
diversified agribusiness, expects foodeprice 
inflation to be 5% or so this year, and little 
more next. o - 
^. Some have beni to CR if ihe fasi. 

















failure of the Indian monsoon last year 
brought that country back to international 
markets for the first time for several years. 
But predictions of worldwide shortages, like 
-warnings of a new dustbowl, are based on a 
relentless continuation of the bad weather 
is. well as on foolish political decisions. 
“Admittedly, neither can be ruled out. 
ready the Reagan - ‘administration and 
ongress are competing to take credit for a 
rescue operation. One way or another, an 


sm Washington. Rising grain prices may 
lease about $11 billion that would other- 
se go as deficiency payments to support 
e prices farmers receive, so Congress may 


ments anyway, as relief for crops destroyed. 


opened up land for hay and grazing that was 
to be left untouched in its conservation-re- 
serve programme, one of the main parts of 


the 1985 farm bill And, if indeed the 
drought does bring. shortages, the govern- 


lands for planting next year. With normal 
yields, surpluses cauld reuri- with a 


Defence spending 


re Pop goes the utl 


pier ida as s security a ae tie an And, if : 


op of spring wheat has. beh destroyed in - 


surpluses’ of the 1980s will soon fade into” 
history as the world returns to scarcity. “The 


pensive aid package. is likely to emerge 


lecide to pay farmers the deficiency pay- 


he Agriculture Department has already. 
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) YATCHING hundreds of billions of 





fence Department, B Americans have 
long suspected that they were being gypped. 


The speed of the Reagan defence build-up _ 


brought so much cash to the Pentagon that 


even the best of procurement systems would 


have been stretched to ensure it was well 
spent; even now about $150 billion in bids 
are authorised each year. Tales of platinum- 


coated hammers, mother-of-pearl lavatory - 


seats and mink-lined coffee pots suggested 


predatory suppliers: running: rings round _ 


vacuous book-keepers. But the petty scan- 
dals of a few years ago were small stuff. The 


evidence now unfolding suggests bribery 


and bid-rigging on a grand scale. Attention, 
for the moment, is on the navy, which swept 
procedural: controls out of its way, and on 


that new betwixt-and-between breed, the 


defence consultants. 

Most Americans, including the attor- 
ney-general, the defence secretary and in- 
deed the president himself, knew nothing of 
a huge two-year FBI investigation into de- 
fence-procurement fraud until mid-June. 
Then a surprise volley of 275 subpoenas al- 
lowed the EBI to search the homes or offices 
of defence officials, contractors and consul- 
tants in Washington and elsewhere. The 


case is now in the hands of a federal prosecu- 


ment will almost certainly open up vast new —.— 





URS MLE Nobády has yet been t 


their tax dollars slosh around the De- - 


then head ofthe Justice Ù De ài 


aged to get h ! 
This alleges that Mr Mel 









The investigation began in September. ! 
1986 when a former naval employee work- 
ing for a defence contractor got a telephone 

call from a consultant offering to sell him — 


confidential information. The ex-navy man 


reported this to the Naval Investigative Ser- 
vice, which brought in the rai. To save his 
own skin the consultant worked with the in- 
vestigation, - recording his conversations 
with his fellow operators. The is won per- 
mission from Mr. William . | 













, 


e h t's crimi- 


nal division, to tap the te nes and bug. 


the offices of other suspects. The attorney- 


general, Mr Edwin Meese, it is said, was not’ 
informed at that time: because his name hape - 
pened to turn up in one of the tapped. tele 





| phone conversations. The prize, after nearly . 


a ee of RR is s said tobe 61 ine ; 






pee hae the. 


offices of McDonnell Dou b in . St Tous 
m Paisley, a de 
fence consultant who ran. the favy's re 
search and development programme from 
1981 until April 1987, obtained classified or 
proprietary information from his old naval 
colleagues and used it to help his newer in- 
dustrial friends at McDonnell: Douglas to 
win foreign sales for their F-18 fighter (to 
Switzerland. and South. Korea) and to in- 





form themselves about helicopter and air- 


craft programmes. McDonnell Douglas and 
General PIDE won a contract last year 
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s s been lost. Skirmishing and 
gup, some of it quite nasty, will go 
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any real doubt. On June 20th 





84 New York city law that bars 
mination in clubs that have more 
400 members, provide regular meals 


and are used for professional. reasons by 


members and non-members. The signifi- 


| York since several cities—Los Angeles, 
.. San Francisco, Chicago, Washington and 
Buffalo —have already written laws mod- 
elled on the New York one, and many 
. other: cities are thinking of doing so. 
- A large, non-religious, non-charitable, 
incole ine club determined to remain 
pure and male in one of these cities now 





mete bere pr 


! ‘clubhouse doors open for women 
y karah out of men’s 


, but the eventual result is no- 


reme Court unanimously upheld ^ 


 cance of this ruling goes beyond New 


has one recourse left to it: it will have to 










for deveos e navy's acd T 
aircraft, a job that will eventually be worth 


about. $35 billion. . 


: Bribery; the warrant says, is being invel- 


‘tigated. So is conspiracy to defraud the gov- - 
ernment. Even a low bid may be-a fraudu- 


lent one, if it is based on trade secrets. 
dishonestly obtained. If pressure from con- 
tractors whose bids were rejected obliges the. 


navy to reopen contracts, the: expense gould. | 


: be shattering.. 


Mr. Paisle hee PNS dé most atten- E 


' Hon, but about ten other consultants have 
. been served with. search warrants. Half a 








x e touched by the investigation. 


Me his closeness to Mr John Lehman, who. 


was Mr Reagan s navy secretary until he re- 


signed in April last year. Mr Lehman, who 
-now works on Wall Street, is thought to. 
. have his eye on a top job if Mr George Bush 
- wins the election. His ambitions will have 


B been dimmed by the revelations öf scandal. 
on his watch, and damaged if reports that he 


„tipped Mr Paisley off about his telephone 
_ being tapped turn out to be true. Both men. 
— were out of the government by that time, 


. but Mr Lehman's alleged action could still | 


~ be construed as an obstruction of justice... 
go Me orici was the star, and his tatget : 
.600« ship navy boot the ee of 


| . Defence Departn 
. dozen senior civilian officials have been ^ inj 
- taken off any work to do with procurement. ` 
Cy of the companies that satisfy the Pen- 


: . On's voracious appetite are expected to 


The interest in Mr Paisley comes ae 





prove ae its members gather together 
r ly for the j joy of eating, resting or see- 





= sight. fe ee will be aed 


to make sure that no employer has made 
the fatal mistake of paying for his employ- 
ee’s simple pleasures. Conversation will - 
. be confined to sport and the weather (un- 
» less, of course the speaker i is an athlete or 





Mr E R ER bdo manager, delight- 
edly spent a lot of it. Yet he was a big 
spender, not. a careless one. He cut through 
red tape, altered ‘procurement systems, bul- 
lied resentful suppliers to change their ways 
and keep their prices down. Bypassing a net- 


_ work of regulations; he centralised authority 
-in the people around him. Several of those 
< central. characters, it now. seems plain, 


abused their authority. 
. This should have been plain before, say 
some, with Iowa's. Republican Senator 


Charles Grassley in the lead. The Justice and 








;paid too little attention to a former Pen- 





“tagon investigator; Mr Robert Segal, when 
he ‘testified to a -Senate subcommittee in 
1985 that many defence suppliers had set up 


“espionage units” to get hold of secret pa- 


_; pers that would give them an edge over their 
rivals. He was shushed partly because the. 
Justice Department, and Mr Segal himself, 


were at that time deep in a specific case in- 
volving: naval documents, the GTE corpora- 
tion and a consultant.: 

Congress has. devised. some e regulations 
to-slow down the revolving-door between 


government’ and industry. It is no longer 


easy for a government. official who has been 
buying goods and services to transform him- 
self directly into the salesman of those very 


same things. But consultants and lobbyists, 


may escape the rules. Congressmen are al- 
ready pondering tighter legislation specifi- 
cally to block the consultant loophole. — 
But these are early days. Congress is still 
clucking gently, planning hearings, looking 


. 8 bit nervously over its own shoulder. The 
revelations may strengthen Representative 
Jack Brooks's yearlong efforts to promote a» 





in | government siis e are: 
pily resigning from: their. homes-fre 
home. And several famous male hold- 
. had thrown open their doors even bef 


University Club decided to 
members a year ago; Wash 


E Supreme Court’s decision. Sat 
co’s Bohemian Club is among tha 
ing to find a way around the regulatio 


nents are. scolded for hav- — 


- own-men, or at least his civil servants, wh 


are great cluben, a arè 
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the Supreme Court rul 


mos Club. made a similar a 
week, | 


New York' $ Gea | Clu 
pledged itself in advance to abi 


The day, it seems, has not yet arri 
when women join the chosen ones 
frolic in the Bohemian Grove, the club 
illustrious summer encampment 





bill that sets out a new code of industrial e 
ics, requires defence contractors to certif 
that the code has not been broken and pi 
ishes them if it has. The notion that hasp 
vailed for the past few years, that defenc 
contractors. should quietly police then 
selves, is. unlikely to survive. But, for t 
time being, the initiative has largely p ss 
out of Congress’ s hands. 

It is tempting for Democrats to por 1 
the coming revelations as part-and-parcel of 
the go-getting unethical Reagan era. The ad 
ministration’s reply is that it is not the sy: 
tem that is at fault but a few bad apples. I 
any event, say officials, it is Mr Reaga: 


have brought the scandal to light. 

Moreover, stones from the- congre 
sional - glass-house could be unwise: t 
names of a couple of ¢ congressman have: 
ready been mentioned in the scandal, bo 
of them Democrats. So the Democrat 
decide not to gloat. Yet the events cann 
help Mr. Bush’ $ apelin 


Welfare 


Mother, leave 
home > 


WO years after Senator Daniel Patri 
Moynihan launched his scheme to 
e the welfare system. for poor womer 
bringing up children, the bill has passed: 
test in the Senate with flying colours: 
vote on June 16th was 93.to three. 
The thrust of the Moynihan plan 
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Moynihan is coming 


require the states to help women get off the 
welfare rolls by preparing them to enter the 
labour market. This means providing them 
with education, training and jobs. The bill 


says that by 1994 the states must have 22% 
_ of their welfare mothers enrolled in schemes 


to prepare them for employment. 

While in training, and for the first few 
months at work, they will still receive bene- 
fits, which at present include food stamps 
and free (if often rather poor and episodic) 
medical treatment for their families under 
Medicaid. But after nine months they will be 
on their own. In the hope of deflecting a 
presidential veto Mr Moynihan has agreed 


that the loss of these non-cash benefits need 


not be taken into account in determining 


- whether a woman is entitled to refuse a job 
that would leave her worse off. 


Mr Moynihan has made other conces- 
sions to placate conservatives. For example, 
the bill orders all the states to extend bene- 


— fits to poor families even if the unemployed 
father is living with the family. Only 27 do 


so at present. Bur to win the approval of 


- Senator Robert Dole, the Republican leader 
_ in the Senate, fathers will be obliged to work 

at least 16 hours a week for the community. 
- Moreover, benefits will be granted for only 
- six months a year. The cost of enforcing the 


community-work provision, say state gover- 
nors, will be far greater than anything their 
states receive in return. The governors, who 
will operate the system, have been a forceful 
lobby for welfare reform. | 

The Reagan administration would like 
the federal government to wash its hands of 
welfare and give the states, rich or poor, well 
or badly disposed to the poor, their heads. 
But a proposal that the states should be al- 
lowed to ignore federal standards in their 
projects does not appear in the bill. Its ab- 
sence may still serve as an excuse for a presi- 
dential veto. 


36 





The Senate bill has yet to be reconciled 
with a bill passed by the House of Represen- 
tatives last autumn that would provide 
roughly twice as much money (more than $5 
billion over five years) as the Moynihan 
bill’s $2.8 billion. Little of the House’s gen- 
erosity will survive in the final measure, lest 
it prompt a veto. But one sensible idea may 
endure: that the programme should start 
with volunteers. It is also certain that fathers 
who do not support their children will be 
forced to contribute to their upkeep (if the 
fathers can be found); this requirement is in 
both bills. If the fathers fail to co-operate, 
the money will be deducted from their pay, 
if any, beginning in 1993. 

Throughout its deliberations Congress 


has seemed more concerned with the moral 
worth of parents than the welfare of their. 


children. Both bills would allow mothers to 
be drafted into the labour force unless they 
had children under three. Both allow the 
states, if they wish, to require mothers with 
no child under the age of one to be called up 
to-work. Proponents of this requirement 
point out that half America's women with 
babies under a year old are now in the 
workforce; they argue that it is good. for 
poor children to see their mother earning a 
wage like everybody else. The idea that small 
children benefit from having their mothers 
at home is evidently out of fashion. Good 
child-care is hard to find in America and, at 
about $3,000 a year, not cheap. ~ 

Poor as mothers and children on welfare 
may be, they are not necessarily the poorest. 
Almost 2096 of all American children are 
growing up in poverty in the richest country 
in the world, Almost half of them have fa- 
thers who work to support their families, 
and sometimes working mothers too. If a 
parent works, the family is not eligible for 
welfare benefits. 
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Universities 


Racism, cynicism, 


musical chairs. 


BOSTON 


HE students have gone home for the 

summer. Administrators have been left 
to pick up the pieces. At the University of 
Michigan, Williams College, Dartmouth, 
the University of Vermont, Smith College 
and elsewhere this past academic year, stu- 
dents have been on the march demanding 
action in the wake of racial incidents. And 
in response Duke University and the Uni- 
versity of Wisconsin at Madison, among 
others, have agreed to step up their efforts 
to engage academic staff who are members 
of racial minorities. 

Duke has promised to add one blar- 
faculty member to every department | 
1993. Wisconsin has-agreed to find 70 new 
minority: faculty members by 1991. Ver- 
mont has promised to add between four and 
11 new minority faculty members in each of 
the next four years. Williams has simply 
pledged itself to improve its minority hiring. 
Most of these universities have agreed to 
search for Hispanics and Asians as well as 
blacks, but blacks are the focus of concern. 

News.reports suggest racism has become 
all the campus rage. At the University of 
Michigan a radio station broadcast racist 
jokes, and racist leaflets were slipped into a 
meeting for black women. A racial brawl oc- 
curred at Farleigh Dickenson. At Wisconsin 
students from a fraternity broke into black- 
history classes and harassed a professor. At 
the Riverside campus of the University of 
California a leaflet containing racist epithets 
was inserted in the school newspaper. 

Many argue that the increase in campus 
racism is too apparent to dispute. Yet t| 
polls suggest that racial attitudes have be: 
growing ever more tolerant in American so- 
ciety at large over the past two decades. Has 
the increase in racial incidents on campus in 
fact been sparked by an untypical increase 
in racism? Theories abound to fit the uncer- 
tain facts. 

Some people point to a mass protest at 
Tufts, prompted by an incident that turned 
out not to have taken place, and say that stu- 
dents are too quick to march; one dem- 
onstration, they argue, feeds another, with- 
out much relation to local conditions. 
Others attribute the apparent growth in 
protests not to an increase in the number of 
ugly incidents but to an increase in the num- 
ber of middle-class black students, who are 
generally assertive, self-assured and more 
prepared to complain about real or imag- 
ined slights. A heterogeneous society will in- 
evitably produce a few clashes. The Anti- 
Defamation League counted 14 anti-semitic 
incidents at colleges in 1987 and 19 the pre- 
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ow start teaching 


vious year. 

Different definitions of racism lie be- 
hind competing assessments as to its serious- 
ness. Blatantly racist graffiti, all would agree, 
qualify as racist incidents. But is a lecture on 
the black family, to which some blacks ob- 
ject on grounds of “insensitivity”, a racial 
incident? And what about "institutional 
racism", which may be found where univer- 
sity authorities are judged unresponsive to 
the concerns of blacks, as blacks themselves 
define them? 

An all-inclusive definition of racism lies 
behind the demand for more black profes- 
sors as a remedy for racial slurs and other 
private acts of discrimination. Some stu- 
dents view the presence of white racists and 
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WASHINGTON, DC 


| pe legislators of Suffolk county, on 
Long Island in New York, enjoy being 
pioneers. They led the fight to impose 
laws on smoking, the recycling of bottles 
and the plastic packaging of junk food. 
Now they have tackled the dangers to 
health posed by computer screens or 
video-display terminals (vpTs). Time will 
tell whether they have unleashed a legisla- 
tive torrent or simply driven away jobs. 
Suffolk’s new law requires companies 
with 20 or more terminals to pay for 80% 
of the costs of their employees’ eye check- 
ups and the cost of any spectacles or con- 
tact lenses they need as a result of working 
more than 26 hours a week at the ma- 
chines. It also requires special lighting, 
chairs and 15-minute breaks every three 
hours. It thus reflects the findings of sev- 





Dangers of the flickering screen 


NEL. S - 


the absence of black professors as part of a 


seamless web. 


Where will universities find new black 
teachers? At present, .2-4% of the staff of 
America's 3,000-plus colleges and universi- 
ties is black. Blacks with PhDs are already 
much in demand. But the pool is small. In 
1986 blacks earned only 820 doctorates out 
ofa total of 32,000, and half of those were in 
education. Williams College has committed 
itself to look hard for blacks in natural sci- 
ence, maths and computer science. lt will 
have to. In 1986 no blacks earned PhDs in 
geometry, astronomy, astrophysics, acous- 
tics, theoretical chemistry, geology, aero- 
space engineering or computer engineering. 
That same year more than 8,000 doctorates 





eral studies that sitting still at a terminal 
all day can damage your eyesight, give you 
a headache or a stiff neck. No study has 
yet established any link between the triv- 
ial amounts of radiation that escape such 
machines and ill health. It seems likely 
that it is sitting down for hours and gazing 
at the screen that do the damage. 

Mr Patrick Halpin, chief executive of 
Suffolk county, originally supported the 
legislation, but vetoed it after persuading 
himself that VDTs were all but harmless. 
His veto would have been sustained but 
for a report from the Northern California 
Kaiser-Permanente Medical Care pro- 
gramme. This raised again the old fear 
that VDTs cause miscarriages, by showing 
that there were twice as many miscarriages 
among those women who remembered 


— their stated goals? “The time has come to 
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JA AMERICAN SUR VEY 
were awarded in the physical sciences and 
engineering; just 39 went to blacks. More+ 
over, no blacks received doctorates in Euro- 
pean history, classics or Russian languages 
and literature, among other fields. Of those 
who earned PhDs in the humanities, only 70 
were black. a 
How, then, will the University of Ver- 
mont, Smith College and the others meet 























take a stand,” the president of Duke Univer- 
sity has said. Our action “sends the right sig- 
nal". The number of black PhD recipients 
suggests that the signal may be all it sends. 
Duke has more than 50 departments, each 
of which has been told to find a new black - 
faculty member. The president says it can be. 
done. Others regard the university's deci- — 
sion as cynical capitulation in the face of — 
black pressure. aa 
The rich and famous universities can - 
raid the faculties of their weaker competi- 
tors. But the black professor who moves _ 
from the University of Massachusetts to 
Yale merely exchanges one group of stu- — 
dents for another. Society does not benefit. _ 
Duke is now breaking a long-standing infor- — 
mal ban on raiding black colleges. If black — 
colleges lose their best teachers, what will - 
happen to institutions that continue to 
serve large numbers of black students? Are — 
black staff more needed at Harvard than at 
Howard, a black university? hi 
Musical chairs for the existing supply of © 
black academics will not provide a long-run- 
solution. The pool of black PhD recipients 
must grow, which means that graduate 
schools must recruit more black students. 
The students who want more professors to- 
day must become tomorrow's teachers; they 
must abandon the streets for the library. 
Persuading them will not be easy. Top 
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spending long hours in front of screens 
when pregnant than among those who 
did not. It did not show whether this was 
an effect of rays, sedentary habits or selec- 
tive memory. The report persuaded one 
legislator to switch his vote and help ovet- 
tide Mr Halpin’s veto. 

The vote had an immediate effect on 
industry, which had lobbied hard against 
the measure. Northwest Airlines can- 
celled plans to take on 650 people in an 
expansion of its offices in Suffolk county. 
Mr Halpin said that the county would 
now be an “economic island" at a compet- 
itive disadvantage in attracting business. 
Its only hope of avoiding that fate is that 
its. example will .be followed by other | 
counties and states. Similar legislation is 
pending in six states. The unions are de- 
termined to press home their advantage 
soon by tackling three other counties in 
New York where local leaders are sympa- 
thetic to the legislation. 
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CASUAL observer of the United 
States today might be excused for be- 


comeback. Lynchings are out of fashion, 
but other forms of do-it-yourself crime- 
busting are not. 

In run-down parts of Washington and 
New York, patrols of young men from the 
Nation of Islam have been driving out 
drug-dealers and crack-takers. From De- 
troit and Harlem come reports of citizens' 
violence against law-breakers. But the 
most recent incidents have occurred in 
well-to-do neighbourhoods. 

In New York the businessmen of Res- 
taurant Row, a street of smart eateries fa- 
voured by theatre-goers, have asked the 
Guardian Angels to do what the police 
could not or would not: chase off drug- 
dealers and prostitutes. The Angels, an 
unarmed group of mainly black and His- 
panic youths who have patrolled the sub- 
ways since 1979, are not being paid for 
their services, but have been given a head- 
| quarters in the street and are being fed 
| from the local kitchens. The restaurateurs 
say their business was dropping off and 
attribute it to fewer police patrols. 

Another form of citizens’ action oc- 
curred in Washington, DC, on June 14th, 


law graduates often earn over $50,000 after 


- only three years at law school. A starting as- 
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sistant professor, after at least twice as many 
years of study, is lucky to take home half 
that. Blacks are not more avaricious than 
whites. But they come from poorer back- 
grounds than discrepancies in income alone 
suggest. The average assets of white families 
are 11 times those of black families. 





Doctors 
Under scrutiny 


HE land of malpractice suits is propos- 


T to identify what often lies behind 


them: bad doctors. It will be a formidable 
task, even though it will be confined to the 
300,000 or so doctors who treat the 31m pa- 
tients who are enrolled in Medicare, the 
health programme for the elderly. ~ . 
This is not the first attempt by the fed- 
eral government to assess the treatment re- 


ceived by patients. In each of the past two 
years it has investigated the quality of care 


provided by more than 6,000 hospitals, and 
has published their mortality rates. A simi- 
lar review of 15,000 nursing-homes is to be 
published in the autumn. Now the govern- 
ment will rate doctors. The aim in all three 
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much to the delight of conservatives and 
those who oppose restrictions on guns. 
Mr Carl Rowan, a black newspaper col 
umnist with liberal views who has written 
on the need for strong gun-control laws, 
was awoken in the night by an intruder, 
whom he shot and slightly wounded. The 
intruder turned out to be a white teenager 
who had been using Mr Rowan's swim- 
ming pool without permission. 





Protecting the right to eat 


investigations is to enable patients to make 
better-informed choices when they need 
treatment, partly in the hope that better 
care will mean cheaper care. 

According to the head of the Health 
Care Financing Administration, Dr William 
Roper, rating doctors will involve consider- 
ing mortality rates, speed of recovery and 
the complexity of the doctors' caseloads. 
The names of individual doctors will be pub- 
lished, along with their ratings. The idea is 
not entirely new. Some states, such as Penn- 
sylvania, Massachusetts and New York, are 
preparing to do the same thing. 

The Office of Technology Assessment 
(OTA), which has just published a report on 
measuring the quality of medical treatment, 
is less optimistic than Dr Roper. It argues 
that the techniques used in assessing doc- 
tors are far from perfect. It also points out 
that assessments of doctors cannot be as ac- 
curate as mortality rates of hospitals. 

It is harder to get the clinical features of 
patients' illnesses whén they first visit a doc- 
tor than a hospital. And interpreting the 
statistics for doctors is more difficult, be- 
cause each one treats far fewer patients than 
a hospital. So chance plays a larger role in 
the number of patients who die under a doc- 
tor's care than it does in a hospital. 

One doctor may practise in a rich dis- 
trict, where his patients have been well 








The incident-has set off an argument 
about whether criticism of Mr Rowan is 
racist (eg, if a white had shot a black, what 
would have been the reaction?) Ques- 


tions have also been asked about laws Mr 
Rowan may have broken (the gun was not 


- registered) and whether his actions con- 


tradict his views. Án untepentant Mr 
Rowan writes: ' 
Let my political enemies crow. But let them 
know that as long as authorities leave this so- — | 
ciety awash in drugs and guns, I will protect 
my family. l | 
Understandable, but a view usually associ-. 
ated with zealous gun-lovers. 

Does all this mean that America is 

about to embrace mob rule? Hardly, but 
Americans are clearly concerned about 
crime, and with reason. According to a 
new report from the Department of Jus- 
tice, the chance of being a victim of vio- 
lent crime (with or without injury) in 
America is now greater than the chance of | 
being hurt in a traffic accident. And, if 
crime continues at its current rate, five 
out of every six of today's 12-vear-olds will 
be the victim of an attempted or success- 
ful crime of violence during their lifetime. 
In releasing the report, Mr Edwin Meese, 
the attorney-general, called for greater 
awareness, remarking that “Crime cannot 
be fought by professionals alone." Some 
amateurs already knew that. 





looked after, or he may practise in a run- 
down area where poverty reigns and previ- 
ous treatment was minimal. Moreover doc- 
tors move around; hospitals do not. 
Constant reassessment will be required as 
techniques of treatment change. 

The OTA also says that, if doctors are to 
be rated, the Social Security Act will have to 
be changed to allow the names of individi 
doctors to be disclosed (which would proba 
bly also trigger a different form of litigation). 
The American Medical Association may 
well bring its heavy guns to bear on Con- 
gress to prevent this. 

Why the new drive to assess treatment? 
All is not well with American hospitals and 
doctors. Between 1% and 2% of hospitals 
are refused accreditation. Nine-tenths of the 
hospitals are granted accreditation only if 
they put right certain shortcomings within a 
certain length of time. Most doctors accused 
of giving poor treatment or even of crimes 
come before state medical boards, whose 
members are mostly doctors offering their 
services for nothing. According to the OTA, 
"State boards are reluctant to censure physi- 
cians and accord accused physicians exten- 
sive opportunity for appeals." And even if a 
licence to practise is removed in one state, a 
doctor can often slip into another state and 
practise happily there for years. 
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: The largest consumer market in the 
| - United States holds exciting possibil- 
N NN ities for your business. And Pacific Gas 

EN f - JP Y* and Electric Company (PG&E) will help 
you discover them, with our free 
California Connections brochure. 









We created California Connections specifi- 
cally to introduce you to the thriving economies 
within Northern and Central California and 

to help you plan your expansion or relocation 
efforts. Also, we can provide you with market 
studies, site information — even facility 
design assistance. 


Our service area includes 48 of California’s 
58 counties. And our service Commitment 
begins the moment you indicate an inter- 
est in learning about opportunities 

in California. 


To find out all that 
X. Northern and 
~~ Central California 
offer your business, 
call or write for 
your free Copy 
1 of California 

«Connections 
pp ———7 today! 


Send me a FREE COPY of 
CALIFORNIA CONNECTIONS! 
I want to discover new 
possibilities for my business. — 





Name 


Tithe Phone | 








City Statr Zip 





Type of business 


O Please have a PGKE Account Executive contact me. 

Please mail coupon or call: (415) 973-3073, Telex: TWX 910-372-6587 

Jan Noya, Area Development, Pacific Gas and Electric Company 

172 Mission Steeet Room 2627 Sas Seem! so Calfesagis 96106 e 





d 
Af your service. 


121 Miccon && Room H.2637 San Francisco California 04106 









: "When youre considering the. 
vossibility ofa merger, an acquisition or a 
 divestitu re, good prospects are few and far 
between. 
i - And even with a a Sod prospect, the 
opportunity can be a fleeting one. 
f if all of the many 
| resources x reqiüired to complete | 
(the deal aren'tat your immediate 
“disposal, a^ “window of opportunity’ 
$ denly close, at any of a 
‘in e proceedings 
2 eavi ng you on y your own in the dark; 
"very likely with bruised f i ingers. 

; Gr Nu But Chase can make things easier 
ps from the word go. ax 

: | Our international 

| MESEN gives us an unsurpassed 
E awareness c of which companies 
| arein the market-and for what — 





| vi rtually an where in the world. 
a We can locate p prospects that other 
p banks simply haven’ t got wind of. 

: = And having done so, we're better 






? laced to fasten onto them. Fast. 
| Because, unlike other 
banks, we have. mergers and 






a acquisitions teams on the spot, and 
dn the know, in every major 

^ tes arou nd the world. 

- Armed with very considerable 

















E or punter information in the strictest confidence, contact Pat Alexander in Hong Kong on (5) 8431308, 
PME. Hasan Askari in Tokyo on (3) 287 4100, or Lim flew Keng in Singapore on 530 4246. 

















experience i in every majo! 





electronics, plastics, textiles, steel, .shipp 

mining, petroleum and entertainment — to 

name but a few. . “i 
Which means that we can ji offer a 

unusually clear understanding of your objec 3 ti 

So that whether buying or selling, 

you'll receive a more accurate assessment ant 





valuation, and better advice as to the nego | at 





strategies and tactics that ought to be empl OY 

Finally, we can call ona whole 
arsenal of funding options. 

And our specialists in equity 
underwriting, placement. and financing, - 
leveraged buyouts, corporate: restructuri ing and 
asset deployment: will work with you to help you 
get what you want. . e. 

Our’ prospecting p power and speed 
of response — and our abil ity to deliver the 
necessary mergers and acquisitions and. 






financing skills — all stem from one thing, B 


Our total globa ng cap 
international network - 





Integrati ng siz 
and highly specialized industry knowl edge 
with the broadest array of commercia aland ^ 
investment banking products. and services, this | 







capability is what sets us apart from all other E 
financial institutions. X 
And it's available to you world wide 





Call us now, in complete confidenc 






to talk about those ‘windows of opportunity’. - 
We think you'll see the light. 
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The new MD-11. 
It’s almost time to arrange the furniture. 





With its first flight set for next March, the downtime allows airlines to more profitably 
world's most flexible widebody is almost here. handle both thin and heavily traveled routes. 
lhe MD4I brings airlines new freedom in 


ake | l 1 The new MD-11. Close to completion. And 
interior design. Every inch can be used efficiently, close to perfection. 


because everything aft of the cockpit can be moved 


or removed qus to meet varying route and WE WERE THE FIRST AND WE ARE THE FUTURE. 
seasonal traffic requirements. i 

Sections can be reduced, expanded or 
eliminated in a matter of hours, and galleys and MCDONNELL 


lavatories can be repositioned overnight. Less DOUGLAS 
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Iran near the end ol its. tether 


pw leaders seem, suddenly, to have 
lost their way. For years they made mili- 
tary success in the Gulf war the test of revo- 
lutionary success. Now the fighting is going 
against them. Iran's troops have just suf- 
fered their fourth defeat in three months. 
On the night of June 19th Iranian rebels, 
^1hting alongside the Iraqis, captured the 
inian border town of Mehran. Long de- 

populated, Mehran has changed 
hands several times in the war. It is 
clearly easier to take than to hold. 
Nonetheless, something has snapped. 

Surprise, and the fear inspired by 
Iraq's arsenal of chemical weapons; 
might explain the ease with which 
Iraqi soldiers expelled the Iranians 
from the Faw peninsula in April, or 
even. lran's speedy surrender, á 
month later, of the valuable territory 
near Basra taken at such cost in Feb- 
ruary 1987. But lran also failed to 
move the front line in a counter-at- 
tack at Shalamcheh on June 13th. Af 
ter Mehran there can be little doubt 
that a large part of the Iranian army 
has lost its nerve. Ayatollah Khomei- 
ni's aim of “punishing” Iraq for hav- 
ing started the war in 1980 looks far- 
ther away than ever. 

Seven years. of warfare have 

:anwhile brought destitution to 

Iran's economy. Iranians are growing 
tired of making sacrifices for a con- 
flict which seems unwinnable. The 
supply of martyrs is drying up. A 
group loyal to the former prime min- 
ister, Mr Mehdi Bazargan; wrote a 
striking open letter to Mr Khomeini 
in late May, criticising the govern- 
ment's performance and calling for 
peace. Senior clergymen, less bold 
but no less influential, have been muttering 
similar heresies in their seminaries. 

Ayatollah -Khomeini appears to be 
floundering. In recent months he has tried 
to stiffen popular support for the war by tak- 
ing up the cause of the poor. He has put Mr 
Ali Akbar Rafsanjani, the upwardly mobile 
"moderate" and Speaker of Iran's parlia- 
ment, in charge of the war effort. He may 
hope to use the western hostages in Leba- 
non as a bridge to the West. He is likely to 
face disappointment on all three counts. 
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As the newly appointed acting com- 
mander-in-chief, Mr Rafsanjani is expected 
to.stabilise the front and move Iran over to 
the offensive. He promises “significant 
changes” in the conduct of the war, in par- 
ticular by improving.co-ordination between 
the regular army and the Revolutionary 
Guards, the militia of fierce young zealots 
that fights alongside it. Yet a merger, the 





Rafsanjani takes the war from empty hands 


one measure that could end the suspicion 
and rivalry between the two forces, has been 
ruled out. Despite post‘revolutionary 
purges, the army has not thrown off the 
stigma of having been the creation of the 
hated Shah. That makes it a useful counter- 
weight to the Guards, who were set up to 
intervene in politics and may still do so 
when the war ends. 

Economic success may prove as elusive 
as success on the battlefield. In January 
Ayatollah Khomeini-ended a bitter trial of 


strength between Iran's social reformers and 
its religious absolutists by clipping the wings 
of the Council of Guardians, a quasi-legisla- 
tive body that had spent years blocking radi- 
cal legislation in the name of Islam. As a re- 
sult a much-delayed bill permitting a modest 
redistribution of urban land was finally ap- 
proved in April. 

In an election to Iran's third parliament 
in March and April, Ayatollah Khomeini 
urged voters to shun “‘capitalist Islam" and 
return candidates with a proper concern for 
the poor. The voters seem to have taken 
note. Mr Muhammed Yazdi, a former dep- 
uty Speaker who had opposed land reform, 
lost his seat. Another conservative figure, 
the former commerce minister Mr 
Habibollah Asghar-Owladi, failed to 
get re-elected . 

The clearest test will come when 
the parliament votes on the cabinet, 
which it is likely to do soon. After the 
previous election it threw out five 
ministers. The prime minister, Mr 
Hussein Moussavi, who is in the re- 
formist camp, forecasts “minimum 
changes" in the government. If he is 
right, laws to impose a value-added 
tax, tighten control on foreign trade 
and protect workers' rights—all re- 
garded as  "sting-the-rich" mea- 
sures—are likely to go through unim- 
peded. Bur it will take time before 
such measures can rally popular sup- 
port for a demoralised government. 

Beleaguered at home, Iran is 
showing a new interest in winning 
friends abroad. A British parliamen- 
tary delegation came and went from 
Tehran this week, having exchanged 
the usual platitudes about the plight 
of the three British hostages held by 
Iran's helpers in Lebanon. Uncon- 
firmed newspaper reports say that 


holding “secret. "proximity" talks 
aimed at improving relations. 

France, an easy touch, restored 
relations with Iran this month in ap- 
parent exchange for three French 
hostages set free from Lebanon in the mid- 
dle of the French presidential election cam- 
paign. But the British and the Americans 
seem adamant that Iran will never again be 
allowed to use its hostages to gain access to 
the West's arsenal. Ayatollah Khomeini's 
bag of tricks is looking emptier by the day. It 
is no longer inconceivable that Mr 
Rafsanjani will eventually be asked to drop 
his bid to win the war, and begin the painful 
task of negotiating a disappointing peace. 


Americans and Iranians have been 
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INTERNATIONAL 
Canada 


Woof, thank you, 
Lac St-Jean 


FROM OUR CANADA CORRESPONDENT 


Wi put Mr Brian Mulroney on the 
world's front pages and television 
screens this week was his job as host (see be- 
low) at the seven-power summit in To- 
ronto—plus, as a postscript, his announce- 
ment of Canada's expulsion of a whole raft 
of Soviet diplomat-spies. But the warmth in 
the Conservative prime minister's widely 
seen smile may also have reflected the result 
of a by-election in a rural area in Quebec. 

On the face of it, Mr Lucien Bouchard's 
victory at Lac StJean was not all that spec- 
tacular. The majority of 6,000 votes by 
which he beat his Liberal opponent was only 
half as big as the majority the area's voters 
had given the Conservatives in 1984. What 
matters to Mr Mulroney, however, is that he 
will now have in parliament—and as a se 
nior cabinet minister—a colleague to whom 
he can entrust the task of rallying the party's 
troops in Quebec for the next general 
election. 

The Tories will have little hope of re- 
taining power unless they can hold on to 
most of the 58 seats they won in 1984 in 
Quebec, a province which fills 75 of che 282 
seats in the House of Commons, and has 
usually put Liberals into most of them. The 
Tories’ troops in Quebec have been in disar- 
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FROM OUR SPECIAL CORRESPONDENT IN TORONTO 


NICE, the scene of last year’s meet- 

ing of the leaders of the world’s seven 
richest countries, | invited impious 
thoughts of floods and sinking ships. Next 
year the seven superchiefs will meet in 
Paris on July 14th, so expect fireworks. In 
1988 they assembled in Toronto. Their 
economic ideas (see page 72), the original 


point of these gatherings, were worth- ` 


while. Their political achievements 
seemed mostly a fond parting tribute to 
President Reagan. ' 

The Tokyo summit of 1986 talked 
tough on terrorism. In Venice last year 
the Gulf war topped the agenda. This 
year's political declaration highlighted 
East-West relations, terrorism and drug 
trafficking. 

@ The leaders welcomed the recent im- 
provement in East-West relations; reaf- 
firmed the western position on human 
rights and arms control; and welcomed 
the Soviet withdrawal from Afghanistan, 
accepting the need to help resettle the 6m 
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After Mulroney's week, October? 


ray for months, and the latest opinion poll 
puts their support in the province at only 
2296. But Mr Bouchard pushed the figure in 
his riding up to 55%. 1 

Only two weeks ago his campaign had 
been going so badly that a wind of panic 
swept through the prime minister's office. 
Mr Mulroney hurried to Lac St-Jean to 
spend three days there campaigning for the 
old university friend whom he had ap- 
pointed as ambassador in Paris and then 
pulled back to become his political lieuten- 
ant. With striking speed, the surrounding 
Saguenay region became the beneficiary of 


-C$120m ($100m) in federal development 





Worthwhile Canadian initiatives 


or so Afghan refugees. 
€ On terrorism, that hardy annual, the 
leaders particularly applauded a recent 
declaration of the International Civil Avi- 
ation Organisation that hijacked aircraft 
should not be allowed to take off once 
they have landed—unless there is an 
“overriding duty to protect human life", 
which seems to mean unless the hijackers 
look bloody-minded. But some important 
countries, notably Algeria, did not sign 
the ICAO declaration; and some that did 
have made deals with terrorists despite 

previous summit resolutions. 
e The drugs trade was at least a new topic. 
The summiteers called (no surprise) for 
better international co-operation against 
it, recommending—but without details— 
action against smugglers’ profits and a 
task force to match. 

Three other issues escaped the declara- 
tion but qualified for the chairman's sum- 
mary—also a unanimous statement, but 


with lower priority. On South Africa the 
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grants. This largesse led the Liberal opposi- 
tion leader, Mr Jolin Turner, to remark ac- 
idly after the Bouchard victory that it had 
been "the most expensive by-election in the 
history of Canada". He said it had turned 
the clock back 30 years to the days of Mau- 
rice Duplessis—the Quebec provincial pre- 
mier whose patronage machine earned a 
special notoriety. 

Canada has seemed to be on the verge 
of a general election for months. This gov- 
ernment will have been in office for four 
years by September, and a Canadian parlia- 
ment hardly ever lasts the full five-year term. 
Still, it was thought possible that the prime 
minister might stay his hand until next 
spring in hope of seeing his party's prospects 
improve. After the Bouchard victory the 
betting has strengthened for an election in 
October (a Canadian campaign takes a 
minimum of seven weeks, since new elec- 
toral lists have to be compiled). 

The Tories' chances remain dubious. 
nationwide opinion polls they still hover at 
3096, nine points behind the Liberals and 
level-pegging with the left-of-centre New 
Democrats. But on June 21st the prime min- 
ister hinted at an early election when he said 
that if he were a political analyst he would 
look at those figures again. 

Clearly, Mr Mulroney hopes that a year 
of playing host to three summits (of the 
French-speaking world, of the Common- 
wealth and now of the world's seven richest 
countries) has stamped him as a statesman. 
This summer's session of parliament should 
complete important legislation on the con- 
summary called for clemency for AD 
doubtfully convicted people due to hang; 
for an end to the ban on outside financial 
contributions to liberal organisations; 
and for peace in Angola. On the Middle 
East it backed Mr George Shultz's peace 
plan, which has already pretty much 
failed. On Kampuchea it hoped Viet- 
nam's Russian-backed army would with- | 
draw. 

President Reagan may look a lame 
duck at home, but his friends in Toronto 
applauded his swansong. He had espe- 
cially wanted, and got, resolutions on ter- | 
rorism and the drugs trade. Unfortunately 
the EEC blocked his excellent idea of abol- 
ishing farm subsidies by the year 2000. As 
for his colleagues, he was glad to share the 
limelight with Britain’s Mrs Margaret 
Thatcher, the longest-serving of the seven 
summiteers. Since Japan-bashing was out 
of fashion this year, Mr Noboru Takeshita 
was free to hitch his country’s profile up a 
notch, which—not to mention growth at 
an annual rate of 11% in the first quarter 
of 1988—should do him a bit of good at 
home. That is part of what keeps the cir- 
cus on the road. Next year, France. 


———_—~4 | 
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stitution, the free trade pact with the United 
States, immigration and tax reform. The 
prime minister would also like to hold the 
election while the Liberals, many of whom 
still wonder whether Mr Turner has the 
style of a winner, are quarrelling among 
themselves on a number of issues. 

Mr Mulroney’s hopes must be mingled 


Palestinians 


with fears. One worrying thought is that 
Canada’s good economic performance of 
the past few years may be burnt up in a sum- 
mer of drought on the prairies. Another is 
that his over-indulgence in local patronage 
on Mr Bouchard's behalf may irritate voters 
elsewhere in Quebec. For the moment, 
though, the sun still shines on him. 





When justice is overwhelmed 


FROM OUR ISRAEL CORRESPONDENT 


I. IS, in one sense, getting hotter. The up- 
rising against Israel's occupation of the 
West Bank and Gaza, which the Palestinians 
call their intifada, changes its character 
{month by month. In recent weeks large-scale 
emonstrations by stone-throwing youths 
have grown rarer, but the use of fire-bombs 
has risen. So have instances of arson, much 
of it across the "green line" inside Israel 
proper. On the night of June 21st alone four 
attempts to start fires were reported. One 
succeeded in destroying more than 50 acres 
of forest in northern Israel. 
Arson may also have been the spark for 
a sequence of events that led to the murder, 
on June 20th, of an Israeli farmer from 
Shekef, a moshav (collective farming village) 
inside Israel proper. The army says that Mr 
Eli Cohen, who was found beaten to death 
in the moshav's fields, was probably killed 
by Palestinians from the nearby Arab village 
of Beit Awwa, just across the green line in- 
side the West Bank. Before the murder Israe- 
lis from Shekef are said to have accused Pal- 
estinians of setting fire to some of Shekef's 
fields, and to have cut down olive trees in 
retaliation. 
Cohen's murder was greeted by calls for 
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harsh collective punishment. Mr Haim 
Kauffman, a senior member of parliament 
belonging to the Likud party, suggested ex- 
pelling 100 Palestinians from Beit Awwa. So 
far Israel has shrunk from mass deporta- 
tions, although individual ones are: com- 
mon. But the uprising has already swept 
away the claim Israel once made to be run- 
ning a “liberal” occupation. Even before the 
start of the intifada last December, Palestin- 
ians (and Arab states with much worse 
records of their own) complained of Israel's 
use of deportation, arrest without trial, the 
detention of minors and the illegal use of 
collective punishment. Since December the 
due process of law has collapsed under the 
sheer weight of the disturbances. 

Reliable statistics are hard to find. But 
according to Al-Haq, an organisation on the 
West Bank affiliated to the International 
Commission of Jurists, more than 17,000 
Palestinians have been taken into detention 
since the uprising began. More than 6,000 
are still held, including 2,500 administrative 
detainees—a euphemism for people who are 
detained without trial. Administrative de- 
tention was introduced to Palestine half a 
century ago, when the British authorities 








Arabs, mostly convicted prisoners who were” 
being held before December, some 10,500 
Palestinians are now behind bars. gs 

Many arrests are quite arbitrary. Israeli 
soldiers may, without a warrant, arrest for. 
18 days any person suspected of having come _ 
mitted a "security offence". Nearly all the 
Palestinians picked up under this catch-all — 
category say they have been beaten. Acts of ^ 
random brutality once described as "aberra- 7 
tions" have become normal. Some 350 com- 
plaints, 110 of them involving death from 
unnatural causes, are purportedly being in- 
vestigated by the military police. But in only 
eight cases have Israeli soldiers been put on 
trial, and only one of those cases involved 
the death of a Palestinian: 

At least 20 of the 220 Palestinian deaths 
by shooting recorded since December did 
not involve the security forces. Jewish set- 
tlers are suspected of having caused many of 
these, yet not one has been convicted of a 
killing. Except in one case, Jews suspected of 
murder have been released on bail. Yet bail 
is rarely granted to Palestinians picked up 
for minor offences such as stone-throwing. 

A double standard for Jews and Arabs 
living in the West Bank and Gaza is not new. 
Jews are subject to Israeli civil law, the Pal- 
estinians to a mixture (made of all the worst 
elements, Palestinians say wryly) of Jorda- 
nian law, Israeli military law and a web of 
regulations dating back to the British time. 
One of the main effects of the intifada has 
been to highlight just how glaring the differ- 
ences are. The houses of Palestinian sus- 
pects are routinely demolished or sealed up 
before any charges have been brought. Such 
measures are never taken against Jews. 
Discrimination extends to Arab citizens in- 
side Israel proper. An Arab youth from 
Haifa was recently given a two-year prison — 
sentence for throwing d stone. 

Part of the problem is simply the num- 
ber of arrests. Like the army and the Shin 
Bet security service, the Israeli legal system 
in the occupied territories canriot take the 
strain. Safeguards have been swept away. — 
Previously, administrative detention was 
used to hold political activists whose activi- 
ties posed an immediate "security threat", 
An ordinary trial, it was said, might expose 
sensitive sources of information. At any one 
time before the uprising 60 or 70 people 
from the territories were in administrative 
detention. Since March junior army officers 
have been allowed to issue the detention or- 
ders, and the requirement of judicial review 3 
has been lifted. id 

The large number of detentions has 
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brought problems of its own. Palestinians ] 
complain that the army often does not know ~ 
where their: relatives are being held, that 
lawyers sometimes cannot get to see detain- 
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ts for the world's press have not dis- 
ed this impression. The most notorious 
he new camps is at Ketziot, in a remote 
of the Negev desert. The Palestinians 
it Ansar 3, after the prison the Israelis 
up as they withdrew from Lebanon. 
nside Ketziot, "conditions in theme 
es constitute punishment rather than le- 
ention", according to. Al-Haq. The 
sation claims that at another new cen- 
Dhahariyah, south of Hebron, "sys- 
ind deliberate maltreatment” of the 
'es is designed to'create a permanent 
of despair. If so, it does.n not appear to 
yrking. 







7» OOD NE E R , say the 
South Africans, is what they want 
nost ol all from the poor black countries 
to their north. In Mozambique, until re- 
cently, this produced a hollow laugh. 
Since 1980 intermittent South African 
pport for the rebels of the Mozambique 
National Resistance, or Renamo, has 
ade its contribution to the long slide of 
ozambique's economy towards chaos 
and its people to- starvation, Yet South 
Africa now.seems eager to repair some of 
the damage. | 

In April the South Asc resched- 
uled Mozambique's debt on favourable 
terms. In May the two countries agreed to 



























which is supposed to solve any arguments 
ey may get into. And on June 22nd dele- 
gates from Portugal, South Africa and 
Mozambique, meeting in Lisbon, signed 
an. accord designed to revive the vast 
‘Cahora Bassa dam, which lies athwart the 
. Zambezi river in northern Mozambique. 

This dam, which Mozambique’s Portu- 
guese rulers started to build before they 
eft the country in 1974, is capable of pro- 
ducing more hydroelectric power than 
any other dam in Africa. The Portuguese 








Africa and thus win South African mili- 
wy support against the black indepen- 





10. power reaches South Africa. The ca- 
bles the Portuguese built stretch. more 
than 900 miles to the main receiving sta- 
ion near Pretoria, with thousands of vul- 
nerable pylons inside’ lawless Mozam- 
bique. Marauding Renamo rebels have 
knocked down more than 500 of them. 

E Portugal has been the biggest loser. It 
_is earning nothing on its. investment, but 
has forked out-around $1.2 billion inin- 
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revive the Joint Security Commission 


hoped to sell cheap electricity to South 


dence movement. At present, however, 


SE terest. paneis and maintenance costs : 





"^ENERAL Henri Namphy is not the sort 
of soldier who looks better with a steel 
helmet and submachinegun; he is plump, 
witha stammer and a high-pitched voice 
that slides uneasily between French and the 
petit-créole which few outside Haiti under- 


stand. His. baron de speech on June. 19 — 


half-step tow 
taken a full s 


since othe disi was, w in 1977. 
South Afric: ài and Mozambique also have 
| . It could provide South 






probably more cheaply than its own coal- ar 
fired power plants. Mozambique, which E 


now imports from South Africa most of 
the electricity it-uses, would gain a valu- 
able export if it could sell : p UA from 
the dam. 





The South Acard have been insist- - 


ing for the past four years that they no 


longer help Renamo. Now they will con- 
tribute towards the $30m needed to ree 
accords, South Africa d Mpeg with 


store the dam and its power lines. South 


Africa might even help to train a special - 


force of Mozambican troops to defend the. 
whole thing, and provide some. of the 
“non-lethal” equipment, such as: lorries 
and mine-clearing equipment, which the 


troops will need to keep the electricity - 


flowing across the border. 


The Mozambican government had 


turned down previous South African of- 
fers to help patrol the roads of southern 


Mozambique, and to send reconnaissance - 























— and the South Africans cl: 


. The latest, into Botswana, took place on 
. June 21st. But there are some signs of new 
thinking in Pretoria. The checking of the 
South African-helped guerrilla offensive 


. Africans have grown keener to dissociate | . 
beyond plunder. a 











ilies, hot ie army deii pues any 
possibility of protest. When the feeble and 
corrupt Mr- Jean-Claude. Duvalier, Baby 
Doc, left for France in February 1986, the 
army installed its commander-in-chief, Gen- 
eral Namphy, as interim president to keep 
things safe for the rulers. The Americans in- 
vited him to set up a more respectable gov- 
ernment, to which they could give aid with- 





. out a bad conscience. For a start, they tried 





to help the Haitians rui fair election. The 


. army wanted no such thing, and cancelled 
iu last November's election amid some blood- 
_ shed. The American government promptly 


ancelled all its aid, save a small * “humanitar- 
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zambique was still harbouring officials of . 
the outlawed African National Congress. 
But help for the dam was an offer Mozam- 
bique. could not refi je. 


commando raids on its black neighbours. 


into Angola may have raised. doubts 
about a policy of military pressure against 
neighbouring countries. And the South © 








themselves from Renamo: since the publi- 
cation last April by the Ai 





merican State 


. Department ofa eport depicting the 





rebels as murderot thugs with ‘no aims 
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economic eee te wes ainst mo Yet 
Ma que: tselt; may / not t gain all that. 





xd. Sot us itself. Since die | 
talks on n Calióra: Bassa began in Novem- * 3 
ber, the rebels have sabotaged the main 
road that serves the dam. Besides, even af- _ 
ter this agreement, South Africans. may d 
still feel that the very best a isa | 
weak o one. | E 
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_ the presidency. That was progress of a kind. 
Mr Manigat looked a bicis undemocratic 
" than General Namphy, who had himself 
ate better than the Duvaliers. But the 
P soldiers carried on as though they had never 
t Mr Manigat into the presidential palace. 
At home, they were brutal to their critics. 
Bed the commander of the main bar- 
-= racks in the capital, Colonel Jean-Claude 
m aul, has got himself indicted in Florida on 
E d uggling charges. 
L» Mr Manigat was a fairly well-meaning 
ES. esident. He needed to work with the sol- 
T. - diers who had put him in. He knew the 
^ country needed American aid (which has 
- usually made a few rich Haitians richer). To 
placate the Americans, he tried to bring the 
army under presidential control by shifting 
. Senior officers from job to job. When Gen- 
— eral Namphy objected, and Mr Manigat 
F “sacked him, the army factions began to bar- 
E with each other. The indicted Colonel 
ul at first seemed to back Mr Manigat, 
en switched to General Namphy's side; he 
presumably keep command of the Des- 
sa barracks in Port-au-Prince, which 
__ has its own convenient airstrip and transit 
__ warehouses. 
— .- After some noisy but apparently'r not le 
E thal shooting to and fro, General Namphy 
“Was on television in his tin hat, proclaiming 
that "national values" had prevailed over 
- foreign influence. Mr Manigat was bundled 
- over the border into the Dominican Repub- 
E lic whose territory is the other half of the 
- island (and whose ancient and elected presi- 
. dent, Mr Joaquim Balaguer, had just sacked 
minister of defence without quite pro- 
- voking a coup). 
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After Haiti's weekend palace revolu- 


tion, nobody in Washington advocates re- 
- launching America's aid-and-trade pro- 
- gramme for Haiti. Without that, the idland's 
E i ‘government is broke and more of its people 
-— may starve. Within the coming couple of 


- years Americans may be watching television => 


- programmes about famine on an African 

scale, only 600 miles from Florida. The Hai- 

- tians, alas, will have nobody to blame but 
other Haitians. 





Roman Catholics 


- Into the dark 


TE Roman Catholic church is heading 
for its first schism in more than 100 
| R- years. The last one came from the left of the 
~ church, when liberal Catholics in’ Austria, 
— Germany and Switzerland split-off from 
— — Rome in protest against the ia es at the 
_ First Vatican Council in 1870 of the dògma 
of papal -infallibiliry.. The. church they 
formed, known as the Old Catholic church, 

now has only about 200,000 members in Eu- 


Tr 


- election, and rigged Mr Leslie — into - 





Lefebvre awaits excommunication 


rope and the United States, and is in com- 
munion with the Church of England. 

This time the would-be splitters come 
from the right of the church: 100,000- 
400,000 believers, in about 30 countries, 
who follow Monsignor Marcel Lefebvre, an 
82-year-old retired French archbishop and 
former head of a missionary order. 
Lefebvrists believe that the church took a 
wrong turning at the Second Vatican Coun- 
cil in the 1960s ("Vatican II"), when tradi- 
tional Catholic teaching was diluted and the 
traditional Latin mass was abandoned. They 
want things back the way they were. 

The right-wing fervour of the 
Lefebvrists is not confined to religion. Mon- 
signor Lefebvre himself was a friend of the 
generals when they ran Argentina; he also 
approved of the Franco regime in Spain and 


-the Salazar one in Portugal, saying that 


these leaders had brought their countries 
"back to the faith". In France, which with 


Germany and Switzerland holds the core of 
adherents to the sect, most Lefebvrists are. 


supporters of Mr Jean-Marie Le Pen's Na- 
tional Front. Law and order and unyielding 


opposition to communism are keystones of 


their politics. 
As Lefebvrists see it, their church has 
fallen victim to a conspiracy which has deliv- 


ered it into the hands of Marxists, modern- . 


ists and Protestants. Monsignor Lefebvre 
believes the French Revolution introduced 
lamentable modernism and liberalism into 
the world, and that Vatican II introduced 
the French Revolution—and, heavens, com- 
munism—into the church. 

For Lefebvrists, there could be no 
greater betrayal than the overtures to Mos- 
cow by the present Pope, John Paul II. When 
the Vatican secretary of state, Cardinal 
Agostino Casaroli, attended the recentcele- 
brations of the millennium of the Russian 
Orthodox church, Lefebvrists must have 
been appalled that he should hobnob with 
Russian bishops. Were not these the pawns 
of the same government that had persecuted 
the church in the Ukraine? Not so many 
years back, Catholics prayed at the end of 


every mass for the conversion of Russia. 





Monsignor Léfebvre' E anti-communism: i 
goes hand in hand with a firm distrust of 
ecumenism, the reaching out to other 
churches. After Vatican IL, he believes, the . 
Catholic church abandoned its conviction -. 
that it is the'sole engine of salvation and the 
only authoritative guide to revealed truth; it 
did so in order to pursue a rapprochement : 


- (and even talk about possible union) with ` 


people who, until yesterday, had been con- 
sidered heretics— Protestants, for example. 
Even worse, the papacy seems to be ready 
for a dialogue with non-Christians. At As- : 
sisi in October 1986 the Pope attended pray- 


_ ers for peace with several representatives of. .. 


non-Christian faiths. The episode shocked 
Monsignor Lefebvre. 


A fatal stubbornness? 

In the early stages of his campaign Monsi- 
gnor Lefebvre profited from post-Vatican-ll 
disillusionment among Catholics. In Europ- ~ 
and North America particularly, many 1 
gretted the passing of the beautiful old Latin 
mass in favour of a supermarket vernacular,. . 
and disliked the questioning of old-estáb- 
lished Catholic principles. But he made no — 
headway with the church. For openly reject- 
ing the teachings of Vatican Il, and for ille- 
gally ordaining priests at a seminary he had 
set up at Ecóne, near Geneva, in 1970, Mon- 
signor Lefebvre was stripped of his priestly 
powers by Pope Paul VI in 1976. But he 
went on ordaining, or claiming to ordain, 
new priests and setting up new centres and 
seminaries in a variety of countries. He now 
has 5,000 places of worship. 

The Vatican did not ignore him. One 
day, it feared, the old man would ordain a 
bishop; this (because bishop-ordaining 
needs the participation of the Pope) would 
require automatic excommunication. Ef- 
forts to heal the breach intensified after the 
election of Pope John Paul II in 1978, and 
after his appointment in 1981 of Cardit 
Joseph Ratzinger as the head of the Vatic... 
Congregation for the Doctrine of the Faith, 
the former Holy Office. Last summer Cardi- 
nal Ratzinger received Monsignor Lefebvre 
in Rome. On May 5th he did so again, this 
time presenting him with a draft agreement 
under which, in return for a formal expres- 
sion of loyalty to the church and obedience 
to its discipline, he and his followers would 
be legalised. 

Monsignor Lefebvre, however, insisted 
on being allowed to consecrate his own bish- 
ops without the Vatican's endorsement. He 
plans to ordain four of his priests (he has 
200 of them, and as many seminarians) as 
bishops on June 30th. The Pope sent him a 
solemn warning on June 16th, reminding 
him of the canonical consequences. Monsi- 
gnor Lefebvre has rejected this appeal; he 
would disobey the Pope, he said, in order to 
obey God. By doing so, he may be condemn- 


ing his movement to isolation and decay. 
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To find out more about the performance, direction 
and prospects of some of Sweden’s most successful 

corporations send for a free copy of the 1987 annual 
report of the corporations listed below. 


| To find out more about the corpo- 
‘| rations featured in this series, send 
4, mow for yor personal copy of their 

1987 Annual Report. 
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EUROC FFV MoDo 
NOBEL INDUSTRIES SWEDEN 
PERSTORP PROCORDIA 


Euroc, one of Sweden's largest building materials groups, 
supplies materials, equipment, technology and services to the 
international construction market. 


SCA SKF SKANSKA 
SWEDISH MATCH 


Euroc's earnings totalled SEK 467 million in 1987, an increase of 
nearly 70 percent, compared with SEK 277 million in 1986. The 
higher earnings were attributable to sales increases by most of 
the Group's building materials companies. Substantial cost 
reductions were another important factor. 








Swedish Annual 
Promotion, Box 100 20, 
S-100 55 Stockholm, Sweden. 
Attach your business card or 
please print. 


Group sales in 1987 amounted to SEK 6.8 billion. Markets 
outside Sweden — primarily Europe and the United States — 
accounted for half of total. International operations include Ht 
export of goods produced in Sweden, products manufactured 2 
by foreign subsidiaries, trade operations and the sale of ijs 
technical know-how, including manufacturing licenses. 


During the past six months Euroc has made major acquisitions 
in Sweden, the Netherlands, Great Britain and the United 
States. In the U.S. and U.K., cement operations were acquired 
together with Norway's Aker Norcem Group. 


Euroc companies operate through a decentralized organisation 
and are grouped into five business areas: Construction 
Equipment (the Dynapac Group), Building Materials (Abetong, 
Gyproc, Siporex), Cement and Minerals (Cementa — and 
internationally - Scancem), Trade (primarily the Euroc Trade 
companies Gunnar B Janson, Kocks, Malmo Tra, Paulssons Jarn 
and — in the Netherlands — the de Boo Group) and Ceramics 
and Electrotechnics (Ifo Electric, Elram). 






E 


Euroc's earnings in 1988, after net financial items, are expected Saws 

to be higher than in 1987, mainly due to continuing high ie D ue 
activity in the building and construction market in Sweden and RE E e 
other countries. 
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EUROPE 


Luther Calvin Gorbachev 


EMEMBER the shock to the Christian 
world when, in the fifteenth and six- 
teenth centuries, radical reformers attacked 
corruption in the church, reinterpreted doc- 
trine and questioned the infallibility of the 
Pope. For Reformation, read (indeed trans- 
late) perestroika. 

The Soviet world is in a state of shock 

rom the public reassessment of the events 
vf the 70 years since Lenin's revolution. 
Communist saints are being uncanonised 
and the damned redeemed; old heresies are 
becoming new orthodoxies; even Lenin 
himself, it seems, is no longer entirely sa- 
cred. The reassessment of Soviet history has 
gathered intensity as the Communist party 
prepares for its special conference, which 
begins on June 28th. The Soviet people are 
witnessing a sweeping re-examination of the 
communist creed. 

In Russia, history is far from being the 
“academic” matter it often seems in the 
West. History is politics. It is not just that 
Mr Mikhail Gorbachev's campaign for more 
openness in public life automatically leads to 
more open discussion about the past. Histo- 
ry's significance reaches deep in a state 
driven by an ideology which (like the older 
churches) claims to have an explanation for 
everything. The way you interpret the past 
'istifies your present policies. So if a big 

hange of policy is to be undertaken, history 
has to be adjusted accordingly. Argument 
over Soviet history is in fact argument over 
Soviet future. 

Such is the current commotion that this 
year's school history exams have been can- 
celled. Reporting the decision on June 10th, 
Izvestia rightly praised it as a victory for 
common sense. How would the students 
have prepared for the exam when their text- 
books are full of what are now officially ad- 
mitted to be lies? Historians who wrote 
those lies are in disgrace, as is the late 
Mikhail Suslov, the party ideologist who for 
years told them what to say. Historians such 
as Mr Roy Medvedev, who tried to tell the 
truth and so was disgraced, are suddenly re- 
spectable again. The rush is on to prepare 
new textbooks, or at least pamphlets, in 
time for the next school year. The history- 
rewriters will have a hard job keeping pace 
with the shifts in the official view of the past. 

Famous "enemies of the people" have 
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been posthumously cleared of the crimes 
they were falsely accused of and killed for. In 
February came the restoration to respect- 
ability of Nikolai Bukharin, condemned by 
Stalin in a show trial in 1938. In the mid- 
1920s Bukharin had favoured a continua- 
tion of Lenin's New Economic Policy, much 
as Mr Gorbachev does now. Other notable 
"rehabilitations" have followed this month. 
Among those now officially declared "not 
guilty" are Grigori Zinoviev and Lev Kame- 
nev, close associates of Lenin who helped 
Stalin to power but later sided with Trotsky 
and were sentenced to death in a show trial 
in 1936; and Karl Radek and Yuri Pyatakov, 
convicted in 1937. 

In ruling on June 13th that these people 
had been condemned illegally, the Soviet 
Supreme Court was not passing judgment 
on their ideas or behaviour. But it was, at 
least implicitly, supporting several ideas 
dear to Mr Gorbachev and contained in the 
"Theses" for next week's party conference. 
It was supporting the rule of law against 
trumped-up charges and forced confessions 
(one of Stalin's henchmen ‘used to boast 
that he could have made Marx say he 
worked for Bismarck). It was encouraging 
the idea that there is some room in the 


Communist party for different opinions. 
Above all, it was delivering another blow at 
the Stalin legacy which even today—from 
bureaucratised economics to dictatorial 
politics—still pervades the Soviet Union. 
Few holds are now barred in attacking 
Stalin. The latest issue of Moscow News 
talks bluntly of the "genocide" during the 
forced farm collectivisation of the 1930s, in 
which “5m-10m died", and of the show tri- 
als which made "Shakespeare's tragedies 
look like children's stories." His record as a 
war leader is now fiercely criticised. He is 
openly blamed for wiping out almost all Rus- 
sia's best generals in 1937-38. Now even his 
non-aggression pact with Hitler in 1939 
(hitherto officially seen as a tactical neces- 
sity) is described as a criminal mistake which 
nearly destroyed the Soviet Union. Riga, the 
Latvian capital, is to have a monument to 
Stalin's victims, as might Moscow. Accord- 
ing to Trud his biographer, Mr Dmitri 
Volkoganov, plans to tell the party confer- 
ence next week that Stalin was in fact mad. 


And the word was Lenin 

Does all this mean that the full truth is now 
being told about the Soviet past? Hardly, al- 
though glasnost is exposing many an official 
lie and bringing secret archives and forbid- 
den ideas into the open. Refreshing as this 
is, Soviet history still has taboos (Trotsky, 
for example, while no longer a “non-per- 
son”, has yet to be given his due). Worse, it 
has new prejudices, including unqualified 
contempt for the policies of the Brezhnev 
years. Mt Gorbachev's historians are rewrit- 
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HEN Mtr Achille Occhetto, the 
new leader of the Italian Commu- 
| nist party, takes off his glasses to’ wipe 
away the sweat he looks a bit like Charlie 
Chaplin: worried eyes, an active mous- 
| tache. As the standard-bearer of Western 
|| Europe's largest but now flagging Com- 
munist party, he may need another visit to 
"Modern Times". 
Mr Occhetto takes over from Mr 
— | Alessandro Natta, an ailing 70-year-old 
party hack. He prefers to be thought of as 
—] the heir of Mr Natta's predecessor, Enrico 
| Berlinguer, a Sardinian grandee whose 
leadership converted a clumsy party with 
the support of a third of the country's vot- 
ers, but condemned to eternal opposition, 
into a thinking, even an attractive, new 
force. But even before Berlinguer's death 
— | in 1984 its steady decline in voting sup- 
` || port had started. 
a In 1976's parliamentary election the 
|| party won 34.4% of the vote, but by last 
year its share was down to 26.6%. Ar 
— [^ municipal elections last month it man- 
>» || aged only 21.9%, barely ahead of Mr 
T | Bertino Craxi's Socialists. The Mitterrand 
| phenomenon—the possibility that. the 
Socialists could become the main voice of 


| 
| the left—haunts Mr Occhetto. 
| 


| FROM A ROME CORRESPONDENT 
| 
| 


The new man was a party youth 

J| organiser when Berlinguer singled him 
— | out, in 1964, to pronounce a eulogy at the 
funeral of Togliatti, the big boss of post- 
Mussolini Italian communism. (The 
speech, said a comrade, was "serious and 
efficient, except when he crossed himself 
, with a clenched fist.") In the excitement 
— || of 1968 Mr Occhetto took to the student 
4 barricades, and for his pains was exiled as 
E a regional party secretary to Palermo, in 


— ing history to suit Mr Gorbachev's policies. 

The emerging "Gorbachev history of 
the Soviet Union” tuns, very crudely, as fol- 
lows. Lenin is God, the source of all author- 
ity on how to run the Communist party and 
the Soviet state. After Lenin came 30 years 
of criminally misguided rule under Stalin, 
followed by failed reform under Khrushchev 
and then 20 years of. stagnation under 
Brezhnev-Chernenko. Now, it seems, Mr 
Gorbachev intends to set Russia back on the 
true Leninist.path from which it had strayed 
for 60 years. 

To admit that Soviet rule has been so 
mistaken for so long is risky. It angers Rus- 
sians who fought the war for Stalin, or 
thought they were building communism ün- 
der Brezhnev. And it opens Mr Gorbachev 
to criticism from all sides. Some Russians 
are already asking, like many western his- 
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The Occhetto paradox 


Sicily. This washed the revolution from 
his soul. 

Berlinguer called him back to Rome in 
1976, where he came to be regarded as a 
man of communism's centre. His main ri- 
val for the leadership, Mr Giorgio 
Napolitano, another of Berlinguer's heirs, 
is regarded as practically a social demo- 
crat. Although Mr Occhetto favours 
party-babble (“The time has come for a 
Copernican revolution in politics"), he 
has his admirers. More important, in the 
fight for the deputy leadership last year he 
outmanoeuvred both the Stalinists and 
the liberals. 

Mr Occhetto is 52, of the Gorbachev 
generation. His version of perestroika will 
have to consist of wooing back voters who 





Great dictator or great democrat? 


torians before them, whether it is enough to 
blame the evils of Stalinism on the madness 
of one man. Were not the seeds sown by Le- 
nin? Now, in maybe the most explosive 
development yet, that argument is begin- 
ning to force a bit of glasnost about Lenin 
himself. 

In the latest issue of the monthly Novy 
Mir, the outspoken Mr Vasily Selyunin crit- 
icises Lenin's "war communism". This not 
only led to the famine of 1920-21 but also, 
Mr Selyunin implies, laid the foundations 
for Stalin's prison camps and command 
economy. Mr Selyunin wants to explain that 
Lenin then saw. his mistake and turned to 
his New Economic Policy, just as Mr 


~ Gorbachev is turning to perestroika: 


It is a dangerous point to make. Mr 
Gorbachev's. conservative opponents can 
start disputing which was the true Lenin, 








have moved to the Socialists or the | 
Greens. The programme he presented on 
taking office had its share of profound 
ambiguity. The party, he said, was in cri- | 
sis, not in decline or collapse. It needed to 
work out a position as an alternative gov- 
ernment, starting with issues such as the 
budget deficit and educational reform. 
There is no particular pressure to over- 
haul the party's foreign policy, which has 
grown somewhat less distant from Rus- 
sia's since Russia's decision to pull out of 
Afghanistan and the Soviet-American 
missile agreement. 

The new man seems to think that pub- 
lic-sector employees, rather than the tradi- 
tional working class, may prove to be the 
party's natural constituency. The Chris- 
tian Democratic prime minister, Mr 
Ciriaco De Mita, wants to stop ltaly's 
huge public debt growing, and to make its 
public services more efficient. That means 
no more sops of government cash for dis- 
contented teachers, pilots, train drivers, 
doctors and gravediggers (to name some 
recent strikers). Militants in the public 
sector. may turn to the Communists, as 
the sole party of genuine opposition. 

But the only way for the Communists 
to get. even a share of power in Rome is 
through a deal with Mr Craxi's Socialists. 
Mr Craxi wants no centre-left coalition 
just now, since the Socialists are picking 
up votes as the number-two party in the 
five-party coalition government. If the So- 
cialists overtook the Communists at the 
next important election, however, Mr 
Craxi might make the deal—as the senior 
partner. Italian phrase-makers are already 
discussing the ‘Occhetto paradox”. If the 
Communists got into government, the 
party would take on new life. But to get 
there it must lose votes, not win them. Mr 
Occhetto might do the Communist party 
a favour by pushing voters away from it. 
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the founder of “war communism” or the 
founder of the New Economic Policy (which 
until recently was seen as merely a tactical 
retreat). Others will suggest that, since Mr 
Gorbachev looks to Lenin for legitimacy, 
and since Lenin himself is now shown to be 
a fallible god, the whole idea of communism 
may be a terrible mistake. Since so many of- 
ficial lies have been told about Soviet his- 
tory in the past, why should people have 
faith in Mr Gorbachev's version now? And 
where, ask conservatives, does all this leave 
the authority of the Communist party? 
Small wonder that opposition to using 
glasnost on history, and particularly on the 
history of Stalin, has been so strong. It was 
most visible in the now-famous “Andreyeva 
letter" published in Sovietskaya Rossiya in 
March, which was widely seen as a manifesto 
for conservatives. The conservative back- 
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Credito Italiano S.p. 
1987 results — 


FINANCIAL HIGHLIGHTS The year ended December 198 
FOR THE YEAR (in billions of lire) closed with a net profit of 
nem Lit 138.4 billion. Lit 14 billion 

! | 17,804 (+ $30 been appropriated to Reserves. 
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to maintain Pilkington’s market position in Europe, a requirement for additio T : 
Pilkington float capacity has been identified, with the United Kingdom being thé 
favoured location for the first step. © 
_ The results of the N rth A rican operations due been mixed; Overall i 
there has been an improvement ih tt ës secorid h [o the year, y 
ónly falling by 9% for. the full) ean 2 § F | 
The Group of sompnis comprising di rest | ofthe world have again 


















| performed w well. 
n ASS AND MINERAL FIBRES . 


This UN segment has exhibited a welcome stability during the year and 





both profits and margins remaín satisfactory. 


OPHTHALMIC PRODUCTS AND SPEC IAL GLASS 


us The Sola Group of companies. continued to mde well, inching the 



























and earnings attributable 
Group, | "E Syntex business acquired i in 1986; 


3 The pre-tax profit of £302 million. 
shareholders of £181 million, are both records tor th | 
d Earnings per share have improved by. i8p. 16:26. 2p. "E S The prospects. of the enlaiged: businesses remain» 


The second interim dividend has been: increased: by 0. 89p ro & osp per management have considerable confidence in their ability « to » adi peo 
fease of 107p. : growth in sales and profits. Pee wu aD 








share, giving an annual dividend of 8. Ap] per share, an inc | dug 
: Shareholders. will again be: given the opportunity ro: receive a scrip J | ELECTRO Op TICAL P i 
dividend in lieu of a cash dividend. — I 








Turnover increased to E2333 million, an H% improvement, whilst 
: erating profits improved by 17% to £306 n. widening the ol trading 
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After more than: doubling the pre-tax profits last year, it is SY 
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pleasing to report a further significant increase this year. Pre-tax profits have 




















creased by 18% in. 1987,/88, For the last two years the compound rate of growth a proli 
over 5096. ! TECHNOLOGY AND LICENSING INC OME 
This excellent performance is a confirmation of the continuing progress Eamings from float licensing and echnical assistance amounted to £25 
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lash, Mr Gorbachev's supporters fear, could 
still result in a victory for Stalinism. That is 
why the struggle between Reformation and 
Counter-Reformation before next week's 
conference has been so fierce. 





Turkey 


Twice-hit Ozal 


FROM OUR ANKARA CORRESPONDENT 


T WAS more than Mr Turgut Ozal's 
hand that got shot last weekend. The bul- 
lets that whizzed past Turkey's prime minis- 
ter as he was addressing a party congress 
have ricocheted around Turkish society, rip- 
ping holes in the assumption that the coun- 
try has by now attained a western-style sta- 
bility. Mr Ozal escaped with a wound. But 
‘what about his policies? 

Nobody is sure who wanted him killed, 
and why. The gunman, a 32-year-old convict 
on the run called Kartal Demirag, had past 
links with the Turkish extreme right. So it is 
widely assumed that he was the hit-man in a 
far-right conspiracy, not just a loner with a 
grudge. The parallels with the case of 
Mehmet Ali Agca, the Turk who tried to kill 
the Pope in 1981, are disturbing. 

Mr Agca had escaped from prison, alleg- 
edly with some jail official’s help. Mr 
Demirag's getaway last January from the 
prison where he was serving a ten-year sen- 
tence for attempted murder was also suspi- 
cious. Both men had plenty of money, in- 
cluding a stack of D-marks. Both were 
brought up in rural Anatolia during the pe- 
riod when political killing was rife. Both had 
belonged to. the fanatical right-wing youth 
organisation popularly dubbed the Grey 
Wolves, which perpetrated much of the 
bloody mayhem of the 1970s before the 
l'urkish army's intervention. 

So are the Grey Wolves and pre-1980 
chaos on the way back? Some responsible 
observers fear so, and Turkey is certainly 
not short of underground political gang- 
sters. Yet the illegal right is not organised on 
a national scale, as it was ten years ago. If it 
operated in the open, it would get negligible 
support. The murder attempt may indeed 
have sprung from a conspiracy, just possibly 
with foreign involvement; it does reveal the 
dark forces beneath the surface of Turkish 
society; but in itself it does not signal a re- 
turn to chaos or the imminent collapse of 
the fledgling democracy. 

Yet it has concentrated minds wonder- 
fully on one simple question. What would 
happen if Mr Ozal were removed? The ques- 
tion first arose last year when he underwent 
serious heart surgery, and his physical fit- 
ness for his job was briefly in doubt. 

Mr Ozal dominates both his ruling 
Motherland party and the government. If 
there is any power-sharing in Turkey, it is 
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Joie de vivre 


between the prime minister and the general 
staff, not between Mr Ozal and his cabinet 
colleagues. It is unlikely that any successor 
would, for example, maintain Mr Ozal's rap- 
prochement with Greece or carry through 
his economic and administrative reforms 
with the same momentum. Some policies 
might be cancelled. 

As for his Motherland party, it would 
almost certainly disintegrate. Essentially, Mr 
Ozal created it. He hopes that his younger 
brother, Mr Yusuf Bozkurt Ozal, now a min- 
ister of state, will succeed him. That looks 
unrealistic. The younger Mr Ozal has 
proved himself a capable economist, but 
lacks the experience and the authority to 
carry the party with him. The same is true of 
a string of other possible candidates for the 
succession. Very possibly Mr Mehmet 
Kececiler, leader of the party's Islamic wing, 
would try to take control. If he did, the party 
would split—and if it did not the army 
might remove it from office. 

It could split anyway: without Mr Ozal, 
many of its members would probably defect 
to join Mr Suleyman Demirel, leader of the 
True Path party, the Motherland party's ri- 
val on the right. Last weekend's congress 
was a reminder of how frail the Ozal party is. 
Working together, the Islamic wing and the 
right-wing nationalists won a big majority 
on its decision-making executive. 

This was a surprise, and it was a more 
wounding blow for Mr Ozal than Mr 
Demirag's bullets. Mr Ozal had assumed 
that, in the wave of sympathy for him, his 
own nominees, the so-called liberals, would 
get all the top slots. But politics does not 
work like that. He will now have to spend a 
lot of time and energy countering the chal- 
lenge from the two extremist factions within 
his party. He will probably succeed. 
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Yugoslavia 


No joke, really 


FROM OUR SPECIAL CORRESPONDENT IN YUGOSLAVIA 


HERE is a Belgrade joke which goes like 

this: "How many states will there be in 
Europe in the year 2000?" Answer: "Ten: 
Western Europe, Eastern Europe, and the 
eight states of Yugoslavia." Yugoslavia's di- 
vision into eight units—six republics and 
two autonomous provinces—is reflected in 
Yugoslavia's ruling Communist party. So 
much so that Yugoslav officials routinely — 
parry questions about the desirability of a 
multi-party system for Yugoslavia by saying 
it already exists: it consists of eight parties, 
one for each of the federal units. 

The reality is that Yugoslavia is still a 
single state, with no other party than the rul- 
ing (if divided) Communist one. Within the 
party itself a struggle is going on between - 
those who would like it to develop a greater 
tolerance of contrary points of view, and 
even of non-party opposition, and others 
who would like it to become a more coher- 
ent, disciplined force under strong central 
control. Slovenia's leader, Mr Milan Kucan, 
leads the party's liberal wing; Serbia's boss, 
Mr Slobodan Milosevic, a would-be new 
Tito, commands the disciplinarians. 

Mr Kucan stands for three main things: 
local autonomy, more pluralism in politics, 
and more private enterprise in the economy. 
Under his leadership, the Slovene party has 
allowed a remarkably free press and the 
growth of a number of so-called "alternative 
movements", such as Slovenia's Greens. He 
favours official recognition of factions with- 
in the Communist party itself. Mr Kucan 
commands strong support within Slovenia. 
Outside it his advocacy of more autonomy 
for Yugoslavia's eight constituent parts is 
supported by many people in Croatia, Bos- 
nia, Vojvodina and Kosovo. But his ideas on 
pluralism and free-marketry are backed fully 
only in Croatia. His great weakness is that 
only 896 of Yugoslavs are Slovenes. 

From his law-and-order platform, Mr 
Milosevic advocates a Yugoslavia with a 
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st ong central power in Belgrade, and 
presents himself as the spokesman of Yugo- 
sl Bis s poorer regions and industrial work- 
s. He became popular in Serbia last year 
by advocating tougher policies towards the 
Alb: ians in Kosovo, who the local Serbs 
m 'are pushing them about. His anti-Alba- 
hian views ensure the support of Macedonia 
ind Montenegro, both of which also feel 
jatened by the Albanians’ high birth- 
ip te Ms Milosevic’s punch lies in the fact 
“that he has behind him probably a majority 
f Serbs, Yugoslavia's largest nation. His 
"handicap is that this puts off non-Serbs— 
ly the Slovenes, the Croats and 
ie Boénian Muslims—who continue to fear 
T a return of the Serbian domination of old. 

_ The main focus of the Kucan-Milosevic 
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. Nice one, Helmut 


FROM OUR BRUSSELS CORRESPONDENT 
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HANKS largely to the West Ger- 
mans, the EEC summit on June 27th 
and 28th looks like being unusually free 
— || of angst. For the first time in years, the 
| European leaders will not have to argue 
|. over farm prices or a budget crisis. In 
Hanover they will be able to do a bit of 
" || business (appointing Mr Jacques Delors 
|| | to another stint as president of the Euro- 
| pean Commission), try a spot of future- 
gazing (what does everybody think about 
-a European central bank?) and indulge in 
a touch of self-congratulation—despite 
delays, the 1992 internal-market cam- 
paign is progressing nicely. 

e West Germans have secured this 
summit serenity by persuading the 
Twelve to take early a number of difficult 

~ decisions of the kind that normally have 
to wait for the Community's twice-yearly 
summits. They conveniently clinched 
some agreements by removing the single 
biggest obstacle—themselves. This was 
— the case in the budget row that tied up 
~ the Community for much of last year. 






















After blocking a deal in December, the 


argument at the moment is the proposed re- 
vision of the by now unworkable 1974 con- 
stitution. The Slovenes and the Croats want 
changes that would give them more eco- 
nomic independence from. Belgrade. The 
Serbs want a stronger federal centre and the 
reintegration of Kosovo and Vojvodina (the 
two "autonomous provinces ") into Serbia. 
This Serbian demand is.bitterly opposed in 
non-Serbian parts of Yugoslavia. In Slove- 
nia, the Writers’ Association is campaigning 
for a referendum in each of the federal units 
before any constitutional amendment can 
be accepted. But Serbia will not accept the 
economic part of the package until it gets 
Kosovo 

This deadlock, coupled with. the obvi- 
ous need for change of some sort, makes 


West German chancellor, Mr Helmut 
Kohl, called a special summit in February 
at which budgetary peace until 1992 
broke out. It will cost Germany nearly 4 
billion ecus ($5 billion) in extra contribu- 
tions to the EEC kitty over five years. The 
Kohl government also secured agree- 
ment on liberalising road haulage when, 
on June 20th, it finally parted company 
with its own cartel-happy truckers. 

The decision of which the Germans 
are proudest—the agreement, reached 
on June 13th, to free capital movements 
in the Community—required finer nego- 
tiating skills. To win this agreement, the 
Germans softened their previous hostil- 
ity to the creation of an EEC central bank. 
But they also persuaded France and Italy 
to commit themselves to the removal of 
major capital controls over the next two 
years. Only Britain, which refused Ger- 
man pressure tO give a commitment to . 
bring sterling into the EEC system of fixed 
exchange rates as part of a deal, got off 
scot-free among the big EEC members. 
The Germans reckoned that. the- ex- 
change-control agreement gave a clear 
signal that the Community is indeed 
committed to its 1992 programme. 

There may not be many such signals 
in the months to come. The EEC presi- 
dency rotates among member-states in al- 
phabetical order—in their own lan- 
guage. Deutschland is therefore followed 
by Ellas for the second half of 1988 and 
then by España for the first six months of 
1989. Both Greece and Spain are Medi- 
terranean countries of the EEC's poorer 
southern flank. They are more con- 
cerned with their own development, and 
narrowing the north-south gap, than 
with. thrusting ahead to demolish eco- 
nomic frontiers across the Community. 
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many Yugoslavs wonder nervously whether 
the army might impose a "solution" of its 
own. That is why liberals in Slovenia have 
been trying to draw the army more firmly 
under the control of politicians, for example 
by urging the appointment of a civilian de- 
fence minister. The generals resent this, and 
have accused the Slovene press of waging a 
"special war’ ' against them. 

The army is vehemently supported by 
Mr Milosevic's newspapers in Serbia. Eco- 
nomic discontent could play into the Ser- 
bian conservative’s hands. Last week there 
was a demonstration in Belgrade by workers 
of a tractor factory whose wages had been 
cut by 30% under the federal government's 
latest austerity measures. On June 2lst 
workers demonstrated for the same reason 
in Slovenia's biggest industrial centre, Mari- 
bor. Might a breakdown in public order be 
the army's, or Mr Milosevic's, excuse for ac- 
tion to stop the liberal nonsense? 





Spain 
(3ood word, social 


FROM OUR MADRID CORRESPONDENT 


S years after being elected as a Socialist 
government, Mr Felipe Gonzalez’s cabi- 
net is starting to sound a bit more like one. 
So far it has been a noted leader of the gen- 
eral retreat from Marx. Its policies have dif- 
fered little from those of Europe's conserva- 
tive governments. But these days no 
minister's speéch is complete without refer- 
ence to the "social content” of his plans for 
the future. 

A sharp turn to the left would be a rude 
shock to the thousands of foreign investors 
attracted to Spain by Mr Gonzalez's poli- 
cies. A Socialist government which came 
into power promising 800,000 new jobs ha 
allowed the official number of unemployec 
to increase by half—unemployment is still 
nearly 20%—while making sure until re- 
cently that wages rose more slowly than 
prices. Has Mr Gonzalez now decided to 
cruise towards the left? 

A close look suggests that what he and 
his ministers propose is a touch on the tiller 
rather than a real change of tack. Increased 
spending on social services is on the way in 
the next budget. But the most obvious sign 
of the government's new mood is an agree- 
ment to resume talks with the usually pro- 
Socialist trade union federation, the UGT, 
which last year suspended its contacts with 
the government. The groundwork was laid 
at a meeting earlier this month between the 
prime minister and Mr Nicholas Redondo, 
the leader of the UGT, who has accused Mr 
Gonzalez of favouring the rich: The idea is 
to agree on a wide-ranging "social contract” 
(welcome to the 1970s) that would cover 
such matters as job-creation, unemployment 
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OW are Europe's decaying cities to 

be renewed? Call in the private sec- 

tor. That was the lesson of a conference 

held in Sweden last week. Even in France, 

where the state was taking thé lead long 

before Haussmann remade Paris, market 
‘| forces are making a comeback. 

For most parts of most cities, the mar- 
ket never went away: the private sector 
has always built offices and shops where it 
could see profit, and always will. It has 
built upmarket housing, like the blocks 
which in 25 years have reshaped Paris just 

-as Haussmann did. The problems have 


may be prosperous—that do not interest 
developers; and in one sector, social hous- 

ing, much of it built in the 1950s and 
1960s, when quantity came before quality, 
and now in decay. Many cities, often with 
industry and population alike in decline, 
suffer both problems at once: Manchester 
and Charleroi are two examples. 

Part of the trouble is mere economic 
change: as some industry suffered, so did 
towns dependent on it. The remedy 15 
years ago seemed obvious: the market can- 
not put things right, so the state must. Yet 
often the state itself was to blame. Rent 

-|. controls, notably in Britain and Italy, 
turned private housing into slums. Mean- 
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signed, often ill-built mass housing, and 
then (except, notably, in West Germany) 


head; in Britain for doctrinal reasons, but 
handed, so the private sector must help. 


Britain has taken that process furthest. 


tions for the worst areas of several cities. 





Tig and investment. 

The UGT’s reasons for feeling ready to 
- talk again are clear en Like other 
. unions, not only in Spain, it is finding i it dif- 


= ficult to recruit members and call successful 


strikes. It has an additional problem. Its de- 


- cision to break off relations with the govern- 
.. ment led it to take up the sort of confronta- 


tional approach which its rival, the 
Communist-led Workers’ Cómmissions, 


practises more successu. The uor has 


been feeling weak. 
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| The partnership cure for cities — = 


come in those areas—typically, a crum-- 
bling inner city round a core which itself 


while the public sector rushed up ill-de- 


charged rents too low to maintain it. To- 


day the old solution has been stood on its - 


in much of Europe for simpler budgetary 
ones—the state cannot cope single- 


It has set up urban development corpora- 


These are state-financed. But they use 
public money only to lever in private; and 
their virtue, in government’ eyes, is that 
they can bypass the slow workings of 
elected local councils—as one has in Lon- 
don's redundant docklands, to great ef- 


fect. Meanwhile those councils— Britain's 
main social landlords—have since 1981 
been forced to sell housing to tenants, and 
under new laws will soon. lose some of 
their estates en bloc, while being forced to 
charge economic rents on what is left. 
Rent control of new private lettings will 
end. For the government, all this is social 
policy; but it means urban renewal too. 
In Sweden too the rents of the munici- 


pal housing companies in the early 1980s 
fell far behind their costs. The result: 





When in Rome, don’t knock it down 


scruffy buildings, vandalism, "sink" es- . 


tates, unlettable flats. The answer there 
was different, yet still driven by demand 
rather than supply. Management was 
decentralised, tenants got more choice. In 
1984 one notorious estate in Malmó was 
almost 5096 empty. Money was poured 
into making the buildings more livable. A 
co-op was formed to run some services. By 
1987 families were queueing up for flats, 
at far higher rents than before. 

The housing companies have gone fur- 


Which is one reason Mr Gonzalez de- 
cided to start talks. He knows that a weaker 
Socialist trade union would eventually mean 
fewer Socialist voters. And the revival of the 
economy, which last year grew faster than 
any in the EEC, gives him room for manoeu- 
vre with the UGT. While agreéing to talk to 
the beleaguered union, he has extracted a 
big concession from it. 

Before, Mr Redondo and his colleagues 
insisted that pay rises were just as important 


as creating jobs. Mr Gonzalez said fighting 








iher than that. In 1984 they teamed up 
with a private company, Formator, which 
specialised 
Its methods were simple: better buildings, 
better management, short shrift for bad 
, tenants. In short, those of any good pri- 
. vate landlord. In Gothenburg, Vasteras 
and more recently in Stockholm, the for- 


‘mula has worked. 


in revitalising problem estates. 


For many cities such as Avignon, 


Utrecht and umpteen in Italy, the prob- 
lem is a historic centre feeling its age; of- 
ten, às in Rome, a curious mix of slums, 
smart shops and the refurbished flats of 
the rich. The 1960s' answer was easy: 
sweep whole districts away. Today's an- 
swer is rehabilitation. But it is not easy. 
Glasgow had space to rehouse the tenants 
of city-centré slums, which were then 
bought and improved by state-financed 
housing associations. Not all cities could 
do that. And the public sector every- 
where—notoriously:in Italy—finds it eas- 
ier to pour money into new building than 
sprinkle it on renovation. 


For’ most cities, thé issue is not just 


housing: it is districts, often ie small, 
where everything i is in: decay. H 
land's experience in the 1970s offers a sal- 
utary lesson. Left-wing politicians, react- 
ing against the large-scale, 
oriented renewals of the 1960s, held off 
the private sector, bringer of offices and 
luxury flats. 
housing and facilities. It was all very no- 
ble, and it flopped. 


ere Hol- 


market- 


eir efforts went into social 


Since the early 1980s the Dutch have 


seen the light. Rotterdam, for instance, 
has an ambitious scheme to revitalise its 

centre with. offices, tourist facilities, 
upmarket housing. Amsterdam set up a 
partnership between the municipality, 
banks and a development company to im- 
prove, the drug-ridden Zeedijk area near 
the central station. 


This is the way of the 1990s. Birming- 


ham's convention-centre scheme rests 
firmly on market needs. So do many oth- 
ers. The private capital is there. But pri- 
vate money will not rush in to finance 
whatever notion the public sector thinks 
up. It wants a share in conception, plan- 
ning and implementation too. 


unemployment came first. By not even rais- 
ing the question at his meeting with the 
prime minister, Mr Redondo tentatively of- 
fered his co-operation in implementing a 
policy which puts job-creation ahead of pay 
rises. This may be nicely "social", but it is 
not socialist in-the old sense of that word. 
Many union leaders fear that the govern- 
ment wants to encourage employers to take 
people out of the dole queues by making it 
easier to fire them as well as hire them. 
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In all the market upheavals 
of the past two years, one 
thing hasn't changed. 
, And that's the commitment of 
78^ the firm that is now Citicorp 


H / Scrimgeour Vickers to providing 
^f 
H 


investors with a genuinely integrated 
research, sales and market-making 
service appropriate to a new age of 
investment. 
Empty words? 
Well, hardly. We've invested over 
£200 million in new people and technology 
(including London's only purpose-designed 
back-office system). 
In the past 18 months, we've increased our 
research capacity by 30% 
And we've built up market-making capacity 
in 18 key sectors, as well as developing plans 
to add more, as soon as the time is right. 
So it's hardly surprising that today, 10% of all 
London market-making is carried out by Citicorp 
Scrimgeour Vickers 
Or that whatever the challenges of tomorrow, we'll 
be strongly-placed to help our clients meet them 
To find out more, contact our Chief Executive, John 
Hewitt, on 01-234 5555, or at PO Box 200, Cottons Centre, 
Hays Lane, London SE! 20T; telex 885171 and 886004 
And discover what we can help you do for your own 
performance figures. 


CITICORP©® SCRIMGEOUR VICKERS 


Member of The International Stock Exchange 
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What went wrong 


HESE are dark days for the City of London. Its 

most glamorous industry, investment banking, 
had grown fat on a five-year bull run in the world’s 
bond and stock markets. This petered out in the 
spring of 1987 in the bond markets, and equity mar- 
kets crashed in October. Securities firms have re- 
acted by pruning expansion plans, quitting markets 
and sacking staff. Insecurity and continuing low lev- 
els of business have resulted in poor morale 
throughout the City. At the same time, Britain's 
new system of financial regulation is adding to costs 
and imposing fresh burdens on management. 

Yet the malaise in investment banking may turn 
out to be a blessing in disguise. Turmoil in the mar- 
kets has exposed the inadequate state of manage- 
ment at most London firms. For years this was hid- 
den by the apparently effortless growth of revenues 
which flowed from bull markets. Now, belatedly, 
firms are having to install the sort of management 
practices that are common in most manufacturing 
companies. Stockbrokers, merchant banks and 
Euromarket firms are hiring management consul- 
tants as fast as they lay off idle traders. The result 
should be a leaner, more efficient securities industry 
that will be less likely to become overstretched or 
accident-prone. This perestroika should be good for 
the City's long-term health and reputation, and will 
help to maintain its position—despite the weight of 
British regulation—as Europe's leading financial 
entrepót. 

Most firms have been guilty of a lack of strategic 
clarity. Traditionally, British merchant banks and 
stockbrokers had little need for strategy. Many of 
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their markets were protected by price cartels—such 
as fixed stockbroking commissions and fixed fees 
for underwriting new share issues. Such firms had 
to worry about strategy only when the Big Bang of 
October 1986 approached, threatening the security 
of their earnings. Big Bang abolished fixed stock 
broking commissions; ended the distinction be- 
tween brokers, who bought and sold from the pub- 
lic, and jobbers, who traded stocks on their own 
account; and allowed outside firms—including for- 
eigners—into the London Stock Exchange. Brokers 
thought they could remain profitable only if they 
started to make markets, and for that they needed 
outside capital. So they sold themselves to large in- 
stitutions. Merchant banks saw the chance to ape 
their American equivalents and become integrated 
securities houses. So many of them bought 
stockmarket firms. 

The foreign investment banks in London had 
been less protected, participating in the highly com- 
petitive Euromarkets. But many of their strategies 
were little more sophisticated than the idea that 
where there was a capital market, they should be in 
it. The commercial banks planned more seriously. 
Faced with the tide of securitisation, which threat- 
ened to deprive them of much of their traditional 
loan business, they justified investment in capital 
markets as a defensive strategy. But most of their 
strategies boiled down, like those of the investment 
banks and the British merchant banks, to little 
more than me-tooism. The logic of most of these 
financial firms was essentially that because capital 
markets were growing and everyone else was moving 


The downturn in 
financial markets 
has exposed the 
incoherent 
strategies and 
chaotic systems of 
the City’s 
securities firms. 
But now the City 
is learning to 
manage, writes 


Charles Grant 
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into them, they dare not be left behind. | 

Many firms believed they had to choose be- 
tween either a niche—of focusing on one or a few 
specialised markets—or a strategy of becoming a 


fullservice investment bank. The bigger firms 
‘thought they had to provide clients. with the full 


. range of investment-banking services, since, it was 


then believed, there were potent synergies between 
the various markets. 

This ambitious strategy beguiled many a chief 
executive. Take a typical British merchant bank 
which wanted to protect its core business of advis- 
ing on mergers and acquisitions: it thought it 
should get into equity markets, so that it could keep 
abreast of market sentiment during takeover fights 
and place the share offerings of bidding clients. And 
the merchant bank also thought it could not ignore 
Eurobonds, since companies would expect their ad- 


.. visers to be competent to raise all sorts of capital 
and investors would want to switch between equi- 
ties and bonds. A commitment to Eurobonds led 


the bank into trading both American Treasury 
bonds (essential for their hedging) and swaps, so 


that it could offer borrowers a competitive price on - 


the many bond issues that are linked to swaps. Until 
well into 1987, the consensus on strategy was that 
middle-sized firms would lose out, by falling be- 
tween the stools of the niche houses and the well- 
capitalised global investment banks. 

It was fun for the managers who built up such 
huge businesses: they became more important with- 
in their own organisations. The apparent synergies 
justified the expansion, and because turnover and 
revenue in all the markets concerned—from 
Eurocommercial paper to international equity trad- 
ing—were rising, nobody worried too much about 
the cost of acquiring firms, hiring people, building 
new trading floors and buying new computers. 

But many of the would-be global investment 
banks lacked a rigorous planning process. So they 
mistakenly jumped into markets where they could 
add little value. Why did Citicorp build up an eq- 
uity-trading business in many continental European 
countries and then wind much of it down after the 
stockmarket crash? Why did Chemical Bank open 
its cheque-book to hire an expensive collection of 
Eurobond stars only to fire most. of them a year 





Stock-exchange transactions, total turnover, daily average 
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uity-warrant team from Nikko Securities and then 
lay the dealers off six months later? Why did an- 
other merchant bank, Schroders, develop its own 
equity market-maker and a Eurocommercial paper 
business, only to close both down not long after- 
wards? Why did Hill Samuel set up a market-maker 
in gilts (British government bonds), and compete in 
Eurobonds, only to abandon both? 

The short answer is that in all these cases, which 
took place over the past 12 months or so, firms 
pulled out because they were losing money. The 
longer answer is that these investments had little 
chance of making money, at least for several years to 
come, since these institutions lacked special skills or 
franchises which they could contribute to the mar- 
kets they entered. 

Citicorp, for example, expected that the equity 
salesmen it hired for its operations in Ireland, West 
Germany, Holland and Spain would soon be able to 
win a respectable market share. It failed to appreci- 
ate that investors in these domestic markets would 
need to be wooed for years before they would give 
business to a bank with no experience of equity 
markets. Citicorp’s new equity units therefore had 
to seek revenues by taking big positions in the mar- 
ket. That worsened the losses when the crash came. 
Citicorp’s risk-control systems failed so badly that 
they did not stop a single trader in Dublin losing the 
bank $25m in the week after October 19th. In 1986 
Citicorp had hired one firm of management consul- 
tants, McKinsey, to provide it with a strategy for 
expanding into international equities. Citicorp has 
now hired Boston Consulting Group to provide it 
with a more modest strategy. v T 

When embarking on expansionary strategies, 
few investment and commercial banks took into ac- 
count the dozens of other firms that were adding 
capacity in the same markets at the same time. So 
the cost of people and buildings turned out to be 
higher than expected, while margins in the markets 
were much lower. In interest-rate swaps, for exam- 
ple, spreads have fallen since 1982 from about 75 
basis points (hundredths of 1%) to six or eight. The 
amount of capital devoted to the gilt-edged market 
rose by 600% at Big Bang, yet in the subsequent 
year average commission rates fell by 90% and total 
revenues by 8296. : 

On top of this overcapacity, securities firms are 





IN INTERNATIONAL INVESTMENT, 
THIS IS OFTEN THE SHORTEST 
DISTANCE BETWEEN TWO POINTS. 


No-one with a serious interest in international 
investment should take our name - Kuwait 
International Investment Company - at face value. 

Given the increased scope and geographical 
breadth of our activities, it is more appropriate to 
think of us as an international merchant 
bank, than as simply an investment 
company. For instance, we manage and 
underwrite new issues on a world-wide 
basis in a variety of currencies and enjoy 





a close working relationship with most of the 
world's major underwriting houses. We continue to 
develop our already considerable expertise in inter- 
national stock and bond markets, in particular our 
international equity portfolio, which we have 
substantially upgraded. 

If you are considering international 
investment opportunities, why not 
contact us? We can point you in the right 
direction. 
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Kuwait International Investment Company 
Al-Salhia Complex, PO. Box 22792, Safat, 13088 Kuwait. 
Telephone (General): (965) 243827 3/9. Telex: 22325 INTVEST KT. 
Telephone (Direct): Investment (965) 2464788. Syndications & Banking (965) 2422496/2410626 
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now having to cope with unforeseen slovenly busi- 
ness volumes. The chart on the previous page shows 
how equity turnover has declined since the October 
crash. Hardly surprising, then, that many incoher- 
ent expansions into London's various capital mar- 


kets are being speedily reversed. 


Computer capers 

Managers failed not only to develop external strate- 
gies, but also to tackle the internal complexities of 
running their businesses. Securities firms needed lit- 
tle formal management when they-were small. But 
over the past five years most of them have shot up 
like ungainly adolescents, awkward and hard to con- 
trol. Belatedly, many firms are now struggling to in- 
troduce annual budgets. These involve the prepara- 
tion of detailed plans which target, for specific 
businesses, costs and revenues and returns on 
capital. - | 

All firms can break down their revenues and 
their direct costs (such as wages) into specific areas. 
But few know the true profitability of each product, 
since most do not allocate indirect costs (such as 
group management, property, settlement and com- 
puters) on a proper basis to particular products. 
And most firms leave capital in a big lump rather 
than allocate it to specific areas. 

For example, at Salomon Brothers in London, 
before a strategic review was carried out in the mid- 
dle of last year, there was virtually no limit on 
spending on new people or machines. Numbers 
grew from 200 to 700 during 1985 and 1986. Last 
September Salomon cut 150 of its 900 staff in Lon- 
don and pulled out of markets such as 
Eurocommercial paper. It also appointed its first 
chief financial officer and has since been working 
on its first annual budget. This will allow Salomon 
to break up its costs and capital into particular busi- 
ness areas. 

Another Euromarket house, Credit Suisse First 
Boston, already does this. Each business area's 
profit is what remains after the treasury has levied a 
set charge on its allocated capital, typically 15-20%, 
and another based on an apportioning of 
central costs. These are split up according to the de- 
mands of each business area for computer time, 
screens, desks and floorspace. And back office costs 
are based on the number of dealing tickets each area 
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uses. But next year CSFB plans to improve cost allo- 
cation—which satisfies few of its staff—by treating 
the back office as a profit centre; each business area 
will pay it an amount based on what it would pay an 
outside contractor for the settlement of its trades. 

The next step in the development of firms’ 
management-information systems will be the incor- 
poration of formulae which take into account the 
riskiness of each business: for example, a 15% re- 
turn on equity from speculating in takeover stocks 
would be unimpressive compared with the risks. 

It is the ignorance of managements about the 
profitability of markets and products that has led to 
sloppy strategic thinking. If firms had bothered to 
work out the likely returns on, say, becoming a 
dealer in Eurocommercial paper or in gilts, would so 
many have rushed in? Careful planning takes time. 
That is why some of those who are best at it, such as 
many Japanese firms, often seem to move painfully 
slowly in international markets, compared with the 
more impulsive American investment banks. 

Managers also have to contend with risk con- 
trol. A big difference between a securities company 
and a manufacturing firm is that in the former, 
managers have to understand complex products 
which are subject to short-term market risks. It is 
quite possible for a securities firm to lose most of its 
capital in a day if it is heavily exposed in a market 
which turns against it. But the larger a securities 
firm grows, and the more markets it covers, the 
more impossible it becomes for the person in charge 
to remain close to, and aware of, the risks of each 
activity. Worse still, many of today's financial ser- 
vices—such as those involving currency swaps and 
options—are so complicated that most managers 
lack the higher maths needed to understand how 
they are priced. 

Effective risk control depends on having good 
computer systems. But there is scarcely a firm in the 
City that has not had huge problems with informa- 
tion technology. Most of the larger ones are work- 
ing on computer systems that will collate all securi- 
ties risks worldwide and put them into one terminal. 
But no firm has yet achieved such a perfect risk-con- 
trol system. Typically, the managers in charge of 
particular trading areas know their own risk posi- 
tions on a “real time” basis—that is, instantly. But 
the risks in different markets and countries are usu- 
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ally collated manually, so by the time a senior man- 
ager sees his firm's risk position—usually once a 
day—it is out of date. 

The problems experienced in the stockmarket 
crash by County NatWest, the merchant-bank sub- 
sidiary of National Westminster Bank, show how 
hard it is for senior managers to control risks on 
complex dealings which they do. not understand. 
Traders on its equity-option desk had written "put" 
options on behalf of private clients—despite a 
house rule that said the desk should deal only with 
institutions. The clients who wrote these options 
took on an unlimited risk that if the marker fell, 
they would be obliged to settle at a pre-set, above- 
market price. Some of those who dealt in the op- 
tions were traders’ friends and relations—who, 
when the stockmarket crashed, proved unable to 
honour their contracts. County NatWest had to 
pick up the bill, taking a loss of £7m ($12m). 

- Subsequent inquiries showed up a number of 
management inadequacies. Reporting lines were un- 
clear: no senior manager was directly responsible for 
the options desk; the daily positions of clients were 
not monitored, and there were inadequate demands 
on them for margin payments; and traders failed to 
inform themselves of their clients’ circumstances— 
one 23-year old trainee accountant had written put 
options which left County NatWest with a liability 
of more than £1m. bow 

Securities companies depend on computers not 
only for management information and risk control 
but also to settle securities transactions—that is, to 
match up the two halves of a transaction and ar- 
range for the transfer of ownership in exchange for 
payment. lt sounds simple, but there are often a 
dozen steps involved in the settlement chain. The 
settlement areas of most stockbroking firms— 
known as the "back offices"— were unable to keep 
up with surging business in the year after Big Bang. 
Some private clients experienced delays of up to six 
months re receiving payment for shares they 
had sold. Reduced turnover after the crash was not 
enough to restore order in chaotic back offices. The 
computer systems in many of these offices were of- 
ten riddled with bugs. 

The settlement problems at Hoare Govett, a 
stockbroker bought by Security Pacific, a Califor- 
nian bank, are typical of those at many firms. The 
stockbroker developed its own in-house settlement 
system with the intention of selling it to other firms. 
But the software that Hoare Govett imported from 
America failed to work. A growing backlog of un- 
matched trades led to a costly settlement gap: Hoare 
Govett had to borrow tens of millions of pounds to 
pay other parties for shares while it waited to receive 
payment from its own clients. The Federal Reserve 
Bank of California became concerned that there 
had been no logging of incoming share certifi- 
cates—so that it was hard to tell if they had been 
lost or merely had not arrived. 

Most City firms would not have got into such a 
mess over back offices and computers if their senior 
managers had taken more of an interest in the sub- 
ject. Instead, they spent most of their time and en- 
ergy plotting conquests of new markets and hiring 
new staff. To this day, many chief executives still 
field the simplest of inquiries about their firm's sys- 
tems with a comment like: “I can't help you there, 
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why don’t you get in touch with that nice Mr 
Whatsisname we hired to sort out all the mess in the 
back office?” 

Good management in an investment bank is 
concerned with more than just controlling risks and 
choosing the right computer system. The most diffi- 
cult task of all is to foster a strong corporate culture. 
In both London and New York there is a close cor- 
relation between success and those investment 
banks that are lucky enough to be imbued with a 
spirit of teamwork. Goldman Sachs, J.P. Morgan 
and S.G. Warburg are rare examples of firms in 
which a strong sense of corporate loyalty has sub- 
dued the bitter internal politics that plague most of 
their rivals. 


Culture vultures 

Culture is particularly important in financial ser- 
vices because firms have to allow individuals quite a 
lot of freedom when they deal with clients. The way 
these individuals behave determines the quality of 
the service the firm provides. Culture can provide a 
control on staff, without the need to resort to super- 
visors or rulebooks. It can therefore help limit risk, 
especially in the context of new and uncharted cir- 
cumstances or techniques, which is where mistakes 
usually get made. | 

It is part of the culture of S.G. Warburg that 
executives tell each other what they are up to. No 
corporate financier trained in the Warburg way 
would ever dream of conducting a client's takeover 
strategy on his or her own. But at Morgan Orenfell, 
a merchant bank which had a more free-wheeling 
culture, takeover specialists such as Mr Roger Seelig 
enjoyed a long leash—which when employed during 
Guinness's takeover of Distillers in 1986 got Mor- 
gan Grenfell into trouble. The formal management 
systems at the two merchant banks were little differ- 
ent; it was the co-operative and disciplined ethos of 
Warburg that kept it free from such scandals as 
Guinness. 

Because City firms have grown so fast and 
bought so many smaller companies, the glue of 
many corporate cultures has grown . This has 
fostered sharper internal politics, and contributed 
to whole teams switching from one house to an- 
other, or setting up on their own. The insecurity 
engendered by retrenchment has also encouraged 
such job-hopping. 

Almost every bank that bought a stockmarket 
firm has had heartburn digesting it. With the bro- 
kers bought by Citicorp, Chase Manhattan, Secu- 
rity Pacific, Banque Paribas, Shearson Lehman, 
Midland Bank and County Nat West, the story has 
been the same. Stockbrokers have complained that 
bankers who do not understand the business have 
submerged them with endless paperwork and com- 
mittee meetings. Brokers accustomed to running 
their own outfit have found it hard to adjust to be- 
ing at the bottom of a pyramidal organisation. And 
having been used to salaries that were based on 
their own contribution to profits, they have had to 
accept conglomerate-wide salary scales. 

e constituent parts of the new-conglomerates | 
have seldom integrated smoothly. Old jobbing and > 
broking firms have generally tried to keep them- 
selves to themselves, while the acquiring banks have 
sought to pulverise cultures that took decades to 
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In a changing world 
you need a steady partner 


If you want to be successful in world 
markets, team up with a bank which 
has proven its expertise in financial 
affairs - Bayerische Vereinsbank. 
Our know-how is based on 200 years 
of tradition and experience - and 
you can profit from it. 


We hold a strong position throughout 
West Germany and in major financial 
centers abroad. Our strength is 
derived from 14,000 well-trained 
employees, the best in modern 
worldwide communication and infor- 
mation systems as well as sound 
business policies. 


| 
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Bayerische Vereinsbank can assist 
you: 


€ in following up trends and busi- 
ness developments on a worldwide 
scale 


€ in choosing the right business 
partners 


€ in financing your foreign business 


€ with the arrangement of payments 
and the management of financial 
assets 


® by providing access to the capital 
market through innovative invest- 
ment banking, financing, bond and 
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Lion in front of the former Munich Royal Palace 


equity placements as well as stock 
exchange introductions. 


In this changing world, we can give 
you valuable advice. 
Please contact us. 


Bayerische Vereinsbank AG 
London Branch 

1, Royal Exchange Buildings 
London EC3V 3LD 


Telephone (01) 626-1301 
Telex 8 89196 bvl g 


BAYERISCHE 
V  VEREINSBANK 


Our international network: Athens, Atlanta, Beijing, Budapest, Caracas, Chicago, Cleveland, Grand Cayman, Hong Kong, Johannes- 
burg, London, Los Angeles, Luxembourg, Madrid, Manama (Bahrain), Milan, New York, Paris, Rio de Janeiro, Rome, Sáo Paulo, Tehran, 


Tokyo, Zurich. Head Office Munich: Kardinal-Faulhaber-Strasse 1, D-8000 München 2, Tele 
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WHAT ATTRACTED 
BANKERS TRUST 
TO SCOTLAND? 


Os people. We're delighted to say. And not just 
because we look good on paper-Scotland produces 
more graduates per capita than any other country in 
Western Europe. Our workforce also offers an ample 
supply of bright, efficient keyboard and computer staff 
with a great deal of practical experience in financial 
administration. The kind of people, in fact, that Bankers 
Trust’s global custody service will rely on to control the 
safekeeping of billions of dollars of assets worldwide. 
Bankers Trust chose to locate its custody service in 
Edinburgh because it was realised they could maximise 
operational efficiency while making significant cost 
savings. Whats more, Scotlands advanced telecom- 
munications system was ideally suited to transmitting 
vast quantities of data worldwide. And after all that, all 
wed like to say is welcome. For further information 
about the attractions of Scotland for a financial services 
company, speak to Susan McLellan on 041 248 2700, 
or write to her at the Scottish Development Agency, 
120 Bothwell Street, Glasgow G2 7JP. 


SCOTLAND. LAND OF OPPORTUNITY. 


SCOTTISH DEVELOPMENT AGENCY, 
HEAD OFFICE, 120 BOTHWELL STREET, GLASGOW G2 7]P TELEPHONE 041 248 2700. 
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mature. Market-makers claim that brokers look 
down on them as bookies, while brokers in turn fret 
at the snobbishness of merchant bankers; market- 
makers accuse brokers of putting their clients’ inter- 
ests before those of the firm, while brokers accuse 
market-makers of putting the interests of their book 
before those of clients. 

It will be many years before most of the new 
integrated securities houses, built on acquisitions 
and fresh recruits, can hope to forge coherent cul- 
tures from such disparate and antagonistic ele- 
ments. Even Warburg Securities, the securities arm 
of the S.G. Warburg group, can claim little culture 
of its own: most of its staff came from the three 
stockmarket firms the merchant bank bought, or 
were hired from outside. So it is hardly surprising 
that Warburg Securities has encountered more 
problems than the bank itself, which, having grown 
less fast, is thicker with Warburg's traditional 
values. 

- The firms with the best chance of guarding or 
developing a powerful ésprit de corps are those 
which avoid growing too fast or too big. Such rela- 
tively small houses as Smith New Court, an inde- 
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pendent equity market-maker, or Lazard Broth 
irent bank which has shunned securities mar- 
kets, have a good chance of holding on to their tra- 
ditional cultures. These days, smaller firms are no 
longer as unfashionable as they were not much 
more than 18 months ago. 

- It has not been easy for those running the City's 
investment banks to develop coherent strategies, 
smooth systems and intangible cultures, while at the 
same time contending with doleful markets and the 
regulatory straitjacket of the Financial Services Act. 
So it was predictable that many chief executives 
would not last the pace. Most of the City’s leading 
merchant banks and foreign securities houses have 
installed new men at the top over the past year— 
including Kleinwort Benson, Morgan Grenfell, 
Barclays de Zoete Wedd, County NatWest, Hill 
Samuel, Merrill Lynch, Morgan Stanley, J.P. Mor- 
gan, Salomon Brothers, Citicorp and Security Pa- 
cific, to name but a few. This survey examines how 
this new generation is setting about creating a slim- 
mer but sturdier securities industry. it asks 
whether their work could be in vain, since the bur- 
den of regulation might drive business elsewhere. 





The strategic revolution 


"HE fresh faces at the top of the City’s invest- 

ment banks are establishing—with the help of 
hordes of consultants—a new consensus about 
strategy. This revisionist thinking has discarded 
most of the old clichés, such as the need to be either 
a niche firm or a global investment bank. 

The pinwheel diagram on this page is a good 
indicator of the new thinking. Prepared by 
McKinsey, it shows the linkages between various fi- 
nancial products. Those near the core of the dia- 
gram are closely related. A bank that wants to com- 
pete in one of these core activities should be 
involved in several currencies, since investors move 
rapidly from, say, German government bonds to 
Japanese government bonds. 

But the products farther out along the pinwheel 
are less international. For example, most private in- 
vestors who buy British shares will not think of sell- 
ing ICI and buying Hoechst because the latter chemi- 
cal company seems to be undervalued. So a 
securities house looking for a self-contained niche 
business is most likely to find one in equities. But 
although such markets offer higher margins, they 
are riskier: as well as market risk (the whole 
stockmarket could fall), there is credit risk (the com- 
pany whose share you are holding could fail) and 
performance risk (the company might fare badly 
and pay a small dividend). 

Markets near the core, such as commercial pa- 
per, swaps and government bonds, are quite easy for 
à new competitor to enter. A bank that is prepared 
to commit capital and make competitive prices can 
build up market share relatively quickly. Many fi- 
nancial giants have picked these core activities as 
the main target of their move into investment bank- 
ing. So overcapacity and poor profitability are at 
their worst near the centre of the pinwheel. Only 
firms with a unique skill or franchise (that is, long- 
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term relations with a group of customers) are likely 
to make much money near the core—for example 
Greenwell Montagu in gilts or Chemical Bank in 
foreign exchange. Most firms involved in core activ- 
ities depend on trading for any profits they make. 

_ The new consensus on strategy is that if an insti- 
tution is to be active in the core markets, it no 
longer needs to build integrated investment banks 
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Core markets are global 
Links between products and geographical markets 
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in the triad of London, New York and Tokyo. The 
core markets are so international that the location 
of where one trades in, say, Treasury bonds does not 
matter: there are active and liquid markets for them 
in London and Tokyo. One British merchant bank, 
Kleinwort Benson, bought an American Treasury 
bond dealer in 1985, in the days when that seemed 
to be the key to success in the international bond 
markets. This year Kleinwort tried to sell a majority 
stake in the Treasury dealer to Fuji Bank; in the end 
it sold just 25%, since American regulators created 
obstacles. 

The point of having an overseas operation, it is 
now thought, is to gain the ability to exploit value- 
adding links:with other parts of the group. Paradox- 
ically, an overseas network is probably of more 
value at the outer edges of the pinwheel, where 
products are less global and profitability is higher. 
For instance Robert.Fleming, a British merchant 
bank that is strong in Asian stockmarkets, hopes to 
use its New York investment bank, Eberstadt, to sell 
Asian equities in America. This is an example of 
what is now called a "global niche strategy”. 

Many securities firms have abandoned the am- 
bition of building full-blown investment banks in 
each financial centre. They are now more modestly 
trying to build just the bit which will make use of 
what a particular centre can offer. Morgan Grenfell 
does not think that it could add much value in Ja- 
pan's domestic securities markets, so its securities 
operation in Tokyo is small, and it has not applied 
to join the Tokyo Stock Exchange. But Japan's at- 
traction for Morgan Grenfell is that it harbours the 
world's largest institutional investors. So one of the 
merchant bank's emphases in Tokyo will be money 
management, where it should be able to exploit its 
international reputation. 

Only a year ago, almost everyone (including this 
newspaper) parroted the view that in a few years' 
time there would be room for only “15 to 20 truly 
global investment banks". That view was based on 
the false assumption that investment banks could 
not ignore the core, capital-intensive markets in 
debt. It is true that there is not room for many 
global players in international bonds and swaps. But 
in international investment banking there is proba- 
bly room for more than 100 winners, with various 
global niche strategies, mostly avoiding the (not 
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completely rotten) core. 

Many of these winners will be middle-sized, 
adopting what has been called a “cluster strategy” 
by focusing on several groups of services, customers, 
geographies or functions. For example, Exco has 
money-broking subsidiaries in the main financial 
centres. An important business for Chase Manhat- 
tan is the clearing and registration of securities. 
Enskilda Securities provides a research-based ser- 
vice for European equities. Hambro has forged alli- 
ances with several continental banks so that it can 
provide advice on cross-border mergers and acqui- 
sitions. There may be little relationship or synergy 
between the various elements in a firm’s cluster; 
each should stand on its own as a profit centre. 


The power of placement 


Among the dwindling band of firms that retain am- 
bitions in the international debt markets, the bal- 
ance of power is shifting. Firms that have access to a 
powerful base of investors are doing better than 
those that are good at inventing new types of secu- 
rity and marketing them to borrowers. In McKinsey 
parlance, power is shifting from the hunter-gather- 
ers to the farmers. The advantage of the farmers— 
such as Union Bank of Switzerland or Daiwa Securi- 
ties—is that their close contact with investors gives 
them staying power if the markets are sticky, and in 
the long run allows them to undercut firms which 
cannot place securities so easily. 

It takes many years to build up a franchise with 
an investor base; but once the franchise has been 
created, it is relatively safe from competition. Retail, 
rather than wholesale, investor bases are the safest 
of all: Deutsche Bank knows that private investors 
who buy Eurobonds from its branches in West Ger- 
many will not easily switch to buying from, say, 
Merrill Lynch. 

Throughout most of the 1980s, hunter-gather- 
ers dominated the international capital markets. 
The American investment banks developed close 
relations with their clients, and got them to try out 
many of the exciting new ideas that they were so 
good at inventing, from flip-flop floating-rate notes 
to dual-currency bonds with currency warrants. In- 
novation seemed to be the secret of success: the 
bank that thought up a new wheeze would have a 
monopoly while borrowers and investors tried it 
out; by the time rivals had learned to emulate this 
"financial technology", the next new.gizmo would 
be in the pipeline. 

But an ability to innovate is no longer the ad- 
vantage it was for the J.P. Morgans and Salomon 
Brothers of this world. From the moment that one 
of those innovations turned nasty at the end of 
1986—the perpetual floating-rate note—investors 
became increasingly reluctant to buy every new- 
fangled gadget that appeared. Some of these inven- 
tions turned out to offer more benefit to the invest- 
ment bank than the investor, while others lacked 
liquidity. Over the past 18 months many institu- 
tional investors have shifted their buying power to- 
wards liquid and simple securities such as govern- 
ment bonds. 

The problem for hunter-gatherers is that it is 
much easier for rivals to break into their world of 
marketing and invention than it is for them to 
break into distribution franchises. That is why, even 
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though several firms have pulled out, Eurobond 
new issues remain the most competitive capital mar- 
ket in the world. The league tables on this page 
show that, where once American investment banks 
dominated, now the leaders are mostly. firms with 
strong retail placing-power: the big four Japanese se- 
curities houses, the big three Swiss banks and Deut- 
sche Bank. The sales forces of American firms tend 
to be geared towards a less secure and more compet- 
‘itive base of institutional investors. The Americans 
have also suffered from the weakness of the dollar 
over the past two years, since investors have been 
reluctant to buy their forte, Eurodollar bonds. 


Synergies live on 


Some western securities firms still talk bravely about 
straddling the global securities markets, and stress 
the synergies between various products. And some 
ate brazen enough to aim for leadership in other 
people’s domestic markets. Goldman Sachs, an 
American investment bank, is taken seriously in 
British corporate finance—a business at which it ex- 
cels in New York. In May, for example, it replaced 
Hill Samuel as Racal’s adviser, when it suggested 
that the electrical company could boost its value by 
floating off part of its Vodaphone carphone subsid- 
iary, an asset which the stockmarket had previously 
undervalued. 

Goldman’s success in this domestic market is 
the dividend it has earned for spending 20 years call- 
ing on British companies. Goldman also makes mar- 
kets in British equities and gilts, so that it can add 
them to the range of products that it puts through 
its worldwide sales network. Goldman wants to re- 
main active in London's international capital mar- 
kets, although it has reduced its commitment to less 
profitable bits such as Eurobond underwriting. 

Union Bank of Switzerland also has a chunk of 
Britain's domestic stockmarket, which it acquired 
through its purchase of a stockbroker, Phillips & 
Drew. "We need to be in domestic markets if we are 
to be strong on the international side, since they 
give more stable earnings," says Mr Robert Studer, 
president of Union Bank of Switzerland (uss). "We 
have not changed our plans at all in the last year. 
We want to be a global investment bank with impor- 
tant units in the main financial centres.” UBS is a 
leading underwriter of Eurobonds and was the first 
foreign bank in America to lead-manage a domestic 
bond issue. The bank's payroll in London, New 
York and Tokyo is growing. “We can afford to take 
a long-term view, since we do not have to worry 
cum quarterly returns or stock options," says Mr 

tuder. . 





UBS is famous for occasionally undercutting 
other banks to buy whole Eurobond issues, and 
then sitting on the bonds while it waits and hopes 
that interest rates fall. UBS can afford to take such a 
bold and long-term approach since it boasts SFr9.7 
billion ($6.8 billion) of capital and reserves and 
manages funds worth something more than its 
SFr160 billion of assets. 

The problem for Britain's merchant banks, 
some of which still nurse ambitions in international 
securities, is that they lack both the placing power 
and—apart from Barclays de Zoete Wedd (Bzw) and 
County NatWest, both owned by clearing banks— 
the capital. This has forced British firms to pursue 
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more delicate strategies than Union Bank of Swit- 
zerland. Warburg, Bzw, Kleinwort Benson, Morgan 
Grenfell and County NatWest want to be integrated 
investment banks at home, while making money 
where they can in New. York and Tokyo and in 










Warburg, the only British firm to rank among 
the top 20 in Eurobonds, remains the most faithful 
of this group to pre-crash strategic ideas. “It is hard 
to be medium-sized in securities, since you miss out 
on some of the synergies," says Sir David Scholey, 
the chairman. He points to just one example of such 
a synergy: British Airways uses Warburg Securities 
as its corporate broker, and recently asked the bank 
to lead a Eurobond issue. Sir David believes that 
leading firms in the international market will tend 
to be those which, like the “bulge bracket" houses 
in. America, combine expertise with strong 
capitalisation. | 

Sir Martin Jacomb, chairman of Bzw, is equally 
enthusiastic for synergies. "Sophisticated investors 
expect you to offer them the entire spectrum of 
products, from debt to equities. Even in equities 
they are starting to switch from one market to an- 
other." Bzw’s business mix is more domestic than 
Warburg's, though it is building up brokerage staff 
in New York and Tokyo. It has bought into (like 
Warburg) a stockbroker in Paris, and it has hired 
prominent teams of swap specialists and interna- 
tional bond traders. 

Like Warburg and Bzw, Kleinwort Benson 
wants to increase its corporate-finance and securi- 
ties business in New York and Tokyo from a rather 
low level. But it lacks BzW's capital backing or War- 
burg's aura of success, so it is having to tread more 
gingerly. Mr Jonathan Agnew, its chief executive- 

ignate, says that in the post-crash world 
Kleinwort will concentrate more on its competitive 
advantages (which include interest-rate swaps and 
British corporate finance). “If you are in the debt 
markets, as we are, you have to be in all the main 
currencies as investors rotate from one to another. 
But it is not clear that you have to go to the expense 
of being a market-maker in all these bond markets.” 

Of this band, Morgan Grenfell has moved fur- 
thest. away from capital-intensive markets, and the 
closest-to a “cluster strategy". It was able to make a 
cleaner break with the past because its embroilment 
in the Guinness affair in 1987 forced it to bring in 
new management. and reassess the direction it 
should take. Since Mr John Craven became its chief 
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Yankee corporate culture 


executive a year ago, he has fashioned the merchant 
bank around a few “core businesses": international 
fund-management; an integrated British investment 
bank, including the flagship corporate-finance divi- 
sion; and an investment bank in New York based 
on the purchase of C.J. Lawrence, which will con- 
centrate on equity broking and corporate finance. 
There is also the banking business, including export 
finance, which has little relation to the rest—apart 
from its ability to finance takeovers—but is a fairly 
risk-free source of revenue, as is the Morgan Gren- 
fell Laurie property-advice company. 

“The battle will be won or lost in the triad of 
London, New York and Tokyo," says Mr Craven. 
"Like many merchant banks we have been histori- 
cally orientated to the empire, with units in places 
such as Hongkong, Singapore, Australia and New 
Zealand." The new focus means that Morgan Gren- 
fell is pulling out of some of its more peripheral ac- 
tivities and units, such as New Zealand, the Hong- 
kong trust operation, risk arbitrage in New York 
and—where it once had great ambitions—Eurodol- 
lar bonds in London. Mr Craven sees little point in 
competing to ünderwrite Eurobonds—except for 
straight and convertible Eurosterling issues—since 
“that is a commodity business where price wins 
business and relationships count for little.” 


Pre-emption pickle 


These larger merchant banks want to be “vertically 
integrated” in Britain. That means they will under- 
write, trade, research and sell share issues. They be- 
lieve that without being integrated they could lose 
their lucrative corporate-finance business. Yet the 
smaller merchant banks have avoided the expense 
of investing in equity market-making. Lazard Broth- 
ers, Barings, Hambros and N.M. Rothschild con- 
tend that their advisory and underwriting work can 
continue nicely on its own; if a client wants to issue 
shares, such a merchant bank can team up with a 
broker to provide distribution. Around the time of 
Big Bang, two other merchant banks, Robert Flem- 





ing and Schroders, tried to take a middle path. In- 
stead of buying stockbrokers, they developed their 
own market-making and broking operations. But 
they both lost money and Schroders pulled out of 
making markets, retaining only the broking side. 

So which view is right? At the moment there is 
plenty of room for both strategies. One company 
will want muscular support from an adviser who can 
buy blocks of capital in the market during a take- 
over struggle, or underwrite a massive bid. Another 
will value a merchant bank simply for the indepen- 
dent brainpower it can bring to bear on a problem; 
if strength is needed, the company can probably 
hire a second adviser to lend it that support. 

The purely advisory firms have so far been at 
little disadvantage, since truly integrated invest- 
ment banking has not yet arrived. lt is still common 
for a company raising new capital to employ both a 
merchant bank as underwriter and a separate corpo- 
rate broker—either an independent firm, or one 
Which is part of a conglomerate—to price and place 
the shares. 

But if Britain's archaic practice of pre-emption 
rights were to disappear, the balance would swing 
firmly against the smaller merchant banks. The in- 
sistence by Britain’s investment institutions on 
their pre-emption rights means that companies rais- 
ing new equity have to offer existing shareholders 
the chance of subscribing to the new shares. If pre- 
emption rights were to wither away, as has hap- 
pened in America, new shares would no longer have 
to be distributed through such pre-determined 
channels. “Bought deals” would become possible, 
whereby a large investment bank could bid for an 
entire issue and’ sell the shares wherever it could 
find the demand for them. 

The institutions enforce this custom since it 
gives them first pickings of juicy new issues which 
are often priced at a discount. But this restriction on 
management’s ability to raise capital as freely and as 
cheaply as possible is arguably contrary to the 
shareholding investors’ own long-term interests. 
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From scenes like these, old Scotia’s grandeur springs, 


That makes her loved at home, revered abroad: 






Princes and lords are but the breath of kings, 






“An honest man’s the noblest work of God.” 


THE COTTER'S SATURDAY NIGHT. Robert Burns (1759-1796) 
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We believe Rabbie Burns would have 
been proud to do business with Murray 
Johnstone, Scotland's largest independent 
investment manager. A company with 
over 80 years’ experience giving canny 
Scottish investment advice. 

We offer international portfolio man- 
agement to corporate investors, and we 
believe we are well worth talking to. 

For further details please write to: 
Nicolas McAndrew, Murray Johnstone Ltd, 
1 West Nile Street, Glasgow Gl 2PX. 


Murray Johnstone Lid is a member of IMRO 
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The Economist Business Conferences 


An outstandina group ol speakers will parti ipate in each of our one day conferences 























LJ Training and Developing Britain's Managers — i] Leadership: Identifying and Developing Future Leaders 
The Management Charter Initiative and its Implications Cumberland Hotel, London, November 18, 1988 I 
' Royal Lancaster Hotel, London, June.2 2, 1988 Developing effective leadership is of critical importance to all I 
Organisations urgently require new skills, capabilities and competencies organisations. What is a leader and what kind of leader does your 
from their managers today. This conference will focus on the company need - now and in the future? How do you develop these I 
P development and training needs of managers and what is being done people? Practitioners, academics and international experts will share 
| nationally to meet this demand. their experiences. I 
I _] 1992: The New Europe - Getting to Grips with the Competition © East-West Trade Under Perestroika j 
CBI Headquarters, Centre Point, London, July 21,1988 Marriott Hotel, Vienna, December 1-2, 1988 
| ` By popular demand, we are repeating our April conference on the single East-West trade is moving into à new era. Next year will see both | 
European market. Organised jointly with the CBI, the conference will perestroika at a crucial stage and a new president in the White House. 
g p 
| focus on the specifics of preparing for change and how UK companies What is the outlook for Gorbachev's continuing reforms? Should the US J 
can make the most of the opportunities offered. help perestroika, and if so how? Under the new American leadership, will 
l US and COCOM trade limitations become | tricted? H oint 
' an rade limitations become less restricted? How are join 
1] 1992: The Implications for the Advertising Industry ventures working in practice? These and other topical issues in East-West 
I Marriott Hotel, London, September 12, 1988 trade relations will be explored. 
How should agencies react to the challenge of a single market? What 
i ill cli il = Wi For information on these conferences please check the appropriate 
practice be introduced? These and other key sues for averting willbe _Banles), complete the fom below, and return to: Christe Dur, 
l examined. Telephone 01 839 7000 (ext. 410). Facsimile 01 839 2968 l 
| O The Customer Focus: How to be Customer-Driven Name i 
I Royal Garden Hotel, London, October 10, 1988 Position I 
Organised together with the Tom Peters Group Europe, this conference Company 
fj will deal with the whys, whats and hows of being customer-driven.Tom I 
Peters will be our key-note speaker along with European CEO's and Address 
I front-line managers. e i 
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If you have Turkey in view for the future. 
you will need our long term-view 


Ever since TC ZIRAAT BANKASI was 
" founded,our main consideration has been to 
offer full banking services to local and 
international clients: With our 1200 branches 
nationwide and our international network 


stretching from USA to Middle-East, we are 
the major financial institution involved in the 
development of the agricultural sector. 
Wholly owned by the state TC ZIRAAT 
BANKASI can give the best security a bank 
can provide, and is the bank to portray your 
long-term interest in Turkey 


TC. ZIRAAT BANKASI 


"The state-owned Turkish bank” 





Head Office ANKARA Tix. 44217 zbum tr.. 44218 zbho tr 
NEW YORK Branch Tix 425067 zbny ur. 239445 zblx ur e LONDON Branch Tix 887582 zbank ġ 
FRANKFURT Representative Office Tix: 412668 zbtr d. 413458 zbfrt d 


Carnet Satin / Sean vn fn Samos 
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. The disappearance of pre-em tion rights would 
favour big investment banks with the capital to buy 
large issues. And the integrated houses would be 
helped by the more competitive pricing that would 
result from the competition to win deals: they could 
undercut combinations of merchant bank and bro- 
ker, which would each have to think of their own 
profit margins. Bought deals in Britain would prob- 
ably have the same effect as they have had in Amer- 
ica: equity underwriting would become concen- 
trated in the hands of well-capitalised, integrated 
houses. And since most British acquisitions are fi- 
nanced by share offerings, more takeover business 
would probably flow to firms that could provide ad- 
vice, underwriting and distribution. 


Middle-sized is beautiful 


Most of the smaller merchant banks accept that in 
the long term they will have to be able to distribute 
shares to protect their underwriting business. For 
the time being, however, Mr Andrew Tuckey, man- 
aging director of Barings, is content not to have 
bought a British stockbroker. "Some clients are 
sceptical about whether integrated firms can give 
dispassionate advice," he says. Mr Tuckey pointed 
out that Barings had gained business through being 
independent and not having big stock positions of 
its own: Pearson hired Barings to replace Warburg 
as its adviser, after Warburg Securities had annoyed 
Pearson by placing a block of Pearson shares with 
the potentially footloose Mr Carlo De Benedetti. 
"We may eventually need to be able to distribute 
shares in order to underwrite," says Mr Tuckey. 
"But right now there is too much overcapacity in 
the stockmarket for us to want to get involved." 
Barings is a classic example of how a medium- 
sized investment bank can flourish provided it be- 
comes specialised. With £200m of disclosed capital 
and 2,000 employees, Barings is much smaller than 
Warburg’s £600m and 4,000 employees. But it 
dwarfs Lazard Brothers’ £100m of capital and 600 
people. “We are extremely satisfied that views have 
changed in the last 18 months, so that one no 
longer feels one has to be a global player or a niche 
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firm," says Mr Tuckey. PAD, d 

- Barings’ principal activities are corporate fi- 
nance and, through a subsidiary called Baring Se- 
curities, Asian equities. Baring Securities has built 
up a broking and research business in Japan, Hong- 
kong, Singapore and Australia, based around its 
purchase, before Big Bang, of the Far Eastern side of 
Henderson Crosthwaite. Baring Securities has won 
a seat on the Tokyo Stock Exchange and is a leading 
trader in the Japanese convertible-bond and equity- 
warrant markets—which are both highly special- 
ised, highly risky and, usually, highly profitable. It is 
in such markets, a long way from the core of the 
pinwheel, that it is essential to have a physical pres- 
ence overseas: Barings needs on-the-spot intelli- 
gence to be able to service the British institutions 
which buy its Asian offerings. 

A third element of Barings’ “cluster strategy" is 
Eurosterling bonds. Barings vies with the likes of 
Warburg and csrB to bid for new issues, and to 
trade and distribute the bonds worldwide. Mr 
Tuckey admits that Eurosterling new issues them- 
selves are sometimes unremunerative, but says they 
are a flagship that gives the bank the credibility to 
engage in other, related activities in the capital mar- 
kets, such as private placements of bonds, arbitrage 
between warrants and shares, and covered warrant 
issues—in other words, the intellectual end of the 
international capital markets. 

There are other blobs in Barings’ cluster: asset 
management, property advice, venture capital and 
management buy-outs. Mr Tuckey readily acknowl- 
edges that there are few if any synergies between 
many of the bank's units. But he stresses that they 
are held together by the common theme of pursuit 
of high-quality business. 

The middle-sized merchant banks have flour- 
ished so long as they have played to their strengths. 
Lazard Brothers has wisely limited its ambitions to 
corporate finance. Hambros has concentrated on 
corporate finance, Australian dollar Eurobonds, 
treasury products and, increasingly, retail financial 
services through its estate-agency business. 
Schroders is geared to worldwide agency broking, 
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asset management and corporate finance. 
Medium-sized securities firms with more gen- 
. eral ambitions have experienced problems. Hill 
Samuel, for example, was quite strong across the full 
range of merchant-banking products and also led in 
some areas of consumer finance. But the stockbro- 
ker it bought, Wood Mackenzie, felt frustrated by a 
lack of capital for market-making and by the lack of 
a significant presence in Tokyo and New York. lf it 
was to compete effectively in the securities markets, 
Hill Samuel needed more capital. It came close to 
forging an alliance with Union Bank of Switzerland, 
but ended up falling into the arms of a largely retail 
bank, Trustee Savings Bank (Tsp), in October last 
year. P es 
TSB was keen to get Hill Samuel's consumer 
businesses, such as unit trusts, pensions advice and 
life assurance. And TsB hoped that the merchant 
bank’s treasury services, lending business and cor- 
porate finance would help develop its lending to 
middle-market companies. But the savings bank was 
uninterested in Hill Samuel’s securities activities, so 
it closed the loss-making Eurobond and gilt-edged 
units, and sold Wood Mackenzie to County 
NatWest. The cream of the corporate financiers did 
not relish the thought of advising mainly middle- 
market companies, so they left to join other firms. 
Thus the TSB's takeover has imposed on Hill Samuel 
the focus it previously lacked: consumer finance and 
advice for middle-market companies. 


Specialise or be clobbered 


Several other middling firms which failed to 
specialise have come unstuck. Guinness Peat, a 
group whose activities sprawled across merchant 
banking and many other financial services, suc- 
cumbed to a takeover offer by Equiticorp. This New 
Zealand-based acquirer plans to split Guinness Peat 
into two. The parents of two middle-sized interna- 
tional securities houses, EBC-Amro, and Orion 
Royal, pulled them out of the Eurobond market; 
neither firm was sufficiently specialised to compete 
effectively against much larger Eurobond firms. 
Lloyds Merchant Bank had been a small, though 
ambitious, international investment bank, but its 
parent tired of the losses and removed it from the 
gilt-edged, Eurobond and Eurocommercial paper 
markets; all that remained was a rump of corporate 
‘financiers to advise smaller clients. 

These firms failed to become specialised 
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| Ib THE City's chronicle of mismanagemént, west- 

— investment banks ern firms feature prominently. London's 50-odd 
statini io Japanese banks and securities houses have a better 

are ng record. Some have curbed expansion plans, but 

learn about none of the City’s leading Japanese houses has shed 
professional staff or quit businesses since the October crash. Few 
management. 9f them became over-extended in the first place. 
Japanese firms Japanese firms tend to stick to their poe rather 

than engage in knee-jerk reactions to shifts in the 


| $4 offer some lessons marker. In the short term, they often view market 


share as more important than profitability. 
The Japanese “city” (commercial) banks came 
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All takeover activity, local and foreign* 
; Value of 
bids bids 

S.G. Warburg 7,027 75 
Schroder Wagg 6,223 T3 
Morgan Grenfell 5,401 58 
Charterhouse 5,293. 46 

. Samuel Montagu 4,923 66 
Lazard Brothers 4,752 68 
Kleinwort Benson 4,343 44 
Goldman, Sachs 4,153 14 
Barclays de Zoete Wedd 4,130 41 
County NatWest 3,333 -42 
Morgan Stanley 2,977 16 
N.M. Rothschild 2,943 68 
Barings 2,510 © 26 
Credit Suisse First Boston 2,503 8 
Robert Fleming 2,037 50 
Shearson Lehman 1,642 18 
Dillon Read 1,517 4 
Hill Samuel 1,494 63 
Lazard Fréres 1,303 11, 
Phillips & Drew f+ SO a Te 
ol orig sae Source: PI Mages quis o a 
enough. The imperative in the new strategic think- 
ing is to focus on existing strengths. It sounds obvi- 


with this new consensus. 


are becoming strikingly 
ago, for example, the leading ten merchant ba 
did roughly the same things: trade finance, some 
lending, money management and corporate fi- 


This differentiation is good 
Specialisation equals better health. 





The art of management 
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to Londoti because regulations exclude them from 
some capital markets at home. The City is a play- 
school where they can learn the arts of investment 
banking in preparation for the day when they are ` 
them in Japan. The leading Japa- 
-are more ambitious, hoping 
to use their domestic strengths—including access to 
the world's largest pool of savings—as a lever to- 
becoming international investment banks. A 
third group of Japanese firms in London are the 
long-term credit banks. They share both the city 
banks’ exclusion from home markets and the securi- - 
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During the 1987 financial year Baie] Internationale , 


à Luxembourg once again recorded a "sharp. fu 


increase in its balance sheet and results. 


The balsncscshdet total amounts to Flux 369887 
million as compared to Flux 320, 210 million in the 
previous financial year; this represents an increase 
of 15.51 96. Within this, it is appropriate to draw 
attention in particular to the growth in customer 
deposits of 2238 96 in this the Bank's 131st - 
financial year. | ; 





As regards net profit, after allocations to provisions 
and depreciation, BIL recorded a rise of 32.29 96 
as against 28.20 96 in-1986 and, for the first time, 


broke the barrier of Lage milion Luxembourg 


francs. 


This sharp ti rise in net profit w was achieved after. 


making substantial allocations to provisions. - 
Among the latter, provisions for risks in respect. 
of countries experiencing balance-of-payments ` 
difficulties are now far. above me international 
average. 


The dividend per no increases Ey 13 96, from: 
Flux 380 to 430, and applies to.a capital which was. 
increased by 14 Tei in 1987. | | 








Our subsidiaries i in n Singapore and Lausanne as 


well as our branch in London largely contributed 
to the bank's expansion. 


Through the representative Offices in New York - 
Frankfurt and Tokyo, BIL has been able to 
strengthen .its. contacts. with the most important 
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Key figures for the 1987 financial year 
in millions sd francs 








279,300 320,210 369,887. 
. 205, 875 235,350 288,010 
42,825 49,573 43,689 
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provisions and 18,923 23,624 27,050}. 
borrowed capital ME RET. | 
“Gross cash-flow" > 4221 4582 4363] 
‘Netproft, 645 827 1094 
Distributed proft — — 357 472 607. 
- Net dividend 24 dr 335 fr380 fr 430 





*) Net profit plus taxes on profits plus depreciation and provisions less : 
earlier provisions released. 


1US$ = 35,35 Flux Ky 6th, 1988) 


If you would lik to have a copy of the Bank's annual. report 
. French, English or German, do not hesitate to contact our head offi 
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Banque internationale à Luxembourg S.A. eut 
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ties houses’ international ambitions. 

The Japanese impact on the City has so far been 
limited to “core” markets, where the commitment 
of capital and competitive pricing can win market 
share. Thus Japanese banks are taking an increas- 
ingly large share of both offshore and. domestic 
lending in London. The four big securities houses 
and the two big long-term banks dominate the Eu- 
robond new-issue market, where their close links 
with Japanese borrowers and investors provide a 
huge advantage. And the leading Japanese firms are 
no longer in the second division of international- 
bond trading. 

But they have yet to establish a toehold in those 
markets which depend on client relationships and 
on coming up with clever ideas—such as takeovers, 
corporate restructurings and sophisticated swaps. 
And because, most Japanese houses lack contacts 
with non-Japanese investors, they feature less prom- 
inently than British or American firms in the trad- 
ing of non-Japanese equities. 

Wise western investment bankers, however, 
should not forget the fable of the tortoise and the 
hare. Japanese firms may move much more slowly 
than American investment banks, but they gener- 
ally move after careful planning which may take sev- 
eral years and involves building up a consensus 
throughout the organisation. When a goal has been 
chosen, the whole organisation works towards it. 
This cautious approach means that Japanese firms 
usually have the right systems in place before they 
offer a new service. American houses, by contrast, 
often think of the service first, then knock up an 
interim system on a microcomputer and only much 
later worry about integrating that system with the 
rest of the firm. 

Troubled markets have not deflected Nomura 
Securities from its long-term ambitions in London. 


CENTRAL NORTHERN BM " 
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It’s our city too 
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Nomura has been king of the Eurobond market 
since it deposed CsFB as the top underwriter last 
year. "After the crash we slowed our expansion; for 
example, into French and German equities,” says 
Mr Hitoshi Tonomura, chairman of Nomura Inter: 
national. “But our basic strategy remains un- 
changed; our London payroll has simply stayed at 
530 instead of increasing to about 600 as it would 
have.” Political disputes permitting, Nomura will 
soon become a primary dealer in gilts. In May it in- 
creased the number of British shares in which it 
makes markets from ten to 19. Mr Tonomura says 
that Nomura’s worldwide strategy of localisation 
means that the firm must seek to develop relations 
with British investors. “There is a good synergy: Eu- 
ropean clients who have been buying Japanese equi- 
ties from us for 20 years will now be offered British 
shares by Nomura.” 

Localisation also led to the hiring of Mr John 
Howland Jackson earlier this year, to head Nomu- 
ra's Eurobond business. Mr Howland Jackson—for- 
merly with Kleinwort Benson, Morgan Guaranty, 
Kleinwort Benson again and Chemical Bank—is the 
first Eurobond superstar to have chosen to work for 
a Japanese firm. Nomura is understood to be paying 
Mr Howland Jackson considerably less than the 
£1m that Chemical paid him during the one year 
that he built up and then wound down that bank's 
Eurobond business. 

Nomura in London earned a record £57m in 
the year ending September 1987, and £13m in the 
six months following. Most of the profits came from 
Eurobond trading, sales of Japanese equities and 
new issues of Eurobonds linked to equity warrants. 
Mr Tonomura plans to expand in the money mar- 
kets, since dealing in commercial paper can increase 
contacts with corporations. In two to three years, 
says Mr Tonomura, Nomura may be active in cross- 
border mergers and acquisitions. 

Because the Japanese move slowly and by con- 
sensus, they have avoided some of the worst inter- 
nal ructions that have bedevilled many American 
firms in London. This year several head offices in 
New York became concerned about the declining 
profitability and soaring costs of their London sub- 
sidiaries. So they tightened reporting lines and cut 
back the strategic autonomy that the men in Lon- 
don had enjoyed. Resentful of this interference, se- 
nior managers resigned from the London opera- 
tions of Morgan Stanley, J.P. Morgan and Merrill 
Lynch. | 

The top people at the London offices of Japa- 
nese firms have seldom sought to develop their own 
fiefs or contradict head-office policy. "Our manage- 
ment culture works against the idea of indepen- 
dence,” says Mr Yoshiyuki Fujisawa, managing di- 
rector of the London subsidiary of Industrial Bank 
of Japan (iBj), a long-term bank. “If there was a prob- 
lem, we would not see it as one person's responsibil- 
ity, but that of the whole group, and we would dis- 
cuss it together. Even in good markets, it is assumed 
that success is due to support from the whole group 
rather than one individual." Mr Fujisawa says that 
he uses his discretion only if he is sure that his su- 
periors in Tokyo will support him. 

Such a culture of consensus can make it difficult 
for 1B} to react as quickly to a fresh market opportu- 
nity as, say, CSFB. But it does foster the team spirit. 











On 1B/'s trading floor; which is staffed entirely by 
Europeans, turnover is unusually low for a City 
firm. All the staff on the trading floor are encour- 
aged to express views on what the trading strategy 
should be; and they tell each other what they are 
doing, which helps to limit risk. The better people 
do get bigger bonuses, but these reflect an individ- 
ual’s contribution to teamwork rather than his or 
her direct contribution to profits. 

Japanese firms in London, however, have their 
own unique management problems, which stem 
from the clash of western and eastern corporate cul- 
tures. Few of them have managed to create so har- 
monious’a balance as IBJ. In many Japanese houses, 
western staff resent being excluded from real power 
and access to Tokyo. Japanese executives fume that 
Europeans doing the same job may be paid several 
times as much. This disparity in pay stems from the 
custom in all Japanese firms that their employees 
(except for foreigners) are shifted every few years to 
a completely different part of the organisation. 
Thus Japanese staff on postings to London cannot 
be paid more than those in Japan. On a short post- 
ing it is hard for Japanese executives to becóme ex- 
perts at their trade, and those that do may be 
tempted away to a gaijin firm for double the money. 

Mr Hideo Yamagichi, managing director of 
Long-Term Credit Bank International (LTCB), an- 
other long-term bank, believes that the only way to 
overcome this cultural tension is to reduce the num- 
ber of Japanese staff in London. Those that stay 
should remain for more than five years and get paid 
more than people elsewhere in the bank. "Japanese 
people should run the administrative side, as con- 
tact with Tokyo is necessary. But westerners should 
do all the business." Already, the only business area 
in LTCB which employs many Japanese people is cor- 
porate finance: a good way of teaching some skills to 
a young executive in London for a couple of years is 
to give him or her the relatively easy job of calling 
on clients. 

Nomura's thinking. has moved even further to- 
wards the "de-Japanification" of its overseas opera- 
tions. It will soon offer Japanese staff in foreign of- 
fices the chance to become “honorary westerners”. 
Those who chose to do so would be paid a western 
salary and would be expected to stay working at 
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their speciality, such as swaps, for many years. They 
would lose their fringe benefits, but would escape 
being posted back to Hokkaido as a bond salesman. 

Japanese banks and brokers have a better 
record at getting their computer systems right than 
western firms. Management consultants rate Japa- 
nése managers as usually more thorough in the way 
they examine the feasibility of systems and then im- 
plement them. “Systems are a key element in the 
strategic thinking of most Japanese firms," says Mr 
lan Marshall, of a firm of management consultants, 
Price Waterhouse. One example of how seriously 
they take systems is that Fujitsu, an electrical com- 
pany, is designing special sorts of dealing-room 
microchip for a group of securities houses. And a 
leading Japanese bank has commissioned Price 
Waterhouse to carry out a big survey on how new 
developments in information technology in Tokyo, 
London and New York could affect the banking 


and securities businesses. 


Sorrowful systems 


"Unlike those in many western firms, the top man- 
agers at Japanese houses are generally computer-lit- 
erate,” says Mr Marshall. “Their systems people do 
not work independently from the business doers." 
That is a lesson that British and American firms are 
just beginning to learn. The main reason that com- 
puter systems often prove inadequate or do not 
work is that the people designing them have had 
little contact with the users. Neither side has under- 
stood enough about what the other does. 

So far, few firms have taken heed and 
reorganised their information-technology depart- 
ments to bring them closer to systems users. One 
that has is Morgan Grenfell, which hired Mr Joseph 
De Fayo from Goldman Sachs earlier this year to 
take charge of its fragmented and rather backward 
computer. systems. He has split the information- 
technology ‘department into four smaller units 
which will be located organisationally and physically 
in the four main business streams of the bank—cor- 
porate finance; banking, securities and asset man- 
agement. This reform will improve Morgan.Oren- 
fell's cost accgunting, as well as encourage contact 


‘between systems staff and merchant bankers. “We 


will put our information-technology people on the 
same career structure as everyone else, giving them 
the chance to move on to become deal-makers if 
they wish to," says Mr De Fayo. “British firms have 
generally been even worse than American ones at 
viewing information technology as a 'below stairs' 
profession." e. 

The liberal-arts educational background of 
most chief executives hampers their ability to take 
the right decisions on whether, for instance, they 
should buy off-the-shelf software packages or de- 
velop their own; or whether they should aim for one 
unified system which does everything, or go for the 
more flexible option of sticking with multiple 
schemes: Bought systems come much cheaper, but 
they generally need to be tailored to fit the firms’ 
specific requirements, and sometimes cannot cope 
with heavy volumes. . 

Britain's new regulatory regime has forced se- 
curities firms into a dramatic upgrading of their sys- 
tems. For example, systems will have to be able to 
segregate clients’ money from their firm’s.own cash. 
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IN EVERY 
MAJOR FINANCIAL CENTRE 
THERE'S ONE BANK 
THAT'S THE PLACE TO WORK. 
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In Saudi Arabia it's Saudi American Bank. 


But it takes more than just professionalism to produce 
creative banking solutions in today's environment. 
At Saudi American Bank we harness the best people 
to the latest technology and a firm committment to service. 
It's a combination that has served us well, 
and our customers better. 


eS ues JI LL 
Saudi American Bank 


PO. Box 833 Riyadh 1421 - Kingdom of Saudi Arabia 
Telephone: (01) 477 4770 - Telex: 400195 SAMBA $J 
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the distance 
with Is Bank 


The road to a successful business transaction 
is not always smooth. Foreign terrain, unexpected 
twists and turns, hills and gullies can slow down 
your progress or even stymie your venture alto- 
gether. 


That's why a bank that knows the territory is 
invaluable. And in Turkey, Is Bank, as the largest 
financial institution in the private sector, knows 
the business of banking. 


is Bank has resources and talent other banks 
only dream about, like ten million accounts at 
Is Bank's 938 domestic branches. The Foreign 
Department in Istanbul works with the Bank's 
overseas branches and representative offices and 
with an extensive network of correspondent 
banks around the world in handling a large pro- 
portion of Turkey's foreign trade transactions. 
A leader in the maturing capital markets, 
İş Bank is also a major power in project finance. 


® 
In any of these IS TÜRKİYE İS BANKASI 
BANK B: 






areas, Is Bank can 
take you where you 





want to go. Reliability to count on 
Head Office: Branches abroad: | Frankfurt/Main W. Berlin Branches in the Turkish | Girne Cologne Stuttgart 
Ankara, Turkey London Kaiserstrasse 3 Main Branch Republic of Nonhero Tix: 57233 ish tk Thx: 8886609 isch d | Th: 722746 isch d 
Foreign Department: | 2! Aldermanbury D-6000 Frankfurt/Main 1 | Budapesterstrasse 50 | Cyprus : 
Abdi Ipekci Cad. No. 75 London EC2V 7HA Tek: (069) 29 90 10 D-1000 W. Berlin 30 | | 4 Representative dace A hh g | Gelsenkirchen 
80412 Maçka, İstanbul Tel: (01) 606 7151 Tix: 4189385 isch d Tel: (030) 261 1891 Tk od 13 abb d Offices: 217; ' The 824578 isch d 
Tel: (1) 133 03 60 Tix: 8951543 ubank g dmieaiurase 37 5 Ni v Munich Holland 


Tel: (030) 614 3034 Tix: 414143 isch d Tix. 34259 isban ni 
The: 181481 ischb d 
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They will have to record information about clients, 
which will be cross-checked when a transaction oc- 
curs, to ensure that the client is being dealt with in a 
way that suits his or her status. The time and details 
of each trade must be recorded. And systems will 
have to monitor the risk exposure to individual 
counterparties which arises from the settlement 
process. 

Securities houses should be grateful to the regu- 
lators for making them improve their back-office 
systems. Most firms invested heavily in expensive 
technology for their dealing rooms— "the front of- 
fice" —so that they could gain access to real-time in- 
formation on the risks from their securities posi- 
tions. But the front office cannot provide the whole 
risk picture. To know that, a firm must add in essen- 
tial information that comes out of the back office, 
such as counterparty risk, settlement risk and profit 
and loss. But this material is normally available only 
after 24 hours. Few firms have systems that combine 
front and. back office. Some, such as Bzw and 
Kleinwort Benson, are thinking of creating a "mid- 
dle office", which would pool information coming 
out of both the front and the back offices. A middle 
office could analyse, integrate and display for senior 
management a firm's total risk position and its 
profit and loss account. 

An investment bank with smooth and unified 
systems has a huge competitive advantage. Morgan 
Stanley is perhaps the only firm that can claim a 
worldwide system, TAPS, that does almost every- 
thing, front and back office, domestic and interna- 
tional. In 1986 Morgan Stanley sold TAPS to EDS, 
which marketed it as a package called Tradepro— 
the only large, unified system on the market. 
Citicorp, Bank of America and Security Pacific were 
among those who bought it. But few of the purchas- 
ers could get it to work and some of them have given 
up trying. It turned out that a system that Morgan 
Stanley had spent years building up and evolving 
did not transplant easily. 


One way to escape the systems 
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Despite the cost and the effort, most large firms 
will continue to strive for a single, unified system. 
"One global system makes it cheaper for you to pro- 
cess each transaction and it's more efficient," says 
Mr Bob Raziano, chief operating officer of Shearson 
Lehman Hutton in London. "Every time you have 
an interface between different systetns there is an 
opportunity for a screw-up.” This is because with 
multiple systems, clerks have to key information 
manually from one network to another. In America, 
Shearson Lehman has two big systems, one for the 
front office and one for the back. That simplicity 
allowed it to digest the systems of broker E.F. 
Hutton—involving 1.2m accounts, $38 billion of as- 
sets and 143 branches—in just three weekends ear- 
lier this year. Mr Raziano says it will take three years 
to integrate his firm’s international systems with 
those in New York, currency being a complication 
with which the two domestic systems have not had 
to cope. 


The new breed 


Mr Raziano is one of a new breed of professional 
managers that is coming to the fore in the City. 
Such men wax lyrical about the relative merits of 
different software companies and enjoy drawing in- 
tricate diagrams of the settlement process. Mr 
Raziano took up his appointment in London last 
summer, charged by his boss, Mr Peter Cohen, with 
the mission of controlling runaway costs. Mr Cohen 
is himself perhaps the apotheosis of an investment- 
banking chief for the 1990s. He rose to the top 
partly through his systems skills and cost-cutting 
abilities, and now he attracts the profiles in glossy 
magazines that a few years ago went to the consum- 
mate trader, Mr John Gutfreund of Salomon 
Brothers. 

Mr Raziano took on a London office of 1,475 
staff. Since then, Shearson Lehman has acquired 
E.F. Hutton’s 360-man London team.: Yet Mr 


Raziano has brought the total number of employees 
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down to 1,200. “We need professional managers 
rather than traders to run the office, that is people 
who can rise above the product lines, converse with 
the accounts department and build bridges between 
the front and back offices," says Mr Raziano. 

This approach. is highly unusual in the City. 
Most investment banks and merchant banks are 
managed by people who were good at earning reve- 
nues. Such chief executives like to stress that they 
still spend time working on big transactions such as 
takeovers. But Mr Raziano was never a clincher of 
deals. He previously worked as a management con- 
sultant and at Citicorp in its data-processing and 
correspondent-banking divisions. 

Mr Raziano claims that it does not matter that 
he does not understand the nuances of the business. 
"[nvestment bankers like to think their own prob- 
lems are unique, but I relate them to those of other 
businesses: it comes down to marketing, sales, fi- 
nance and administration. The manager of a shoe 
factory could be transplanted to run a securities 
firm, so long as his personal chemistry was good.” 

Such an approach is especially suitable for 
Shearson Lehman Hutton, since the organisation 
includes a retail-brokerage network and 40,000 staff 
worldwide. But the merchant banks too are finding 
a need for professional managers at the top. N.M. 
Rothschild plucked Mr Fred Vinton from J.P. Mor- 
gan to become its chief operating officer. And at 
Lazard Brothers, Mr David Verey, the deputy chief 
executive, fulfils a similar role. "Now that the mix of 
businesses in a merchant bank is so huge, you can- 
not leave management solely to practitioners, for 
they have a natural tendency to promote their own 
patch," says Mr Verey. “A few years ago, so long as 
someone made money we did not worry about his 
costs—we had a chief accountant who got the num- 
bers right. Now we budget carefully our costs and 
revenues whenever we can." Mr Verey spends 9096 
of his time on management. The problem for a man- 
ager in that position is that merchant bankers win 
esteem from colleagues by doing deals. 

Some of the best investment bankers are aller- 
gic to systematic management, "Machines can make 
shoes, but investment banking is about people," 
says Mr George Magan, who left Morgan Grenfell 
earlier this year, having been one of its leading take- 
over stars. “If your product i$ a homogeneous com- 

ity, you can apply conventional management 


| techniques, but not if you're adding value. A chief 


executive's personal. relationship with a company 
can lead to large deals. Prima donnas are hard to 
manage and may leave if the chap at the top'doesn’t 
understand markets.” 

Kleinwort Benson's Mr Agnew points out that a 
chief executive who did not understand market risk 
could lose his firm more than people. “You cannot 
run’investment banks as a hierarchy, you need a 
partnership atmosphere," says Mr Agnew. “The 
trick is to keep together individualistic, able people, 
who can’t all be chief executive, and yet have 
controls.” | 

Mr Magan's departure from Morgan Grenfell 
shows that the trick is hard to perform. Before the 
Guinness scandal emerged, Morgan Grenfell’s cor- 
porate financiers enjoyed a free rein. But as Morgan 
Grenfell began to adopt tighter management, Mr 
Magan decided that he would prefer to run his own 





firm. Together with Mr Rupert Hambro, he 
founded a corporate-finance boutique, Hambro 
Magan. Several Morgan Grenfell clients, including 
General Cinema, which has bought a stake in 
Cadbury-Schweppes, are using Hambro Magan as 
an additional adviser. Mr Magan thinks that Ham- 
bro Magan will give him more fun and more money 
than Morgan Grenfell. The corporate financiers at 
that bank grumbled that they had to subsidise the 
unprofitable securities side. 

Mr Magan’s exit from Morgan Grenfell bears 
some resemblance to that of Mr Bruce Wasserstein 
and Mr Joseph Perella from First Boston earlier this 
year. They took 20 colleagues with them to form an 
investment-banking boutique. Mr Wasserstein and 
Mr Perella had complained that their merger and 
acquisition department made two-thirds of First 
Boston's profits in 1987. Mr Magan griped that in 
1986 mergers and acquisitions made two-thirds of 
Morgan Grenfell's profits. 

A similar desire to escape from expensive over- 
heads influenced Mr Brian Winterflood, who left 
his job as head of equity trading at County NatWest 
to set up Winterflood Securities. Backed with capi- 
tal from Union Discount, the new venture began 
trading in May, specialising in dealing on the un- 
listed securities market. Twenty traders and back of 
fice staff have moved from County NatWest's finan- 
cial department store into Mr  Winterflood's 
boutique. 

Mr Winterflood found it hard to adjust to the 
brave new, post-Big Bang City. Having begun work 
as a messenger 30 years ago, he was running a job- 
ber, Bisgood Bishop, by the time County NatWest 
bought it in 1986. "Bisgood was just 105 people, so 
when we joined a 2,500-man outfit one lost the feel- 
ing of being an individual," he says. The bureau- 
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cracy and the internal politics irked Mr 
Winterflood, as did the allocation of central costs in 
what he considered to be unfair proportions to his 
own profit centre. “Every time you picked up the 
phone you had to make £10,000 just to pay for your 
overheads,” Mr Winterflood claimed. Like others 
choosing to work in boutiques, Mr Winterflood 
reckons that his firm will get a competitive edge 
from the motivational effect of his staff having eq- 
uity stakes. 

The stories of Morgan Grenfell and County 
NatWest in London echo those of First Boston and 
Salomon Brothers in New York. All four grew un- 
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The City 


j Re: driving force behind much of the City’s vig- 
our since the early 1960s has been its flourishing 
offshore business. International markets dropped 
anchor in London not because Britain's economy 
supplied the largest group of borrowers, or inves- 
tors, but because the regulations were benign. 
American banks made international loans from 
London because it was free of the costly minimum 
reserve requirements that they faced at home. Euro- 
pean banks created the Eurobond market when 
President Kennedy’s interesteequalisation tax 
penalised foreign-bond issues in America. Stiff laws 
in other centres, such as Zurich's stamp tax which 
discouraged securities trading, ensured that London 
became the focus for trading international bonds. 
Once these accidents of history had made the 
City an offshore centre, it attracted related new and 
growing markets. Foreign exchange, Euro- 
certificates of deposit, Eurocommercial paper, 
swaps and international equities all gravitated to 
London. Investors in these markets were largely 
professional, and ethical standards were high. So 
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usually fast, even by the standards of the business, 
and were subject to little discipline from manage- 
ment. A ‘free-wheeling and innovative culture 
brought these firms success, but ultimately contrib- 
uted to the problems from which they have suffered 
in the past two years: some sailed too close to the 
wind of the law, while they all had to cope with trad- 
ing losses, inadequate systems and dreadful internal 
politics. The four have now spawned a plethora of 
boutique investment banks. And the more that pro- 
fessional managers create bureaucracies in the big 
investment houses, the more boutiques will spring 


up. 





the authorities saw little need to interfere in the 
markets. 

Given that history, many who work in the 
City's international area find it bizarre that a British 
government committed to free markets has now im- 
posed a regulatory regime much stricter than that in 
any other western country. The impetus for the new 
system of regulation came from two scandals of the 
early 1980s, in which private investors lost their 
money to fringe securities companies. Yet the 
stockmarket and Euromarket firms that are now be- 
ing clobbered by the new rules have had nothing to 
do with those or similar scandals. 

Will bureaucracy now drive away the foreign 
firms who came to London for the lightness of its 
rules? Sir Nicholas Goodison, outgoing chairman of 
the International Stock Exchange, fears that the 
complexity and cost of compliance with the new re- 
gime could lose London business. Like many chief 
executives in the securities industry, he hopes that 
the government will not enforce section 62 of the 
Financial Services Act. Section 62 would allow in- 
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vestors to sue securities firms for breaching rules, 
and has therefore led to excessively lengthy and le- 
galistic rulebooks. If the government waived section 
62, the rules could be simplified and based on gen- 
eral principles. "The stock exchange has done all it 
can to make London competitive by reforming it- 
self, but at the same time the Financial Services Act 
has been harming London's competitiveness in Eu- 
rope," says Sir Nicholas. 

The new act requires securities houses to join a 
self-regulatory organisation (SRO)—such as,. for 
stockmarket and Eurobond firms, The Securities 
Association (TSA); and to join various designated 
and recognised investment exchanges, such as the 
International Stock Exchange (ISE) or the Associa- 
tion of International.Bond Dealers (AiBD). The SROs 
regulate the firms, while the exchanges supervise 
the markets. The rulebooks of both have to be 
equivalent to those of the Securities and Invest- 
ments Board (siB), which stands at the apex of the 
new system and receives its powers from the secre- 
tary of state for trade and industry. 

This regime hits the City's securities markets 
principally through capital requirements and the 
rules governing the conduct of business. The latter 
hurt private-client business much harder than the 
wholesale markets. Before dealing, a salesman must 
get his priváte client to sign and return a 15-20-page 
customer-agreement letter, which lays down the 
bourids of their relations—for example, the custom- 
er's investment objectives, the conflicts of interest 
he or she may be subjected to, the range of services 
the firm can provide, and the procedures by which 
it must handle a client's money. Much of the letter is 
taken up with complicated legal clauses, whose in- 
tention is to protect the salesman rather than the 
investor: if something goes wrong, the salesman 
needs to be covered against the chance of being 
sued. Once the agreement is in place, the salesman 
still has to follow several procedures when dealing 
with the client. For example, he must provide "best 
execution" —that is, shop around for the best 
price—and must disclose any material interest such 
as positions of stock held by his firm. 

Aggravated by the need for new compliance of- 
ficers and computer systems to monitor dealing, the 
cost base of private-client business has soared. This 
is polarising stockbrokers into wholesale and retail 
firms. Many that formerly did both—such as Phil- 
lips & Drew, Messel (part of Shearson Lehman 
Hutton) and Hoare Govett—have spun off their re- 
tail business or wound it down by raising fees and 
the minimum size of bargains. Such City firms, with 
inherently high overheads, reckon they’ cannot 
compete against low-cost regional firms or the clear- 
ing banks which have the advantage of branch 
networks. 





Professional escape 


Private-client stockbrokerage is a business which is 
unlikely to slip across the Channel. But London's 
wholesale markets are potentially footloose, given 
that electronic technology can make the location of 
securities staff almost irrelevant to their work. In- 
deed, it was because some British institutions had 
the nous to avoid fixed commissions and stamp 
duty in London, by buying British shares (in the 
form of American Depository Receipts) in New 





Ready for 1992? 


York, that the government lit the fuse to Big Bang as 
a means of bringing the business home. 

Fortunately for London, the condode afe 
ness rules touch a salesman dealing with a profes- 
sional investor more lightly. But the salesman. must 
take some trouble to investigate the investor's cir- 
cumstances, and be able to document how he or she 
arrived at the conclusion that the investor was pro- 
fessional. The salesman must send the client an 
eight-page Terms of Business document, which cov- 
ers the basis on which an investor wants to deal, 
such as whether the salesman may "front run"— 
that is, take positions in a stock before making^a 
research recommendation—and whether he. will 
provide "best execution". This regime will not 
make a major impact on the wholesale equity or Eu- 
robond markets. Dealing between two securities 
firms is easier still: they must send each other notes 
saying that they treat each other as market profes- 
sionals, and they must keep records of how they 
made that decision. 

The Eurobond market has succeeded in getting 
most. of the rules it did not like modified. Initially, 
sip’s rules banned "stabilisation", which -was 
branded as market manipulation. This is the prac- 
tice by which lead managers support the price of a 
new issue to ensure a stable market and to guard 
against co-managers who try to profit by selling 
short. Stabilisation will probably be allowed, so long 
as the firms practising it inform the market of what 
they are doing. The Eurobond market also won a 
battle with SIB against the imposition of firm 
prices—a rule that would have forced the dealing 
houses to deal at the price they advertise. 

But sis still wants to make it compulsory to re- 
port trades on a real-time basis. Eurobond traders 
complain this will be time-consuming and involve a 
heavy investment in computer systems. They point 
out that nowhere in the world—even in America— 
do bond markets have to report trades, since, unlike 
equity markets, they are largely professional. But the 
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regulators argue that in a case of questionable deal- 
ing they must be able to search back through de- 
tailed records. The AiBD is working on a new trade- 
matching system for its members that may be able to 
fulfil the reporting function. 

There are a 1001 little needles about the new 
regime that annoy—such as the requirement to 
print on headed notepaper the names of every regu- 
latory authority a firm belongs to. But for the City's 
wholesale markets, the new trading and conduct-of- 
business rules boil down to a painful, additional cost 
to systems, the payroll and management time. They 
do not threaten the business itself. 

A more serious threat to the City's interna- 
tional competitiveness comes from new capital re- 
quirements. Until now most foreign firms in Lon- 
don have got by with only nominal sums of capital; 
they reckoned that the strength of their parents 
guaranteed their soundness. But TSA*has imposed 
three sorts of capital requirement on its members: 
@ Position-risk capital guards against a sudden drop 
in the value of securities: each type of bond or share 
requires a certain percentage of capital to support it, 
with volatile securities requiring more. 

@ Base capital needs to be equivalent to 25% of a 
firm's annual costs, and guards against the risk of a 
sudden drop in profitability. | 

€ Counterparty-risk capital protects against credit 
risk in the settlement system. 

Most foreign firms will need a lot more capital. 
One of New York's top investment banks is boost- 
ing its London capital from $100m to $250m. Other 
examples are less extreme; for example, Industrial 
Bank of Japan is doubling its capital to about £65m. 
But everyone's return on equity will suffer. 

Most bankers accept the need for. capital re- 
quirements. Both financial companies and the pub- 
lic feel safer when they deal with a firm that boasts 
enough capital to make it bust-proof. But capital 
rules make sense only as long as firms competing in 
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the same market are subject to the same rules. The 
problem with the City’s capital regime is that the 
playing field is uneven both within Britain and be- 
tween Britain and the outside world. 

Territorial overlaps between siBand the Bank of 
England have led to some curious anomalies. In the- 
ory the Bank is responsible for banking, and. sib 
(through TSA) for securities. But the Bank will act as 
“lead regulator” for a company involved in both se- 
curities and banking. This means that TSA delegates 
to the Bank of England the monitoring of securities 
business in banks. As lead regulator, the Bank must 
ensure that such.a bank complies with TSA's capital 
rules (which come into force next October) as well 
as its own, In practice banks will have to worry prin- 
cipally about the Bank of England's. requirements, 
since they will be much stricter than those of TSA. 


Tough Old Lady | 

The Bank of England's harsher position-risk re- 
quirements are based on conversions of securities 
positions and underwritings into equivalent 
amounts of credit risk, which are then subjected to 
the same risk-asset ratios as normal bank assets. A 
typical Eurobond position could require 2-5% of 
capital under TSA rules but need 10% under Bank 
rules. Thus securities houses have an advantage 
over banks and merchant banks—except those 
banks that put their securities business into sepa- 
rate, hon-banking subsidiaries. 

There are other imbalances between banks and 
securities houses. The Bank of England insists on 
tighter definitions-of-what counts as capital than 
TSA. The Bank says that subordinated debt can only 
count as capital if its original maturity is over five 
years and it is paid in; TSA allows short-term loan 
capital and undrawn facilities from a parent. 

The biggest grievance from banks active in se- 
curities markets is the lead regulator's “large expo 
sure" rule. The 1987 Banking Act insists that a 
bank's total exposure to one company cannot ex- 
ceed 2596 of its capital, unless it asks permission. 
Exposures stemming from a bank's lending, its se- 
curities positions, its underwriting, its settlement 
risk, and all its operations worldwide have to be 
added up. So far almost no bank has the computer 
systems that can readily calculate group-wide expo- 
sures to particular credits. TSA has no equivalent 
large-exposure rule, though it requires extra capital 
for concentrations of position risk. 

This rule probably hits the City’s wholesale 
markets harder than:any other single provision of 
the new regulatory regime, yet it stems from the new 
Banking Act rather than the 1986 Financial Ser- 
vices Act. The chief executives of some merchant 
banks claim they are considering tenouncing their 
banking licences. They complain that the large ex- 
posure rule takes no account of the quality of the 
asset: the 25% limit applies equally to ici and 
Tinpot plc. "It takes away from bankers the need to 
use their own judgment. It lumps together a 24-hour 
underwriting and a ten-year bank loan," com- 
plained one chief executive. 

The large-exposure rule is particularly painful 
for banks which specialise in Eurobond underwrit- 
ing. Rather than treat them as straight loans, the 
Bank converts underwritings into credit-equivalent 
amounts, on a formula borrowed from TsA. But 
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while TSA demands no capital to support an under- 
writing during its first 24 hours, the Bank offers no 
such free period. 

CSFB squealed loudly when the large exposure 
rule came into force in April. Owned jointly by First 
Boston and Crédit Suisse, CsrB is a bank with only 
about £50m of capital in its main London subsid- 
iary. New Eurobond issues frequently take CSFB 
over the 25% limit. On one occasion, when CSFB 
asked the Bank permission to underwrite a $150m 
New Zealand dollar issue late one afternoon, the 
Bank took half an hour to give it the go-ahead. Eu- 
robond firms such as CSFB complain that a delay 
that long could lead to a deal being lost. 

To Eurobonders—traditionally allergic to any 
regulation—the large-exposure rule is yet another 
example of the Bank of England's failure to appreci- 
ate the difference between loans and securities. 
Loans are illiquid, so entail credit risk; but since 
there is. normally no market price, position risk is 
not a concern. Securities, however, are usually liq- 
uid, so are subject to little credit risk; but because 
their value may suddenly fall, they carry position 
risk. Thus Eurobond folk think it is ridiculous for 
the Bank to regulate securities like bank loans, by 
turning positions into credit-equivalent amounts. 

A bank which chafes against the regulation of 
its securities business has several choices. It could 
put some of its underwriting through affiliates in, 
say, Luxembourg—an option seriously considered 
by some Eurobond houses. It could give up/being a 
bank, though it would then lose the advantage of 
cheaper borrowing that banks have over securities 
houses. It could set up a special non-bank subsidiary 
for its securities business; some merchant banks al- 
ready conduct. equity trading in such subsidiaries, 
but they too lose borrowing advantages, and they 
require a fixed amount of capital that can no longer 
be moved freely about the rest of the organisation. 
Or it could increase its capital. 

Mr Brian Quinn, executive director in charge of 
the Bank of England’s supervision department, says 
that for the large-exposure rule—though not the 
other capital requirements—the Bank would accept 
parental guarantees rather than paid-in capital. But 
he denies that.the Bank is over-cautious on large 
exposures. "Underwritings are getting larger, and 
the incidence of stick is rising," he said. "Stick" oc- 
curs when an underwriter cannot place the bonds 
or shares. Mr Quinn might have mentioned, 
though he did not, a couple of striking examples of 
"stick". Last September County NatWest was left 
holding 9.596 of a £837m rights issue for Blue Ar- 
row; when the stockmarket crashed in October, the 
merchant bank had to make a loss provision of 
£49m. Then in May of this year Robert Fleming 
could not place a rights issue which it had under- 
written for Thomas Robinson, a client that it was 
advising on a takeover; the merchant bank ended 
up with a liability to buy shares worth £125m— 
equivalent to half its capital. 

Mr Quinn maintains that securities houses 
should be subject to different capital requirements 
from banks. He points out that securities houses 
need capital mainly for liquidity, to finance their as- 
sets, and should therefore be allowed short-term 
capital. But banks need capital to pay off depositors, 
so their capital should be permanent and certain. 
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But why penalise banks that trade in securities? 


"Even if a bank has most of its assets in securities 
rather than loans, it is still funded from public de- 
posits,” says Mr Quinn. He also points out that hav- 
ing a banking licence brings benefits. "Authorised 
institutions can fund themselves more cheaply, 
party because the Bank of England supervises 
them." 

Mr Quinn believes that in the long-term the 
banking and securities supervisors will work to 
reach agreement on definitions of risk. But he says 
there is no point in trying to tackle the more diffi- 
cult capital question while the Group of Ten central 
bankers are still working on the convergence of cap- 
ital requirements for banks. To tackle the former 
problem now would complicate the latter. 
European tilt 
More serious than the unlevel playing field between 
the Bank of England and.siB is the much steeper 
slope between the City and the rest of the world. No 
other country has anything like Britain's conduct- 
of-business rules. And only America insists on simi- 
lar sorts of capital requirement. 

This creates a risk of "regulatory arbitrage”: se- 
curities business could move towards countries with 
the gentlest rules. The world's central bankers 
have—after a dozen years of painstaking talks—at 
last agreed on common principles for deciding how 


. much capital banks need to support their assets. But 


virtually no progress has been made towards the 
harmonisation of securities regulation. The Bank of 
England and siB have talked about securities regula- 
tion with America’s SEC and Federal Reserve. But 
other countries, such as Japan, so far show no signs 
of joining the talks. 

The most immediate danger of regulatory arbi- 
trage comes from the imbalance between Britain 
and Europe. The European Commission has laid 
down the general principle that by 1992, financial- 
service companies that are licensed by their home 
authorities should be able to do business anywhere 
in the Community. This has caused alarm in Lon- 
don. Suppose a securities firm based and authorised 
in Greece were to sell shares through a London of- 
fice; it would have a competitive advantage against 
British or non-EEC firms that were subject to their 
host country's strict capital requirements. 

There is concern in the City that the commis- 
sion could try to impose “home regulation" on the 
Community before any progress has been made to- 
wards common standards of securities regulation. 
Although Brussels produced a directive on bank 
capital requirements in February, nothing has yet 
appeared on the regulation of securities companies. 
One obstacle to any common EEC approach is that 
responsibility for regulating capital markets is often 
unclear. In France the Bank of France is effectively 
in charge; but in Italy and West Germany no one 
body is responsible for regulating securities. 

The City’s regulators fear that if the EEC went 
for licensing by the home authority before 

onisation, to protect British investors they 
would have to stick unilaterally with the host regula- 
tion that applies today. That might be in contraven- 
tion of EEC law. ~ 

Officials in Brussels contend that the City 
should not under-rate the commission's ability to 
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est levels” of securities regulation. They say 
they would not want to impose home regulation be- 
fore having achieved harmonisation. Officials are 
“about to start consulting” members before produc- 
ing a directive on securities companies by the end of 
this year. The directive will cover rules for broking, 
dealing, market-making and portfolio management, 
and the scope for host against home regulation. But 
many issues, including the crucial area of capital ad- 
equacy, will have to await future directives. 

Many of the City's regulators, however, are 
sceptical of the commission's ability to get Europe 
to adopt the “highest levels”. “With the advent of 
majority voting in the EEC, it is unlikely that other 
member states would vote for a degree of regulation 
as comprehensive as that in Britain,” says Mr Ste- 
phen Raven, chairman of the isE's 1992 committee. 
"The most likely outcome is a raising of standards in 
Europe, matched by a levelling down in Britain.” 

At the Bank of England, however, Mr Quinn is 
optimistic that Europe will endorse the idea of set- 
ting aside capital to support position risk. “The first 
step towards convergence of capital rules should be 
for universal banks to strip securities out of their 
balance sheets and treat them separately from 
loans,” says Mr Quinn. “Already some European 
banks accept the principle of marking swaps, fu- 
tures and options to market." Mr Quinn thinks the 
practice of market pricing will spread to bonds and 
shares, and notes that in Germany, after the painful 
experience of the October crash, banks quickly be- 
came highly conscious of the position risks inherent 
in their securities holdings. 


Continental catch-up 


While London makes itself a less attractive financial 
centre, some of its rivals have been tarting them- 
selves up. It was archaic practices on the Conti- 
nent's fusty stock exchanges that pushed much in- 
ternational share trading to London. Many 
European exchanges suffered, for example, from re- 
stricted trading hours, once-a-day price fixing, fixed 
commissions, a lack of market-makers, onerous 
stamp or turnover taxes, and the exclusion of for- 
eign brokerage firms. 

Inspired by London’s Big Bang, many European 
exchanges are now modernising themselves. Ma- 
drid, Milan and Amsterdam are dropping many of 
their more old-fashioned practices, while Paris has 
made the clearest bid to achieve a modern stock ex- 
change on a par with London or NASDAQ. By the 
time the bourse’s current wave of reforms is com- 
pleted in 1991, it will boast negotiated commissions, 
screen trading, brokers prepared to take positions 
and foreign ownership of firms. Paris has also intro- 
duced an electronic settlement system far ahead of 
London's antiquated and paper-based model. 

Before last October's crash, more than 30% of 
turnover in the top five French shares often took 
place in London, on the isE's SEAQ International 
screen-based system. That percentage has since 
fallen, as the cross-border investment which went 
through London now represents a smaller propor- 
tion of total dealing in French shares. London's 
slice of French equity trading will probably fall fur- 
ther, when the dozen foreign firms that have bought 
French brokers transfer their traders to Paris, and 
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when the bourse's reforms take away SEAQ Interna- 
tional's advantages. 

To boost its appeal to foreign financiers, Paris 
has done more than modernise the bourse. It spon- 
sored new markets such as commercial paper and 
the MATIF financial-futures exchange—where vol- 
umes have overtaken London's LIFFE. The govern- 
ment has revamped its own bond market on the 
American model, and allowed foreign firms such as 
J.P. Morgan to become primary dealers. 

Attracted by deregulation and reform, foreign 
investment banks have opened new branches and 
subsidiaries in Continental centres. The Swiss 
banks’ modest relaxation of their monopoly on 
Swiss-franc bond underwriting has encouraged Zu- 
rich's contingent of foreign banks. Frankfurt's slow- 
moving plans for a futures market will enhance its 
appeal. The ending of the fee cartel on Dutch bond 
underwriting has given succour to Amsterdam's 
growing band of foreign firms. 

Some investment banks are moving staff out of 
London into their new continental offices. Thus 
Merrill Lynch has shifted both its team which cov- 
ers French companies and its French-franc bond 
traders to Paris. Merrill’s Swiss-franc and D-mark 
bond traders are relocating to Zurich and Frankfurt 
respectively. J.P. Morgan has similarly filled out its 
continental offices with former London staff. = - 

It is pull from the continent rather than push 
from the City that has so far caused this moderate 
movement of staff. But as the various teeth in the 
Financial Services Act start to bite—and some have 
bitten already—some of the City's more peripheral 
businesses could depart. "Non-British firms will re- 
view their projects in London, and consider alterna- 
tives where the transaction costs are less," says Mr 
Studer of uss. “We believe the authorities will be- 
come more reasonable, otherwise I could imagine 
some of the international equity and bond trading 
leaving." If the new chairman of sis, Mr David 
Walker, were to get some of the rules relaxed, prob- . 
ably little business would leave London. But even if 
the regime does not soften, it is unlikely—despite 
sabre rattling—that all chat much business would 
leave, except for those markets which could gravi- 
tate towards a local currency. 

Most of the leading foreign firms in London 
take a more sanguine view than Mr Studer, and 
seem readier to sweat out the inconveniencies. The 
views of Mr Geoffrey Elliott, who is responsible for 
Morgan Stanley's strategy, are typical of those of the 
American investment banks. “There is no point in 
shifting to Paris just to avoid London's capital re- 
quirements, since in a few years the French could 
catch up with something similar," he said. He added 
that it would be impractical to transplant a London 
operation of 1,000 people elsewhere. “Stalin was 
able to move central Asian populations around, but 


.we would find it impossible, for. example, to get 


1,000 work permits in-Zurich, quite apart from the 
human disruption that such a move would entail." 
Mr Elliott argues that inertia and London's pluses 
count for.more than the Financial Services Act: 
Moreover, London's rivals are still affected by 
plenty of minuses. Zurich's stamp tax continues to 
smother the development of Swiss securities trad- 
ing, while its stockmarket clients effectively pay 
twice, through a commission and a spread. The 
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West German government's reimposition of a with- 
holding tax on D-mark bonds has harmed Frank- 
furt's international stature, as has its failure to re- 
peal the turnover tax which has stymied the growth 
of money markets; and while restrictions on short- 
selling remain, more large blocks of German gov- 
ernment ‘bonds will be traded in London than 
Frankfurt. In the Benelux countries, both the mar- 
kets and the infrastructure are too small to attract 
much business from global securities firms. 

Even Paris, for all. its efforts, cannot match 
many of London's advantages. These include: the 
English language; a top rate of income tax of 4096, 
which allows firms to attract non-British staff with 
lower pre-tax salaries; better. air communications 
with the rest of the world than any other European 
city; an array of skilled support services such as fi- 
nancial lawyers, accountants and consultants; the 
heaviest concentration of internationally minded 
fund managers in Europe; and large and open do- 
mestic markets, which offer firms that come to Lon- 
don for the international business an extra source 
of profit. 


The pull of people 


The question about the City's future is the degree to 
which securities trading that came from other coun- 
tries will flow back to domestic markets—for in- 
stance, Swedish equities and German government 
bonds. The offshore (that is, Eurocurrency) markets 
which are much more significant, look set to stay: 
they have nowhere else to go. "No other centre has 
pretensions to do any business bar that in its own 
currency," said Mr David Band, formerly head of 
J.P. Morgan's Paris and London offices, and now 
chief executive of Barclays de Zoete Wedd. As for 
the local-currency business, Mr Band believes much 
of it will stay in London: "Continental markets re- 
main placement-centred, rather than about trading 
and sales." By that Mr Band means that continental 
houses lack the quality of research, sales and trading 
staff that has enabled London to pick up much insti- 
tutional business. “The most sophisticated institu- 
tions want to be in and out of the markets and can 
only do that effectively from a multi-currency cen- 
tre." And London is the only one. 





Thus Nomura—unlike Merrill Lynch—is keep- 
ing its bond traders in London, although it now has 
12 offices on the Continent. "We employ more 
than 450 westerners: could we get so many talented, 
internationally minded young men elsewhere?" 
asked Mr Tonomura. Nomura took 38 graduates 
from British universities last year, including 14 from 
Oxford and Cambridge (which supplied only 12 to 
the Foreign Office). 

London's greatest asset is its pool of talented fi- 
nanciers. The locals show an aptitude for trading 
and taking risks which is not matched by all nation- 
alities. Alongside the locals isa collection of interna- 
tional financiers who have been attracted by the 
prospect of working with people of similar abilities. 
Any firm wanting to employ, say, the best specialists 
in equity-warrant arbitrage or leveraged buy-outs 
would be hard pushed to find as many elsewhere. 
And the 3,000-plus job losses since the crash have 
made:hiring easier and cheaper. 

Investment banks should behave like counter- 
cyclical investors, and hire staff when markets are 
quiet so that they are well prepared for the next bull 
phase. But not many firms—except for a few of the 
Japanese and perhaps one or two of the Swiss— 
have a secure enough earnings base or a sufficiently 
long-term perspective to think that far ahead. 

Despite their short-termism, however, most 
City firms'should be in better shape if the markets 
come back to the boil than they were last time. With 
more professional management and better systems 
in place, they are less likely to expand their staff at 
3096 a year and run out of control. 

"London is a brain-drain on Europe," said Mr 
Hans-Joerg Rudloff, head of capital markets at 
Crédit Suisse and deputy chairman of Csrp. Mr 
Rudloff is adamant that London will remain Eu- 
rope's financial centre. “In Switzerland there are 
few foreigners, there is no stimulation from outside 
and people follow established rules. London is the 
only place in Europe with vision, it has broken out 
of established markets to créate something new. It’s 
more exciting.” Will his optimism prove justified? 
Yes, provided, come 1992, the City has not shot it- 
self in the bowler hat by getting stuck with a regula- 
tory regime markedly different from everyone else's. 
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WHEN THE 
QUESTION IS MEXICO... 


THE ANSWER IS 
BANCO NACIONAL DE MEXICO. 


The economic landscape of | COMPOSITION OF MEXICAN EXPORTS | increase in 1987, is attracting 
GOODS CRUDE 








Mexico is changing. investors worldwide. 
Mexico is establishing In each sector of the new 
itself as a vibrant participant economic reality of Mexico, 
in the global economy. Banco Nacional de Mexico, 
A number of factors punc- known as Banamex, repre- 
tuate this climate of change. sents an invaluable ingredient 
Now Mexico exports more for the effective examination 
manufactured goods and ser- and execution of strategic 
vices than petroleum prod- business options relating to 
ucts. Mexico generated a Mexico. 
foreign trade surplus of $8.4 And rightfully so. 
billion in 1987, 83% greater Banamex is a financial 
than in 1986. The phrase institution of size, knowledge, 
“Made in Mexico” is now and experience. A bank 
becoming commonplace. that is totally committed to 
Along Mexico's almost respond effectively and with 
2,000-mile border with the an uncommonly high stan- 
U.S.A., an unprecedented source 1985 1986 JUNE 1987 dard of professionalism to the 
assembly and manufacturing international business and 
boom is taking place. financial needs of anyone 
Over a thousand “in executing a business strategy 
bond” plants (Maquiladora) in Mexico. 
are participating in the global So when the question 
production sharing process. is Mexico...the changing 
This industry is growing at a Mexico ...the answer is 
rate of 30% per year. Banco Nacional de Mexico. 
Mexico's tourism indus- n -— Banamex. The right answer. 
try, which posted a 16.796 BANANEN EOONONOS OEPARTIENT 











1986 1987 EST. 
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There's a world of 
usiness o tumens in the 


U.S. As fifth largest state. 


New Mexico. 


Business has never been better in 
New Mexico. It may be the best place 
for your business and your family. 

* New Mexico's 14 institutions of 
higher learning produce a highly 
skilled, educated and stable labor 
force acclaimed nationally for its out- 
standing productivity. € A unique 
spirit of cooperation between private 


business and New Mexico's 


local and state govern- 
ments has helped foster 
growth in new industries 
including biotechnology, 
advanced medical diag- 





a world-class leader in advanced 
science and technology development. 
* New Mexico is rich in living history 
and multicultural experience. Santa 
Fe, the oldest capital in the U.S.A., 

is also recognized as a center for the 
arts. * From the Rocky Mountains to 
the Rio Grande River, New Mexico is 
a land of spectacular contrasts with 


a pleasant year-round 
climate and a broad 
spectrum of recreational 
activities, including 

12 major ski areas 

and many fine golf 


nostics, micro-optics and courses. * Want to 
agribusiness. *' The Rio know more? Contact 
Grande Research Corridor the State of New 
stretches over 340 miles Mexico's Economic 
and is home for industries Development and 


that make New Mexico 
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Tourism Department. 


NEWMEXICC= USA 
Land of Enchantment 


Fax (505) 872-0407 


Telex (TRT) 156 1239 NMECONDEVTOUR UT 


Phone (505) 827-0349 






: DOM is the oe pese over 
J such healthy public finances. Tax reve- 
-nues boom on. The public-sector borrowing 
requirement (PSBR) has become a surplus or 
debt: repayment: (pspr). Including priva- 
‘tiation receipts, the PSDR may reach £6 bil- 







‘bnidget forecast of £3 billion. Public spend- 
Un roportion of GDP is set on a satisfy- 
«B downward path (chart 1)—~and big re- 
serves of £315 billion this year and £7 billion 
next should enable a lot of unbudgeted 
spending to be met without disturbing that 
trend. Ás.he prepares for the July cabinet 
that will kick off this year's public-spending 
round, the chief secretary to the Treasury, 
Mr John Major, might be forgiven a dash of 
| complacency. | 

Yet Mr Major is not canat. mue 
to form, departments have: submitted. bids 





for billions of extra spending next year. 


Ministers like the education. secretary, Mr 
Kenneth Baker, and the social-services sec- 
retary, Mr John Moore, know that the Trea- 


sury has lots of cash. They will fight for a _ 


share, if need be before the ministerial "star 
chamber" that may have to be set up to ad- 
judicate. Even before he starts fighting back, 
Mr Major hasthree reasons to be concerned 
about the outcome of the battle: — 

- Already, 80% of the £31^ billion reserve 

: aside for the current year, 1988-89.has 
Been committed. Mr Moore took two bites: 
nearly £100m in concessions to alleviate the 
impact of social-security changes and.£750m 
to finance higher pay for NHS nurses and 
doctors. the sale of Rover to British Aero- 











as % of GDP- 








lion in 1988-89—112% of cop—double the 


space—provided EEC approval is secured— 
will cost the government a net £600m. Brit- 
ish Shipbuilders have lost an extra. £75m 
with a glum chance of more to come. The 
EEC budget deal stitched together in Febru- 


ary will-cost Britain around £250m more: 


than planned. And local-authority current 
spending looks like being £1 billion more 


than the Treasury's unrealistically low first 
forecast. Local-authority capital spending | 


might also exceed budget. 


So unless the Treasury is rescued by an 
unusually good: performance. from. other 
nationalised industries or (as last year) by 


higher-than-expected council-house sales, 


spending this year could be above plan. 
Most of the extra: spending bar Rover's o 


one-off £600m—will: raise next year’ s plans 


(toO. 


e In. 1989. 90 localauthority ipending 
may turn even worse. That will be the last 


. year before the introduction in England and 
Wales of the poll tax. Local authorities do 
-not yet know what the rules for poll-tax cap- 


ping will be. They expect problems in run- 
ning the system and collecting the cash, so. a 


lot of them may seek a cushion: by boosting 
_ the amounts they raise and spend in the last 


year of familiar old rates. And the environ- 


ment secretary, Mr Nicholas Ridley, may be 
reluctant to respond by increasing the num- 


ber of rate-capped authorities (currently 17) 


when he announces the grant settlement for | 


1989-90 in July. 

e The government's targets ie privatisa- 
tion receipts, planned to be £5 billion a 
year, are becoming harder to reach. This 
year there will be help from some big part- 
payments: on shares mostly sold before last 
October's stockmarket crash. Electricity 
and water privatisation lie ahead, but it will 
be tricky to go on raising a steady £5 billion 
a year from a diminishing pool of state assets 
in a less bullish stockmarket. - 


The welfare state bites back | 
A bigger problem lies ahead: that of coping 
with the cost of the government’s reforms of 


the welfare state. Mr Moore’s social-security 


l aging: more private. oe o - 


hospitals. (and doctors) are enci 


setvice over the next few years could rise 









«changes. have been seen through at little 
cost: not surprisingly, as one of their aims 
was to stop the rise in spending on benefits. 

But the changes i in education, housing and 

the health service which the: government is 
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rent. Most present. and prospective 
are poor enough to qualify for housing 
fit (or, if unemployed, to have their r 
paid for them). The cost of benefits 
to rise as rents move up towards mark 
els—unless ministers choose to. eut td 
ing standards of the poorest... = 
Changes in the National Heal 
will take longer to introduce. But if B 




















compete with each other and to offer t 
choices to patients, the cost of the he 





Behind all this lies an issue that 
D government is only now. be 
ning to address: whether it can bring 
competition, market forces and better ri 
agement into the welfare state and still k 
a firm grip on its costs. Choice pl ie 
plus capacity: how « can a patie ch 
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- Better schools, bigger bills 


- choice of hospital unless some beds are un- 
- derused? Competition for services provided 
— free by the state is likely to be about quality, 
rather than price: opted-out schools will 
. want to attract better teachers than rival lo- 
- cal-authority schools. Give consumers more 
- choice of services provided free or at low 
- cost, and they are likely to choose to have 
- more and better. That implies more public 
. spending. 

_ The Treasury might accept this as a 
- price worth paying for greater efficiency and 
- better value-for-money in Britain's welfare 
- services. But it sees less likelihood of offset- 
- ting savings than of pressure to spend. Up to 
- now, the Treasury has seen its interests run 

parallel to those of the welfare-state reform- 
- ers: cut wasteful public spending, and taxes 
. can be cut too. Now its interests may di- 
- verge. The government's desire to improve 
-. choice in the provision of free or subsidised 
services may not prove compatible with a 
— continuing tough Treasury grip on public 
spending. 





Trade unions 
. Not quite in 
.schism 


E 
- FT" HOUGH he leads the country's eighth 
— A biggest trade union, the electricians’, 
d which he expects will remain affiliated to the 
Labour party, the unclubbable Mr Eric 
Hammond so dislikes the attitudes of his fel- 
low-unionists in the Trades Union Congress 

- that he has gone out of his way to break its 
_ rules and get himself kicked out. The setting 
up of an alternative TUC, now in prospect, 

. might help Mr Hammond's cause by en- 
couraging more unions to do the same; but 

L to include the electricians it would have to 
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TRATHCLYDE regional council 

spends £600m a year on running 
more than 1,000 schools built to hold 
nearly 600,000 pupils. But Strathclyde 
region, a large chunk of western Scot- 
land including Glasgow, has only 
355.000 schoolchildren. Scottish local 
authorities have been even slower than 
English ones to close schools following 
the low birthrates of the 1970s. That fail- 
ure could cause more long-term waste 
north of the border, because the birth- 
rate there did not recover in the 1980s to 
the same degree as in England. Strath- 
clyde is at last trying to reorganise its 
schools to cater for fewer pupils—one of 
the first Scottish regions to do so. To its 
annoyance, the central government and 
the courts are making such prudence 
more difficult. 

Closing schools, even bad ones, is 
never popular. In England, where a 
council's decision to close must be rati- 
fied by the education secretary, the po- 
litical blame is shared; in Scotland, 
where responsibility lies more squarely 
with local government, councils have 
shied away from closure programmes. 
But now Strathclyde, which has calcu- 
lated that it can cost up to 8096 more to 
educate a pupil in a half-empty than a full 
primary school, plans to reorganise its 
schools and close 30 of them. Outraged 
parents have caused such a furore that 
the government has changed the law to 
give itself the power to review closures of 
any school over 8096 full. It recently re- 
prieved two of them. 

One of the reprieved schools, Paisley 
Grammar, is so popular that it has 1,100 
pupils on its rolls, even though it was 
built for only 1,000. Strathclyde wants to 
merge it with Merksworth, a less popu- 
lar, half-empty school a mile farther out 


be a loose association with virtually no rules. 

The suspension of the electricians from 
the TUC, announced with two weeks' notice 
on June 22nd, followed the union's refusal 
to accept TUC arbitration in two disputes 
with other unions. Both disputes involved 
single-union deals with employers. The TUC 
is not opposed to all such deals, and may be 
willing to approve no-strike agreements if 
certain conditions are met. What it objects 
to is the electricians poaching members 
from other unions (ie bringing competition 
into trade-union affairs), particularly when 
that is done by negotiating a single-union 
deal with an employer, without consulting 
the workforce. 

The Tuc says Mr Hammond's unionism 
could sign away the rights of future workers 





When parent power comes dear 





of town, and argues that Merksworth's 
more modern premises are more suitable 
than the dilapidated Paisley Grammar. 
Parents dispute the council's claim that 
the good teachers and positive ethos of 
Paisley Grammar could be easily trans- 
ferred to a new site. The Scottish secre- 
tary, Mr Malcolm Rifkind, has backed 
the parents. 

More surprisingly, another Paisley 
school, Stanely Green, has been saved by 
the Court of Session, Scotland's high 
court. Though only half-full, Stanely 
Green is considered a good school by its 
pupils and their parents, one of whom 
successfully appealed to the court against 
the closure. Lord Dervaird ruled that the 
closure would breach the 1980 Educa- 
tion Act by failing to take account of the 
principle that pupils should be educated 
in accordance with parents' wishes. Does 
that mean that any parent can veto a 
school closure? The act also says that 
education should be provided efficiently; 
but, if Strathclyde's appeal against the 
ruling fails, Scottish education authori- 
ties fear that school reorganisation could 
come to a standstill. 

Mr Rifkind is following the case with 
interest. If Stanely Green's reprieve is 
upheld, he may have to legislate further 
to clarify whether consumer choice or lo- 
cal councils’ estimates of efficiency 
should take precedence in running Scot- 
land's schools. His Welsh counterpart, 
Mr Peter Walker, was this week taken to 
the high court accused of putting parent 
power first. South Glamorgan council 
has accused him of unreasonably delay- 
ing a decision on the closure of 
Howardian High School. The council 
claims he wants it to have a chance to opt 
out of council control under the govern- 
ment's new legislation. 


on greenfield sites. In one of the disputes in 
question, the electricians had agreed with an 
employer to represent workers even though 
the transport union had been organising; 
three-quarters of the workforce had once 
signed a petition saying that they would like 
to be represented by the transport union. By 
leaving the Tuc, Mr Hammond is asserting 
his union's right to pursue its members' in- 
terests unfettered in the marketplace— 
rather than allowing a central arbiter to de- 
cree when that acts against the interests of 
rival unions and the workers they represent. 

The electricians will probably be ex- 
pelled from the TUC at its conference in Sep- 
tember. Will that lead to a schism? The im- 
mediate effect of Mr Hammond’s rebellion 
has been a closing of TUC ranks. The Gen- 
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eral Council voted by 36 to 4 for the suspen- 
sion; even Mr Hammond's closest ally, Mr 
Bill Jordan of the engineering workers, says 
his union will not break away. The mainte- 
nance of that unity will depend on: 
@ Whether the electricians manage to make 
big inroads into the membership of other 
unions constrained by TUC rules, because 
belonging to an organisation like Mr Ham- 
mond's may bring members the best-paid 
jobs, especially in new industries. The TUC 
unions trust they can persuade large employ- 
ers that they will have less trouble dealing 
with the established order. They think Brit- 
ish managers still value a quiet life. 
@ The nature of any alternative trade-union 
body. Many small unions outside the TUC 
are keen to get one going. Mr Peter Dawson 
of the Professional Association of Teachers 
has suggested a loose Federation of Indepen- 
` t Trade Unions whose members would 
. port each other by sharing information 
and drawing up models of good practice on 
shared aims. A meeting on July 4th to dis- 
cuss performance-related pay is being at- 
tended by around 40 _ interested 
organisations, including the Union of Dem- 
ocratic Mineworkers and the electricians’ 
union. Mr Dawson hopes that, once a new 
movement gets going, other TUC unions will 
see its value. TUC loyalists say that nobody is 
likely to break their ranks simply to be al- 
lowed to attend seminars. 
e The workability of the TUC's new code on 
no-strike deals, agreed on June 20th. That 
code is stricter than some unions had 
hoped, instructing rather. than advising 
them not tó accept no-strike agreements ex- 
cept where the workforce and the Tuc have 
been consulted. Unions such as the.GMB 
general workers’ have recently been busily 
signing such deals, and want the code to be 
revised. In the code's six-month trial from 
September, they will look closely at whether 
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they can live with it. 

The immediate key to the TUC's future 
is held by the engineers, the second largest 
union. They hope to merge with the electri- 
cians by next March. Would the giant 
merged union join the TUc? Mr Jordan be- 
lieves that it will; Mr Hammond will not say. 
But some of his moderate colleagues say that 
he may. eventually use that opportunity to 
rerurn to the fold. By then the threat posed 
by his absence might have prompted the 
TUC to change into the kind of club that 
even Mr Hammond can join. 





Electricity privatisation 


At any price 


HE government's plan to privatise Brit- 

ain's electricity-supply industry has one 
central aim: to inject competition into a 
sluggish monopoly. Ministers hope that will 
make the industry more efficient and so ben- 
efit consumers. Most consumers do not be- 
lieve them. Last November Mr Cecil Parkin- 
son, the. energy secretary, said that 
electricity prices would have to rise by about 
1596 before privatisation in order to in- 
crease the industry's return on its assets. 
Critics said he was fattening the calf for sale. 

The first instalment of Mr Parkinson's 
price rise—a 9% increase in April—has left 


Fall in, there 


F ANYTHING pleases the British 
army more than its traditions and its 
relics, it is a mixture of both, spiced with 
- a disaster. An expedition shortly to be 
mounted by the Royal Green Jackets, an 
infantry regiment of great repute, cou- 
ples all that with the promise of some fun 
for a few of its soldiers as well. 

The disaster occurred in January 
1897, when a British troopship, the 
Warren Hastings, out of Cape Town 
bound for Mauritius and India, ran 
aground on a spur of rock protruding a 
few hundred yards into the sea from the 
south-eastern coast of Réunion, an is 

.. land in the southern Indian Ocean. The 
captain later claimed at his trial that vol- 
cano eruptions had caused his compass 
to give wrong readings; the court be- 
lieved him, and he got off. The crew and 
almost all of the passengers, which in- 
cluded nearly 1,300 troops and several 
dozen civilians, made their way ashore. 
Only two “natives”, according to a con- 
temporary account, were lost when they 
jumped overboard and tried to swim for 
it. 

Many of the troops were from the 


dustrial and commercial electricity am 


the 11 countries surveyed by National Util- — 
ity Services (see chart on next page). Last - 
year it was fourth. Mr Andrew Johns of Nas 
tional Utility Services believes that planned 


price rises will soon make Britain the most 
expensive. 

A recent survey by MORI found that 
63% of individuals polled were against elec- 
tricity privatisation. Industry is even more 
worried. Of Britain’s electricity, 60% goes to 
business users, who pay around £6 billion a 
year—a tenth of gross corporate profits in 
1987. In the steel industry, electricity ac- 
counts for 20% of total production costs; in 
some chemical industries, such as oxygen 
production, the figure is nearer 60%. 

British industry had hoped that 
privatisation would mean lower, not higher, 
prices. After all, the price of coal, which gen- 
erates three-quarters of Britain's power, 
should tumble if cheap imported coal were 
able to oust British Coal's £45-a-tonne stuff. 
That now looks a more distant prospect, de- 
spite ministers’ promises to the contrary. 
When the two planned generating compa- 
nies—Big G and Little G—are sold, fuel-sup- 
ply contracts will have to be written into the 
prospectuses: punters will not be eager to 
buy shares in a company that cannot fore- 
cast fuel costs. 

Almost all those long-term fuel con- 
tracts look like being with British Coal. Its 


King's Royal Rifle Corps, one of the an- 
cestor regiments of the Royal Green Jack- 
ets, and much of their regimental silver 
was packed in crates and loaded some- 
where in the stern. A few days later the 
wreck broke up and slipped off the rocks 
into deepish water, the stern section tak- 
ing most of the silver with it. Only one 


box was salvaged. It contained a piece 


which now graces the mess-table of the 
Green Jackets’ second battalion. This is a 
striking centrepiece built around a bit of 
tusk of an elephant named Gullala, 
which had served valiantly, carrying am- 
munition and building earthworks, dur- 
ing the siege of Multan in 1848. 

The wreck has not been seen since, 
but probably lies on a shelf within scuba- 
diving depth. The Royal Green Jackets 
have assembled a team of 12 divers to go 
after their lost silver, starting on June 
26th. One problem could yet produce 
another disaster for this distinguished 
regiment. The silver legally belongs to 
France, because Réunion is a French ter- 
ritory. And they have not yet promised 
that the soldiers can keep it even if they 
find it and fish it out. 
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and social programme in which you can ‘participate. 
A dynamic ongoing programme which offers prime 
< investment and development opportunities. a 
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stem from Teesside's Development Area status and __ 
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"Two years ago the Davy Group marked 100 years — 
of continuous’ operation on. Teesside, with the 





centenary of Ashmore Benson Pease. Today, our 

. worldwide operations in the ininetals, metals and 

> nuclear industries; our R&D Centre, which. has a 
4; leading edge on world technologi 
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enterprise and technical capability of the people 
who work on Teesside. We look forward to another 
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Commission. s 
The issue at stake is salud ded 4 tax 
(VAT) on buildings. Until now, Britain's 
construction industry has had the best of - 
both worlds. It is in the VAT system, so it can. 
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| push prices up. Mr Dieter Helm of. the 


Ar Parkinson admits that one justification: 
or higher electricity prices ‘now is to foot 
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reclaim the tax it pays on inputs; but its sales 


(ie, buildings) are taxed at 0%. The Euro | 
.pean Commission, keen to have standard 
. rates of indirect tax, has long disliked the 


anomaly of zero-rate VAT. 
On June 21st the commission won. Tia 


+ European Court ruled that a directive Brit- 


ain itself signed in 1977 does not allow zero- 


rate VAT for industrial or commercial build- 


ings, nor før a few other things either, Since 


it cannot appeal, the government has agreed, 
to obey from the next tax year onwards. But... -À 


Mr Peter Lilley, the fresh-faced’ economic 
secretary to the Treasury, has blown.a rasp- 


— berry at the commission by making sure the 
' new tax raises less than half the £425m a. 
year it might have done. 
— First, he has found a Isorüole which = 
"landlords charge VAT on rents—so the tax 
on buildings will pass on down the line to- 
tenants, and those who are registered for 
- VAT (roughly three-quarters of new office us- 
ers) will be able to.claim it back from the - 
government. Second, the new tax will be 
brought in gradually, to reduce the risk of a 
rush to beat the deadline by the construc“ u^ 


tion business. 
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qi is costing them jobs and would-be « 
' velopers. hundreds of thousands of pounds. 


That is the complaint, for instance, of 


e Dáreióed borough council in north Kent. 
This is one of the not-so-rare areas of south- 
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e evelopments,. all backed by 
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hree noe ae ago did 
:a refusal, because 


posed by Trusthouse Forte. The council 
gave its approval in May 1987. As this is also 
a green-belt site, a public inquiry is to be 
held. A date is yet to be fixed. 
@ Redevelopment plans for an unneeded 
hospital site went to inquiry last summer. 
New guidelines on the use of such sites re- 
quired it to be reopened. That process has 
just ended. Decision day? Wait and see. 
rd's nervat council reacts 

caustically to ministerial sermons urging 
councils to cut their own planning delays. 
Not that those sermons are unwarranted. 
As Mrs Marion Roe, the junior minister 
concerned, regularly points out, only 60% 
of planning applications now get a council 
decision within eight weeks, against 70% 
five years ago. Whitehall's latest: move is a 
new set of rules to speed up public inquiries. 
These demand, for example, that the local 
council put in written evidence within six 

*ks of being notified that the inquiry is to 

held. Fine. Bur the inquiry is conducted 
wy a DOE inspector, and the decision comes 
from him or the DOE itself. And what the 
rules do not demand is comparable speed in 
Whitehall. 

One local council has totted up a com- 
parison between its speed and Whitehall's. 
Last year Newcastle-under-Lyme's planning 
decisions led to 37 appeals. None was a ma- 
jor issue, so all were decided—by DOE in- 
spectors—on written evidence alone, with- 
out public inquiry. In such cases, the council 
should put in its evidence within 28 days. 

In the event, it averaged 23 days, from 8 
days to 58 at worst. And Whitehall? Its deci- 
sion-making should take, at worst, 52 days. 
Instead it averaged 125 days, from 62 at best 
to 252 at worst—eight months for a rela- 
tively small housing development. The last 
item in its inspector's work is often a site 
visit. The DOE is supposed to issue a decision 
within 14 days thereafter. It failed every 

` & its best was 21 days, its worst 148. 

Whitehall's best excuse is that its work- 
load has risen (to around 21,000 appeals a 
year) faster than its staff. But district coun- 
cils say that they too are short-staffed. Their 
association feels that Whitehall has two sets 
of rules: one for them, another for itself. 





immigration 
Circumlocution 
Office 


N, last April, a parliamentary se- 

lect. committee described the immi- 
gration department at Lunar House, it de- 
picted a scene straight from the pages of 
“Little Dorrit”. At the department's offices 
in Croydon, south London, the committee 


had found more than 207,000 letters, con- 
taining passports and millions of pounds in 
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HE struggle between reactionary 

and progressive elements for control 
of the British economy led to further ar- 
rests this week. Burly policemen set upon 
groups of entrepreneurs outside the ten- 
nis courts at Wimbledon, near London. 
The crime of these young businessmen 
was to sell tickets for the well-known 
tournament at more than the price dic 
tated by their monopoly supplier. Tick- 
ets for the competition, which are always 
in great demand, are initially allocated 
for nominal sums by the tournament's 
authorities to members of a closed 
privilegentsia. Many of these, with little 
interest in tennis, then offer their tickets 
for sale on the parallel market. 

Since, under the liberalising hand of 
Premier Thatcher, many items can now 
be bought and sold quite openly in Brit- 
ain, the touts (traders) had to be held on 
the charge of "obstruction". This means 
interfering with a policeman in the 
course of avoiding more useful duties. 
When a first batch of detainees was fined 
this week, senior police officers called for 
stiffer sentences. They ensured: that 
many of the seized tickets had expired 
before they were returned, as the law re 
quires, to the touts. Dozens of people 
who had corruptly intended to pay a 
market price for their tickets had thus 
been stopped. "Every empty seat is a vic- 
tory," commented one official. 

The country's newspapers, usually 
aligned with the progressive Thatcherite 


registration fees, which had lain unopened 
for five months. Next month the govern- 
ment will publish its response to the com- 
mittee's report. Since the committee's criti- 
cisms were made, all the letters have at last 
been opened and acknowledged. But it will 
take at least two more years to deal with 
some 268,000 outstanding applications for 
citizenship. 

The British Nationality Act of 1981 said 
that all Commonwealth citizens settled in 
Britain before 1973 were entitled to register 
as British subjects—at a cost of £60 — before 
December 31 1987. Thereafter they could 
become British subjects only through 
naturalisation, a much more complicated 
and expensive procedure. 

Inevitably, many people left the chore of 
registering until the last moment. The rush 
was increased by a Home Office advertising 
campaign. Yet Lunar House officials made 
an appalling underestimate when they said 
only 95,000 would apply. In June 1987 Mr 
John Bruce, acting branch secretary of the 
CPSA, a civil-service union, warned the man- 
agement at Lunar House that over 600,000 


Wimbledon perestroika 











faction, seem confused. Some, including 
The Times, sell many column inches of 
advertisements for these parallel-market 
transactions. Elsewhere, editorial com- 
ment deplores the yuppie-touts (young 
traders) and the corrupt members of the 
Wimbledon. establishment who keep 
them in business. But Mrs Thatcher may 
have unleashed forces her conservative 
policemen cannot control. Many of the 
traders defied harassment, continuing to 
ply their trade by portable telephone 
from the law-courts. 





































application forms had been sent out. There 
was no response; and by October things had 
got out of hand. Thousands of applica- 
tions—the figure actually rose to about 
33,000 a day in December—remained un- 
opened. Staff shortages and general panic 
resulted in frozen inactivity. 

Applicants became fearful that they 
were being denied citizenship, but 6096 of 


their telephone calls were ignored. A. 


Bangladeshi who had to return to Dhaka be- 


cause his mother died waited three days to 


get through, only to be told it would be im- 
possible to find his passport among all the 
unopened letters. | 

In January the Joint Council for the 
Welfare of Immigrants, worried about the 
mental strain caused by the delays, pressed a 
couple of members of Parliament to take up 


the matter with the Home Office. An em- 


barrassed Sir Brian Cubbon, the permanent 
secretary, admitted that the backlog was “‘to- 
tally unacceptable". But the government's 
response to the select-committee report will 


say that the target of one year for dealing 


with outstanding applications is unattain- 
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able—even though a new branch of Lunar 
House employing 130 new staff is being set 
up in Liverpool. 

Most of the staff will remain in prosper- 
ous Croydon. A 28-year-old clerical officer 
earns less than £9,000 a year—including 
London weighting—and stays, on average, 
for about 15 months. So why not move the 
entire office to Liverpool, where it is easier 
to recruit staff on low salaries? Perhaps that 
will happen if the government goes through 
with its suggestion that the department 
should be given more independence. The 
way would then be clear for it to become an 
autonomous agency, financing itself out of 
_ fees and with improved management. 





_ Alcohol 


Drinking sensibly 


HE frantic search for an explanation for 

violence on the football terraces, in the 

streets of West Germany, and now in rural 

England is focusing on a single cause: drink. 

It is more comforting to blame drink than to 

-wonder whether education is too permis- 
- sive, or society too mobile. 

There is little hard evidence to show 
that young people are drinking more, 
though total alcohol consumption has cer- 
tainly risen in the past 30 years. Lady 
Masham, who chaired a committee on 
young people and alcohol that reported just 
before Christmas, found that half of 15- 
year-olds drank alcohol regularly; a fifth un- 
supervised (and under-age) in pubs or bars. 
Drunkenness offences reach a peak among 
17-20-year-old males. Yet such figures do 
not show that alcohol abuse has increased 
among the young. In 1877 350 children aged 
12 or less were found drunk and incapable 
in the streets of Liverpool. 

Nor is the link between alcohol and 
crime clear-cut. Various studies have sug- 
gested figures ranging from 2096 to 5096 for 





the proportion of crimes whose perpetrators 
had been drinking. This does not demon- 
strate that drinking alcohol causes crime: it 
may just show that those inclined to crime 
are often also inclined to drink. 

Parents, teachers and the public never- 
theless agree that too many young people 
drink too much. So the government's Li- 
censing Act extending pub opening hours 
through the afternoon, which comes into 
force in July, is being vigorously attacked. 
But Scottish experience does not confirm 
that extending opening hours would in- 
crease alcoholic misbehaviour; when more 
drinking takes place over a longer period, 
drunkenness may actually go down. 

The government is on weaker ground 
over taxes and perhaps advertising. The real 
value of duties on beer and whisky has fallen 
even as rising real incomes make them easier 
to pay (see chart). Many studies have shown 
that higher prices reduce consumption, 
right back to the tripling of British duties on 
beer and malt in 1690 and 1791 respectively. 
But there are obstacles to higher duties: 

@ [he beer and whisky industries always 
claim they are depressed. Duties on whisky 
have been held down in Mr Lawson's bud- 
gets partly to compensate whisky companies 
for the abolition of corporation-tax stock re- 
lief, which hit them hard four years ago. He 
need not go on granting them this com- 
pensation for ever, especially as Mrs 
Thatcher has just won the whisky-men new 
profits by her personal pressure on Japan's 
prime minister. Japan has promised to re- 
duce its high tariff on scotch by 4596. The 
brewers have launched a growing range of 
low-alcohol beers (latest addition: low-alco- 
hol bitter), selling at prices close to their 
more alcoholic rivals’. An increase in beer 
duty could switch demand to these, and not 
lose brewers many profits. 

€ European harmonisation. Most EEC 
countries tax drink less heavily than Britain. 
In 1992 the single market will bring pressure 
to narrow the gap. So the government ought 
to try now to agree with other countries on a 
common tax and pricing policy. 

@ The regressive effect on those with low 
incomes. Worries about income distribution 
should not be met by holding down alcohol 
duties. 

Lady Masham complains that the gov- 
ernment has ignored her recommendation 
for a ban on cinema and television advertis- 
ing. True, though Mr John Wakeham’s min- 
isterial group on alcohol abuse is thinking 
about it. France has already banned such ad- 
vertising. California has gone for health 
warnings. Both may come in Britain. 

So could tougher measures against 
drinking in public. Coventry council wants 
to passa by-law banning it in the city centre. 
In time, heavy drinking may become as un- 
acceptable as cigarette-smoking. Even if it 
does, the young may still rampage. 








Baron’s beauties 


ARON Hans Heinrich Thyssen- 

Bornemizsa has the finest pri- 
vate art collection in the world. He 
does not want it to be divided up 
among his heirs after his death. So a 
Thyssen Foundation will be formed 
to which he will bequeath all his 
paintings. He has been deluged with 
offers to house them. So far the Span- 
ish have been winning. In April a pre- 
liminary agreement was signed under 


which the £1 billion collection will be 


housed on a ten-year lease in a rent - 


free museum, the Villharmosa Palace, 
in Madrid. At the end of the ten 
years, the baron will decide whether 
to give Spain the collection. 

The British government has now 
decided, late in the day, that it would 
not mind having the collection in 
Britain. The success of the recent ex- 
hibition of old-master paintings from 
the Thyssen collection at the Royal 
Academy prompted both the prime 
minister and the Prince of Wales to 
approach the baron and propose that 
the collection come to Britain. The 
government has now offered the 
baron £100m—the money would be 
in addition to this year’s annual arts 
budget of £417m—plus whatever it 
would cost to find or build a new gal- 
lery for the pictures. 

The baron is unlikely to accept, 
though he may keep everyone in the 
dark as long as he can. Like many a 
rich man, he enjoys being courted by 
governments and royalty. On bal 
ance, he feels committed to Spain. 
Unless the British can provide sur- 
roundings at least as grand as the 
Villharmosa Palace—he does not rel- 
ish the prospect of his paintings end- 
ing up in Birmingham—he will prob- 
ably not change his mind. 
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ing position in the chilled food market; 
Unigate Chilled Distribution moves | ahead; 


Unigate Poultry commences investment in 
DARE DESEE facility in Humberside. 


i Dairies: id S Dairies biet ud 


Nd aan byi Winning ieri major 
hire and distribution contracts. 
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FOOD - TRANSPORT 
EXHIBITION SERVICES 





You'd think our export performance 
would be rather dismal, what with so much 
excess manufacturing capacity in the world 
steel industry. 

But the reality ts pleasingly bright. 

‘In America, for example, there are 
buildings framed and clad in British steel 
from sea to shiningsea, ^ <> 

Indeed, you'll find our steelaround the 
world: in railways and razor-blades, cans 
and cars, bridges and fridges. — 

The business that we're in is highl 
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competitive. So our products, our prices, 
our deliveries and our after-sales service 
must add up to a very good deal for the 
customer. 


They certainly add up to a great deal for 
Britain's economy. Because British Steel is 
the western world's fourth largest steel 


producer. Last year's sales: £3.5 billion. 


Deliveries: 10.3 million tonnes, over a third 
of which were exported. 

We've reduced our costs, increased 
productivity and turned ourselves into one 


of the world’s most profitable steelmakers. 


But the right steels at the right prices 
wouldn't get anywhere if the world didn't 
know about them. f 

So we've made sure our marketing 
skills have kept pace with our products by 
developing new markets for them. Earning 
dollars in Canada, Hong Kong and 
Australia as well as the USA. 

Then there's France and'India and 
China. ... As far as we're concerned, the 
buck doesn't stop anywhere. - 
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At the summit 





The seven nations at the eco- 
nomic summit in Toronto 
agreed to ease the debts of 
some of the world’s poorest 


countries, mainly in black Af- 


rica. Thé options are longer 
repayment periods, interest 
subsidies and debt write-offs. 

‘It remains uncertain which 
countries qualify; 32 African 
countries owe about $40 bil- 
lion of official debt. 


Commodity prices will be 


added to the economic indi- 


cators supposedly used 


by the summit governments to 
co-ordinate economic policies. 


America could not get agree- 


nent among the seven leaders 


ibout eventually eliminating 
farm subsidies. 


Bids and deals 


Rowntree, the besieged 
York chocolate maker, ac- 
cepted a new bid worth £2.6 
aet ($4.6 billion) from 


estlé. But another Swiss bid- 


der, Jacobs Suchard, which 


owns 29.9% of Rowntree, may 


fight back 


General Accident, a British 
insurance company based in 
Scotland, bought a 37:9% 


stake in a New Zealand insur- 


ance and banking group, NZI 


for £264m ($472m) from Ron 
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GA will eventually acquire up 
to 51% of Nzı. 


Italy's Carlo De Benedetti and 
a Franco-Belgian group ironed 
out details for an agreement to 
end their battle for ig s of 


gique, Belgium's biggest hold- 
ing company. Robert Max- 
well, a British media magnate, 
is getting in‘on the act. 


Carl Icahn, a New York inves- 
tor, conceded defeat in his 
battle for control of Texaco. 
Kohlberg Kravis Roberts, a 
Wall Street investment firm, + 
voted its stock in favour of 
Texaco’s management. 


Tomkins, a British holding 
company, beat off a hostile 
bid by Sweden's Electrolux for 
Murray Ohio Manufacturing. 
Tomkins paid $224m for the 
American bicycle and 
lawnmower maker. 


The drought in America's 
Midwest turned speculators to 
the commodity markets. 
Soyabean futures on the Chi- 
cago Board of Trade passed 
$10 a bushel for the fest time 


and the prices of 
tures soared, 


The price of aluminium 
surged to a record of over 
£1,700 a tonne on the Lon- 


pith ten 
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“heavy users of be dels s 


pecially aircfaft makers—are 


switching to composite materi- 
als, like carbon fibre. 


Bankers 


Brazil reached an agreement 
in principle with 14 of its lead- 
ing creditor banks that re- 
schedules $62 billion in debt 
and provides it with $5.2 bil- 
lion in new loans. 


- Japanese bankers in London 


complained that proposed 
new rules on bank liquidity 
could force them to move 
their business from Britain, 


Ahead of 1992 





Faced with declining business 
in its home market, Pompes 


Funébres Générales, a big 
French undertaker, paid 
£9.4m ($16.8m) for a stake in 


-a British undertaker, Kenyon 


Securities. 


Mitsubishi Motors, Japan's 


-fifth largest carmaker, is con- 


sidering setting up a plant in 
Spain, West Germany or Brit- 
ain, in readiness for a single 
European market. 


A French water ipei Ly- 
onnaise des Eaux, 

£47.6m ($85m) agreed bid to 
take over the Essex Water 


Company, one of 29 local wa- . 


ter suppliers in Britain. 


The European Court of Jus- 
tice ruled that Britain should 
charge value-added tax on all 
building work, except private 


- with ploysto offset some of ! 


the.costs, including VAT re- 
funds. 


Aviators 





West Germany's Dornier _ 


stopped work on a new com- 


muter airliner after a row over |. 


financing the project between 
Daimler-Benz, which owns 
65.5% of the company, and 
family shareholders. Martine 


Dornier-Tiefenthaler said her — = 


family was willing to negotiate, 
but not to sell out. 


LanChile, the Chilean 
national airline due to be 
privatised, is courting British 
Airways as a big shareholder. 


Bottom lines 


Isuzu Motors, a lapanese car 
and lorry manufacturer in 
which America's General Mo- 
tors has a 3496 stake, made a 
net profit of ¥3.8 billion 
($29.5m) in the six months to 
April 30th, compared with a 
Y12.9 billion loss in thesame | 
period a year earlier. l 


Cable and Wireless, a Brit- 
ish-based telecommunications 
group, increased its pre-tax 
profits by 5% to £356m 
($606m) in the year ended 
March 31st. Profits would 
have been £49m higher had: 
last year’s exchange rates pre- 


vailed. C&W also bought 2.896 





Brierley's New Zealand-based don Metal Exchange. That housing. The British govern- of Racal, a British electronics 
Brierley Investments group. could force the pace at which ment obeyed but countered group. | 
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HIGHLIGHTS OF THE STATEMENT BY THE CHAIRMAN, MR. CHARLES HAMBRO 


Strategy maintained. Advantages of diversification. 
Our strategy to develop all of our These results show the benefits of our 


banking activities but not to make. broad spread of activities in banking and 
markets in gilts or equities has produced retail financial services. | 
steady growth in banking profits at home 


and abroad. 7 ‘ Further new ventures including 

ss Hambro Guardian Assurance. 
Limited impact of stock market crash. The new life insurance company which 
The main impact was on our non-banking Hambro Countrywide has started with 
results and most of these activities Guardian Royal Exchange will be 
contributed higher profits. ^ launched under this name in the autumn. 


Fifth successive year of profit and dividend growth. 


RESULTS FOR THE YEARS ENDED 31st MARCH 


Profit before tax and minorities 
Profit from continuing group activities (£m) 20.5-| 26.6 | 40.0 | 59.0 | 72.5 
Overall profit (£m) 20.5 | 27.3 |43.4 |60.8 | 69.8 
Profit after tax and before - 
extraordinary items (£m) 17.3 37.0 
Total Dividend per 
20p Ordinary Share 5.51p | 6.17p | 7.09p | 8.20p | 9.60p 


HAMBROS PLC 


The annual report for the year ended 31st March 1988 will be despatched to shareholders on 30th June. 
If you would like a copy please write to: The Company Secretary, Hambros PLC, 41 Bishopsgate, London EC2P 2AA. 


This advertisement has been issued by Hambros PLC and approved for issue by Hambros Bank Limited. a member of IMRO and TSA. 
It must be stressed that the value of investments can fall ay wellas rise. and that the past is not necessarily a guide to the future. 






































































| Montedison" 





MILAN 





“WO years ago few people outside Italy 
A had heard either of Mr Raul Gardini or 
Ferruzzi, the company he runs. Ferruzzi is 
snow, after Fiat, the country's biggest com- 
^ pany-—an ungainly outfit which is the epit- 
ome of diversification—making cement, and Europe were in the grip of food short- 
selling insurance, publishing newspapers . ages and Mr Ferruzzi built up a successful 
and selling drugs. In building up this em-- porting business. Mr Gardini, who 
pire, Mr Gardini has taken on huge debts “from a less-well-off landowning Ra- 
-~4 raised questions about what his confec- venna family arried into the business and 
is for, and what his ambitions for it are. took it over in 1979, after Mr Ferruzzi' S 
Is he challenging the traditions of Ita death in an aircraft crash. 
business or merely aiming to join t ~~ With. the backing of the family, Mr 
dynastic capitalists? Is he an inspi .. Gardini launched into a big expansion. This 
ager or j just an acquirer. anda asset-strip sis the prime source of doubt about his busi- 
he answers to those questions are i i | . ness strategy because it looked like pure em- 
ing plai | | pire-building. Since 1980 Mr Gardini has 
spent some $2.5 billion ying up compa- 
nies in all sorts of fields. He has paid for 
them by increasing debt, offering stock and 
: dipping i into the family fortune. | 
~~ Yet there was solid: business sense in the 
deenaa Europe's s common agricul- 
tural policy was ruining Ferruzzi's tradi- 
tional grain porting business. In 1980 


Ferruzzi group reads like the history of an 
Italian fief. Ferruzzi Finanziaria, based in Ra- 
venna, was founded just after the second 
world war by Serafino Ferruzzi, Mr 
Gardini’s father-in-law. At that time Italy 
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e doubts of his critics, : 






















ecame an exporter, 


3 = same and d 1986 







less. ian asix-.. had be ome one.o 
je Sariari arid exporters. This, tl gh, 
Mr Gardini about the overall health of the 
grain-trading . business. He- saming buying 


into new areas. . 


ducer, and the world's biggest edible 
_ maker. Then came chemicals. Between: 


 cals firm. In acquiring it, he took 


His first move was into ‘dg 
rivatives"— sugars, starches, a : 
Ferruzzi is now Europe's pus sugar p 


and. 1987, Mr Gardini bought a contro 
stake in Montedison, Italy's bigg h 


8 trillion lire of debt ($6 bill llion)—the l 
of Montedison's purchase of a con ro 
stake in Himont, the world's ei | 
propylene oiak 





raised in a rights à issue, b the econ 
crash put paid to that idea. Hence thet 
to restructure his sprawling empire. 

_ Mr Gardini's plan has three main 


which owns the profitable La Fondiar 
Florentine insurance firm, will be taken 
of Montedison and merged with Fer 
Finanziaria. MeTA shareholders, who 
clude Montedison, will be paid off 
Ferruzzi shares; Ferruzzi-MeTA will | 
launched on to the stockmarket and Me’ 
will disappear. This deal, which was ; 
proved by shareholders on May t 
should reduce Montedison's debt by nea 
1.9 trillion lire. 

This part of the plan has the whi 
asset-stripping: Ferruzzi will own the wl 
of one of Montedison’s most lucrative 
sets, La Fondiaria. The acquisition . 
consolidation. of Montedison represen 
reversal of the attempt made by. 
Gardini’s predecessor, Mr M: 
Schimberni, to separate shareholders : 
managers (though rumour now has it 
Mr Schimberni, towards the end of h 
chairmanship, was behaving more like 
classic Italian owner-manager). The Ferru: 
family is now the biggest single shareh 
Montedison has ever had. í F 
@ Montedison’s other assets will Te | 
organised. Most of its commodity-chemica 
business will be merged with those of. 
the state-owned oil company. Monte 
will keep Himont, Erbamont, a phar 
ceuticals firm, and most of sELM, an ele 
ity, oil and gas company. The plan has 
blessing of the government, and could 
put through by the end of July. The 
joint-venture with ENI will be 4096 owned 
ENI, 4096 by Montedison and 2096 by finar 
cial institutions, through private plac 
ments. The parent firms have agreed 
maintain a parity in their stakes for at lea 
three years. The merger should reduc 
Montedison's debt by another 3 trillion lir 
@ Mr Gardini will sell off a number of ass 
notably Montedison’s Ausimont, a make 
specialty chemicals. Ausimont's sale shoul 












































































The 34 trillion lire question 


Ferruzzi/MeTA Turnover 1987-88: 33.8 trillion lire 


Industrial 147 trillion lire 
of which: 

chemicals B.1 

436% energy 3.0 
pharmaceuticals 1-6 

paper 14 

construction and engineering 0:6 






C. 















oils and products 3:1 

sugar 26 
starch and products 1:5 
other agriculture 1.3 







44 trillion lire 





reduce Montedison's debt by up to 2 trillion 
. lire. Standa, an Italian retail chain, a paper 
| company and some food processing activi- 
ties in South America are also up for sale. 

When the dust settles, Mr Gardini will 
be running a conglomerate with sales at the 
end of this year of 34 trillion lire ($26 bil- 
- lion). In the meantime, he has some explain- 
-ing to do. First, there is the question of how 
this deal affects small shareholders. In May 
- Dow Chemical, which had built up stakes in 
- both MeTA and Montedison, complained 
to Milan's stockmarket regulator that 
Montedison and MeTA shareholders were 
- being taken for a ride. Ferruzzi had provided 
insufficient information for shareholders to 
assess what they were being offered in the 
share-swap deal. Ferruzzi has now supplied 
more information, which has helped to get 
the deal approved and has pushed the 
- Montedison share-price up 70% from its 
low point in February. 








Is the chemistry right? 

Next, comes the larger question of whether 
Mr Gardini is interested in running a chemi- 
A cals company. Mr Mike Hyde, a respected 
British analyst of the industry, expresses the 
worries of many by saying that Mr Gardini 
bought Montedison merely to get his hands 
on MeTA. After the divestments, 
Montedison’s revenues will fall from the 
$11.7 billion reported in 1987 to $5 billion, 
— and its world ranking in the chemicals in- 
-dustry will drop from tenth to about 20th. 
Mr Gardini replies by pointing to his 
three-year agreement to stay in the 
EniChem-Montedison merger and his ap- 
pointment of Mr Alexander Giacco to run 
Montedison. Mr Giacco, an Italian-born 
American, once ran Hercules, a big Ameri- 
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can chemicals company, and was behind the 
rapid growth of Himont. He helped give 
Montedison the marketing know-how and 
worldwide capacity it needed to capitalise on 
its newly-discovered process for making 
polypropylene. 

Moreover there is another chemicals di- 
vision in the Ferruzzi group: the joint ven- 
ture with ENI. Mr Lorenzo Necci, who runs 
the chemical parts of ENi, believes that this 
represents Italy's last chance to rescue its 
flagging basic chemicals business. The new 
concern will rank eighth in the chemicals 
world league on the basis of its 1987 sales. 
The joint venture, which will probably be 
run by Mr Necci, haszall the right plans: to 
cut capacity, reduce its workforce and move 
more of its businesses to America, where a 
lot of its products are sold. 

Last, there is the. biggest question: is 
there any synergy between the two main 
parts of the group: Ferruzzi, the agricultural 
traders, and the chemicals parts? Mr 
Gardini claims there is. He and Mr Giacco 
hope to use the marketing know-how of the 
traders in the Ferruzzi group to help 
Montedison expand. Ferruzzi's asset sales, 
says Mr Gardini, are also in line with the 


company's strategy: it wants to run compa- 
nies that are the biggest in their markets, 
preferably in goods of high added-value. 
Thus Ferruzzi group firms include not only 
Europe's biggest sugar producer and the 
world's biggest edible-oil firm, but compa- 
nies which are number one in Italian insur- 
ance brokerage, and number one in anti- 
cancer drugs in the world. In short, Ferruzzi 
has a sort of Guinness-book-of-records ap- 
proach to corporate strategy. Ausimont is 
not a market leader so it will go. 

Mr Gardini also likes to point to 
Ferruzzi's agri-business as the best evidence 
to counter claims that he is an empire- 
builder, not a manager. The heart of this 
business is Eridania, a company which Mr 
Gardini took over in 1979. At that time 
10096 of its sales were of sugar. Four big ac- 
quisitions costing $800m later, less than 
one-third of its sales are from sugar; the rest 
comes from edible oils and starch. In 1979 
all of Eridania sales were made in Italy, 1 
just 2096 are. This was not mere growth vy 
acquisition. The different parts of Eridania 
tie neatly together because the same farmer 
will be able to supply it with a wide range of 
crops. That, at least, is che theory. 





The summit 


Well, the weather was fine 


TORONTO 


HE leaders of the seven biggest capital- 
ist countries spent more time talking 
about economics at this year’s economic 
summit than in past years. That might be 
one reason why the fruit of their delibera- 


(Met Je 


Look, even the grass is greener 


tions was so meagre. But the main one was 
that the summiteers were even more anx- 
ious than usual to avoid squabbles that 
might upset the financial markets. 

The leaders modestly congratulated 











/hy E planned economies s fail 


Professor Jan Winiecki has written a book which should be the start- 


1 ing-point 


jm N 1913, vie the statistician 
A Colin Clark, real product per man- 
ur in Tsarist Russia was more than 31⁄2 
mes | that in Imperial Japan. Since 1913 
-isome western economists have believed 
"figures ascribing to Russia an economic 
growth in step with Japan's. They cannot 
- have looked in any Russian and Japanese 



















e department. store. Russia's standard of liv- | 


ing is now far behind Japan’ s, and in all 
"thecruellest places... 
Since central planning has allowed the 


Soviet Union only one factory that makes 


these and. birth-control pills are 
y lable. except «to «the 
| gentsia: The result, says Mr Mikhail | 
Gorbachev’ s outspoken new health’ 
. minister: “abortion remains by far 
the most common form of contra- 
“ception in the: Soviet Union." - 
.. Pooter working women in Russia's 
- unequal society probably average 
between four and six ; abortions: in 
e their lives. | 
oo All of these unnecessary es : 
tions are then counted as; part of 
doctors’ gross production, and 
therefore swell Russia's teported 
national income. Most western at- . 
_ tempts to translate fictitious com- 
. munist growth figures into real 
- ones, including one by America's 
vH Central Intelligence: Agency, have ^ 
© been far too kind to the commu- 
` nists. That has long been known by 
© readers of the mainly mimeographed pa- 
pers from some fine economists still in 















Hungary and Poland. Glasnost has now - 


p permitted the publication i in English of a 
ü "book by Warsaw's brave Professor Jan 
|. Winiecki called "The Distorted World of 
| Soviet-type Economies" *, and any schol- 
arly discussions of planned economies 
should henceforth start from it. 

A small part of communist overstate- 
ment has sprung from frightened people's 
fiction: like one Soviet factory that was re- 
ported as completed, so got a document 
utting it into commission, so had to have 
output listed as coming from it, although 
. it did not actually exist. In 1981 the First 
Deputy Chairman of the Ussk Committee 
ot National Control, with the. splendidly 
- appropriate name of A. Shitov, reported 
| that one out of every three enterprises was 
| telling him lies to exaggerate its output. 
|." But by far the biggest distortions occur 
nts that Mr Shitov 






























through mis-statet 


each coal. mine 


; need. The ane cant response to ex- 


last month,” 
prises ever to use fuel or steel economi- 
cally. They never do (see chart). All East- 
ern European countries use far too much 


would not regard as. cheating. In order to - 


or understanding misplanned communist economies 


| _ ECONOMICS FOCUS. 





ies ud sie ahs its s colt ike more sò- 
i phisticated products the scope for this re- 
"naming is much greater; if a factory is . 
- reaching only 50% of its output target, it 

makes a minimal improvement in its next 

shipped machine, and calls. it a $20,000 _ 
machine instead of a$10,000 one. —— 


As next month’s supply of coal may 
contain: much slate, factories have a com- 


_ plicated incentive both to hoard as much 
` of past coal deliveries as possible and yet 
' also to use much more fuel than they 








ceptional periods of shortage (which o- 


cur about every other month) is to say 


“next month you can have only two- 


thirds as much raw material as you used 
so it is a mistake for enter- 


fuel and steel per $1,000 of Gpp. All that 


wasted fuel and steel, like those unnec- 
-essary abortions, are then called additions 


to Eastern Europe’s output, and increase 
the shortages — which officially cannot 
exist. 

As central planners control both the 
total wage fund and specific wage rates, 
they make these equal to the planned 
value of suppliers of consumer goods. It is 
therefore theoretically impossible for 


there to be all those queues, although a 
Polish. survey. showed that the average 


time spent queueing per household rose 
from 63 minutes a day to 98 minutes a day 


_ ally every investment project. The proje 


| between 1966 and 1976, andi in a a oie ot. 


























































Siberian winter this is a huge hidden 
in the standard of living. In all these co 
tries you usually have to pay in advar 
for a motor car and wait for delivery. 
Bulgaria in 1984 the wait was 20 years. 
A small part of the excess dema 
arises from the cheating usual under à al 
incomes policy. A bigger teas ; 
much of the reperti piddubtia 
actually available to be sold, but 
gest reason---as Mr Winiecki i says—is 
“enterprise demand is almost infini 
der central planning.” Without sc 
prices to signal the real priorities, an "e 
ciency calculus" case can be made for lit 





usually r chosen are che ones with the mos 
ae pressure groups, which m 
those that have been most successful 
the past. | 

| When ‘the most desirable nex 

| industries had great economies o 
scale (steel, bulk chemicals, - 
ment) centrally planned invest- 
ment did temporarily seem succes 
ful. But every sophisticated country 
now needs to trim those industrie 
and turn to industries based upo 
innovation, quality and after-sale 
service. Central planning cannc 
Switch resources to meet tf 
changing market demands, w 
is why Éastern Europe exports fe 
modern goods tothe West. — 
More: shatteringly, all centrally 
planned económies have moved to 
industrial structures that are now 
"lunatically nearidentical. Mr 
Winiecki’ s “coefficient matrices of indu 
trial : structures at the 15-industry level of 
aggregation” in 1980 show a 0.99 correl 
tion coefficient between resource-po 
and unsophisticated Bulgaria and the E 
source-rich and sophisticated» Sovi 
Union. | 
if in any communist country there are 
old brands which nobody wants to buy, 
these are the goods put on the official con 
sumers’ price index to show that there is 
no inflation; at least one Polish prime 
minister sent a circular letter to all enter 
prises ordering them to set a minimu 
30% price rise on all minimally improv 
new products, so that this could be callec 
a 3096 rise in production. The result, says 
Mr Winiecki convincingly, is total distor : 
tion-of every growth statistic. When nex 
any economist tells you that -planned 
economies work, the name to quote is. 


Shitov. 




















* Published by Rout ledge and Kegan Paul in London | 
and New York. | : 


eret fein atari Dito noes PARET Us Hane mci oe ent 




















iden an atomic bomb blast," w 
Ps way. militant Japanese farmers ictu 
fully described this week's deal with 
i i _ America to liberalise trade in beef and 
| oranges. Starting in 1990 the deal will— 
|| horrors—allow Japanese consumers to 


|| buya carton of orange juice which is not 
| -forcibly blended with the bitter local 
| E mikan. And there should be a small drop 
| in Japanese beef prices, which are now 

| about four times world levels. 
i fruit have 


_ For years, beef and citrus 


imported to Japan under quota, in 


|. clear violation of GATT rules. Late last 


| year, a GATT complaints. panel ruled 
E against Japanese restrictions on ten other 

. categories of agricultural products. But, 

] rather than take Japan to GATT again 
-| over beef. and oranges, Americans cut a 
. deal Quotas will be increased for the 
nex three years: that for beef should al- 
. most double, while orange imports are to 
n by 5096. In 1991, the beef quota will 
be replaced by a whopping 1096 tariff, 

— which will fall to 5096 in 1993. 

— — [n theory, the liberalisation should be 
| good news for Latin Americans and 
| . other countries now. shut out of Japan 

because of the way the quotas are allo- 
| . cated. America virtually monopolises the 
|. citrus quota and, with Australia, has 
| Me most of the beef quota. In fact, however, 


d themselves on the way the world economy 
had shrugged off the stockmarket crash, and 
- on the recent evidence of shrinking “exter- 
nal imbalances” (summitspeak for Ameri- 
- ca's trade deficit). They passed over the rea- 
sons for the crash and the imbalances. 
"Against a background of fears of rising infla- 
tion and higher i interest rates, finance minis- 
t ers thought it right to add a much discussed 
corr mmodity-price index to the list of seven 
ators which they say they already keep 

a n reve on. 
By 1 commodity prices really are a good 
arly warning signal of inflation, then that 
‘si gnal is now flashing red, red, red. Un- 
K rprisingly, many months of officials’ work 
on the subject. have still not determined why 
or how the group's chosen index should dif- 
f er from ones (such as The Economist's) that 
are already available off the shelf. Further 
- delay in producing the index need not cause 
‘too much concern, however, because when 
ORC ents have got it they will take little 
| a notice of it. The ministers also attended to 
F -microeconomic matters—how to make mar- 
= kets work better through tax reform, 
liberalisation of financial services, 
- privatisation, labour-market 2g and so 
Ec. Th = EA. MR alis 
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the agreement makes it clear that Ameri- > 
cans are expected to provide the lion's 
share.of the extra imports. Mr Clayton 
Yeutter, President Reagan's trade repre- 
sentative, estimates that the deal will 
boost American farmers’ sales by at least 
$1 billion a year. 
Those with most to gain from the 
deal—Japanese consumers—are greeting. 


it with curious pessimism. One con- || 


sumer association argues bizarrely that 

the deal will leave them worse off because - 
a) distributors will pocket the savings 

from cheaper imports, and b) domestic 

herds will be slaughtered, driving dairy 

farmers out of business and forcing up 

the price of milk, Inscrutable. . 








on. The summiteers agreed that such mea- - 


sures could help to make macroeconomic 
policies more ive, and promised to get 
on with their existing plans for structural re- 
form as quickly as was convenient. 

-The closest the summit came to a cón- 
crete result was the agreement to provide 
new debt relief for the poorest third-world 
countries, In much of Africa real income per 
head has fallen by 2596 over the past 15 


. ears; the total debt of black Africa is twice 


as large in relation to its exports as the aver- 
age for all developing countries. The leaders 
could not agree on a single formula for debt 
relief on government loans (aid loans and 
government-guaranteed exports credits), so 
they proffered a menu of options from 
which governments can pick: rescheduling 
of debt over longer periods, concessional in- 
terest rates and debt write-offs. - 

The details of the plan will have to be 
worked out in the Paris Club of official cred- 
itors. A big question is which countries will 
be eligible, The most likely definition is 
those covered by the World Bank's special 
assistance programme for 
those with an income per head of less than 


$425, adebt-service ratio of more dani, | 


opportunities. 


did so in his proxy 
the board of uec "edm Mie o 
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; ada an agreement zt Wik ihe ne. Ai present, 


17 countries would qualify, but another 15 
could soon be eligible. Together these 32 
countries owe about $60 billion. More than 
$40 billion of it is official debt. Of this, $23 
billion is owed to individual governments— 
a sum roughly equivalent to one day’s out- 
put of the seven summit countries. The rest 
is borrowing from international institutions 
like the IMF, and falls outside the plan. 

It has also been left to the Paris Club to 
work out comparability between creditors. 
It will be difficult to achieve a fair sharing of 
the burden of relief when America is unable, 
for budgetary and legal reasons, either to 
write off debts or ACRI inter- 
est rates. Straight rescheduling by itself 
brings less relief than the other two options. 
Most of these countries are not now repay- 
ing capital anyway. 

While the. summiteers found it fairly 
easy to agree on macroeconomics and. 
debt, their talk of farm subsidies was | 

ynious. The summit communiqué fear- 
lessly upheld the agreement made at the 
OECD in May, deferring the real battle on 
farm subsidies to the mid-term review of the 
Uruguay trade round in December. Mr Rea- 
gan came to Toronto demanding that all 
subsidies should be abolished > 2000. 
Leaders from Europe and Japan intoned 
that this is politically unrealistic; they favour 
step-by-step reduction with no commitment 
to a long-term goal—in other words an aim- 
less shuffle. The communiqué stressed that 
the creation of free-trade zones in» north 


; America and in Europe after 1992 should be 


in as steps MINES a more open multilat- 

eral trading system, rather than moves to- 
wards regional blocks with higher external 
barriers. 


The lack of tangible results from this, 


the 14th economic summit, once again trig- 
gered accusations that the annual eie 


series of 
owever, summits: Ww. 
never intended to be the. aane: pe 

initiatives. ers 
eae, with decisions based on 
only a few hours’ work, their electors might 
quickly (—— to regret it. — res 
purpose of these meetings is, as one Britis 
official ibed it, to put the “oomph” be- 
hind negotiations going on elsewhere, such 
as within GATT. If only the GATT were more 
photogenic. 


is merely an exp i 





Texaco 


Icahn't 


T IS rare for Mr Carl Icahn, chairman of 
. TWA and doyen of America's corporate 
raiders, to concede defeat. On June 20th he 
battle to win five seats on 
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"Ihe techniques change. 
The principles don't? 


Combining capital strength with financing, advisory, 
trading, and investment skills throughout the world, 
J.P Morgan continues to innovate to serve our clients 
better. Yet the principles that guide us in today's inte- 
erated, technology-driven financial markets haven't 
changed in 125 years. 

In everything we do the client's interests come first, 

a way of doing business that produces impartial, 
objective advice on any matter, 
however confidential. Many years 
ago J.P Morgan himself said it best: 
“The client's belief in the integrity 
of our advice is our best possession? 
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Change linked to continuity: J.P Morgan’ new 
headquarters rise on Wall Street two blocks 
from where the firm has had its principal offices 
for more than a century. 


© 1988 LP Morgan & Co. Incorporated. 
LP Morgan is the worldwide marketing name for 
LP Morgan & Co. Incorporated and for Morgan Cuaranty 

rust C n Securities Ltd., and 


When the business 


has made a profit, 
how does the 


Corporate Treasurer 
explain a loss? 


You know that foreign exchange rates are 
notoriously fickle. And can turn profit into 
loss overnight. 

Yet to hedge fully is not necessarily the 
right solution. Whichever way you turn theres 
risk involved. 

Thus it makes sense to turn to NatWest. 
Because Risk Management is our business. 

And this is how it can work for yours. 

We'll assign you an Account Executive. 
He'll help you draw up a strategy tailor-made 
to your needs. 

To stabilise the exchange risk he'll propose 
an imaginative financial package. 

His hedging vehicle could involve the use 
of currency baskets. 

He can provide options against an abrupt 


Australia: 177326 - Bahamas: NS26111 * Bahrain: 8559 


Netherlands: 50641 


i 


| -— | 





reversal of your projections or an aborted 


Overseas contract. 

With Forward Exchange Facilities he car 
cover you against long term risk. 

Few banks, if any, can deal from such ¢ 
position of strength. 


But then, it does help to be AAA rate« 


- Belgium: 21208.* Canada: 06-22572 - Federal Republic of Germany: 416500 * Fra 


' Singapore: 28491 * South Korea: K33 282 * Spain: 233 


A3892/1-110/02/06/A 





ave an asset base of over US $160 billion and Bank PLC. Roger Lacey, 23rd Floor, 1 Exchange 
network dealing in the key financial centres Square, 8 Connaught Place. Hong Kong. Tele- 
f the world. phone 852 5-247071. Or Mike Brigden. Chief 

Discover how Risk Management can help Manager, 5th Floor, Shell Tower, 50 Raffles 


ut your mind at rest. Call National Westminster Place, Singapore 0104. Telephone 65 2204144. 


Risk Management by NatWest & The Action Bank 





393 - Gibraltar: 2114 * Greece: 216673 - Hong Kong: 61672 - Ireland: 25166 - Italy: 320663 - Japan 28292 - Malaysia: 33¢ 


den: 15050 * Switzerland: 812186 * UK: 885361 * USA: 233563 - USSR: 413258 


Innovation 


OF SURPRISE Tanks. Trucks. 

e Supplies. The 
Lockheed C-130 Hercules airlifter carries 
them all. Equally important, it delivers 
them even when there's no place or no 
time to land. 

The C-130's Low Altitude Parachute 
Extraction System (LAPES) puts pallet- 
mounted cargo down with pinpoint pre- 
cision. Its powerful turboprop engines 
combine outstanding fuel efficiency with 


the low-speed responsiveness required 
for the LAPES mission. The aircraft's 
exceptional carrying capacity lets you 
move forces quickly throughout your 
theater of operations. 

When you re trying to catch the enemy 
off guard, count on the versatile C-130 
Hercules airlifter. Its abilities have been 
surprising the world for years. 


= Lockheed 
Aeronautical Systems Company 


Giving shape to imagination 
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exaco’s bane 


gest oil company. Without those seats Mr 
Icahn’s $14.5 billion bid for Texaco, 
launched on May 25th, is dead in the water. 
Banks will not be queueing up to back a 
"friendly" offer which has been roundly re- 
jected by Texaco's board. 

The proxy tussle came to a head on June 
17th at Texaco's annual general meeting in 
Tulsa, Oklahoma. There, Mr Icahn received 
a frosty reception from shareholders and left 
saying that he could win the proxy vote only 
if Kohlberg Kravis Roberts (KKR), a New 
York investment firm, cast its 4.9% Texaco 
stake in his favour. On June 20th KKR an- 
nounced that it had sold its shares before 
the Tulsa meeting, but had retained its vot- 
ing rights to back Texaco's management 
against the raider. 

Mr Icahn, with a 14.8% stake in Texaco, 

ains the company’s biggest shareholder. 

re the Tulsa meeting he said that he 
would sell his holding if he lost the proxy 
battle. That would send the shares tum- 
bling. Bur, under America’s securities laws, 
if Mr Icahn sells his stake before July 20th he 
will have to return most of his profits on the 
deal to Texaco. So he is set to sit tight and 
keep up his pressure on the company. 

Thanks in part to Mr Icahn’s prodding, 
Texaco has been selling assets furiously 
since it emerged from bankruptcy in April (a 
result of its four-year legal battle with 
Pennzoil over Texaco's $10.1 billion take- 
over of Getty Oil). On June 6th it sold Deut- 
sche Texaco to RWE, West Germany's big- 
gest electrical utility, for $1.2 billion. A day 
later Texaco said that it would return some 
$1.7 billion to shareholders this year—a 
third of the $5 billion of assets it plans to 
venen a special dividend or share buy- 

ack. 

The day before its Tulsa meeting, 
Texaco announced that it had signed a let- 
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ter of intent with Saudi Arabia's Aramco 
Services Company to form a joint refining 
and marketing venture in America. That 
will give Saudi Arabia a 5096 share in three 
American refineries and access to 11,450 
petrol stations in 23 eastern and Gulf of 
Mexico states. The venture gives Saudi Ara- 
bia secure outlets for as much as 600,000 
barrels of oil a day and in one leap puts it 
ahead of both Kuwait and Venezuela in the 
race now going on between oil producers to 
snap up downstream assets overseas. Texaco 
will receive about $1.2 billion in cash and oil 
for the deal. It also reckons that it will make 
a one-off saving of some $800m by sharing 
the cost of inventories and working capital 
with Saudi Arabia. 

Texaco's Saudi ace, together with the 
hint of possible board representation for the 


company's big pension-fund shareholders— -. 


a ploy Mr Icahn describes as "boardmail" — 
helped to clinch the company's victory in 
Tulsa. While the details of the proxy vote 
will not be known for some weeks, Texaco's 
winning margin will probably be slim—at 
best, 6096 of the total. That would mean 
that a quarter of the company's voting 
shareholders (excluding Mr Icahn) thought 
they would be better served if Texaco were 
managed by a corporate raider who has 
never run an oil business. 

Texaco's future restructuring plans are 
unlikely to silence such critics. Its only con- 
firmed plan is the sale of the equivalent of 
60m barrels of oil and gas. It would like to 
find a joint-venture partner for Texaco Can- 
ada, and says that both Husky Oil and Occi- 


dental Petroleum have expressed interest. 


. Mr Icahn would prefer to see Texaco's 78% 
~ share in Texaco Canada sold lock, stock and 


barrel for $3 billion or more. Texaco is re- 
sisting that, partly because its Canadian sub- 
sidiary has a stake in what may turn out to 
be a big oil or gas find in Brazil. Mr Icahn 
would like Texaco to sell its 5096 stake in 
Caltex, the company's profitable marketing 
joint-venture with Chevron in the Pacific 
Basin. That could raise another $4 billion. 
Texaco says it has no intention of letting 
Caltex go. 


Mr Icahn reckons the proceeds from his ` 
proposed restructuring should be returned . 


to shareholders, which would givé them as 
much as four times the sum Texaco says it 


will. pay. back. The company will instead 


plough two-thirds of the cash from its asset- 


sale programme into reducing its $10.7 bik - 


lion debt. 


Now that his plan has collapsed, Mr- ~ 
Icahn must either flush out another bide — 


der—perhaps the main buyer of KKR's 
stake—or make a hostile bid for the com- 
pany. But with Texaco's shares trading at 
around $48, well below Mr Icahn's original 
$60-a-share offer, Wall Street is not holding 
its breath. 

Even if Mr Icahn calls it a day after July 
20th, Texaco may not be safe from raiders. If 
he sells his stake it will not be to Texaco, so 
the problem that the company's biggest 
shareholder is a dissident one may merely re- 
appear elsewhere. KKR meanwhile has said 
that it would be interested in buying more 
shares. All this means that Texaco may have 
only the briefest of breathing spaces before 
it is once again "in play”. 





Japanese textiles 


When Japan is threatened by imports 


TOKYO 


How do Japanese firms react when they start to lose market share to cheap 


» 


Asian imports? Rather like western ones. They shout “dumping” and de- 


mand protection. They also move upmarket in their own businesses and 
sideways into new areas. Look at Japan's textile industry 


AST year, for the first time, Japan became 
a net importer of textiles. That was a 
shock for an industry that had been as much 
a part of Japan Inc during the high-growth 
1960s as steel or shipbuilding. In 1955 tex- 
tiles accounted for 19% of manufacturing 
output; now they make up less than 5%. 
Their share of manufacturing exports has 
fallen even further: from 37% to less than 
4%, Thanks to a first round of restructuring 
in the 1970s and a second one now, textiles 
remain a big Japanese business: with annual 
production of ¥13 trillion ($10 billion) and 
exports of nearly YI trillion. But, like every 
other textile business in the industrialised 
world, it has been hit by shifts in compara- 
tive advantage. 


at) . 


Yarn is flooding into Japan from Paki- 
stan; woven fabrics from China; and cloth- 
ing from South Korea. For some sorts of 
clothing such as knitwear, import penetra- 
tion is already 8096. Total textile imports 
have gone from $3.9 billion in 1985 to $7.6 
billion last year. Imports took one-third of 
the total Japanese market for textiles and ap- 
parel in 1987, and the industry fears that 
share might be up to a half by the end of 
1988. The high yen is only part of the rea- 
son. Even finickv Japanese consumers ac- 
knowledge that the quality of Asian textiles 
is improving—partly because Japanese tex- 
tile companies have spent $1.2 billion on 
foreign investment in Asia. ' 

In other industrial countries, textile 

















Hanging by a thread 


‘manufacturers can claim protection from 


imports under the auspices of the Multi-f- 
bre Arrangement (MFA), In Japan, they can- 
not. Perhaps because it was an exporter for 
so long, Japan is the only industrialised 
country not to have textile import quotas. 
Its manufacturers now hope to change that. 
The knitwear industry wants to file anti- 
dumping charges against South Korean and 
Chinese manufacturers. It hopes to per- 
suade the Ministry of International Trade 
and Industry (MITI) to restrict imports under 
the provisions of the MFA. The companies 
have powerful supporters in the governing 
Liberal Democratic party to back them. 
MITI, though, is resisting. It does not 
want to curb anything that is cutting Japan's 
trade surplus. It would hate to look protec- 
tionist in one of yesterday's businesses like 
the textile industry. It does not want to of- 
fend East Asian neighbours, especially the 
prickly Chinese. They would justly accuse 





Dodging and weaving 


Japanese textile and clothing market 





Japan of hypocritically invoking, as a net im- 
porter, MFA provisions to which it had ob- 
jected as a net exporter. 

Instead, MITI has been trying to parlay 
voluntary export restraint agreements with 
South Korea, and will seek these later with 
China. So far, it has not had much success. 
The South Koreans have poured cold water 
on every approach, and China is likely to do 
the same. 

Simultaneously, MITI is trying to lead the 
companies, by nudges and winks, into a new 
phase of restructuring. Textile firms have 
been restructuring since the 1970s, when 
they started to diversify on a larger scale 
than any other big lapanese industry. At 
first, MITI provided subsidies for new plant 
and. equipment; in return the industry 
slimmed and modernised. Remaining firms 
moved upstream into the basic inputs of the 
textile business, and sideways into construc- 
tion materials and medical and pharma 
ceutical products. This diversification. was 
rarely done in the western way through 
mergers and acquisitions. Instead, it was 
driven by R&D. In 1980 Japanese textile 
firms were spending 5596 of their R&D bud- 
gets on non-textile businesses. 

During this phase of restructuring, the 
companies also sought to become competi- 
tive low-cost producers of bulk textiles such 
as synthetic fibres. MITI now wants them to 
abandon that aim. Under its plan, produc- 
tion of commodity-grade textiles will be left 
increasingly to developing countries, while 
Japanese firms concentrate on new materials 
and even higher-grade textiles for the do- 
mestic market. Synthetic fibres still account 
for 7096 of Japan's textile exports. 

Some companies are already doing to- 
day what miti has proposed for tomorrow. 
The big companies that dominate the 
thread, fibre and fabric-making stages of the 


industry (ie, the "upstream" facilities) have 
shifted production offshore. They invested 
more than $500m in overseas operations in 
the six years to March 1987. This has cut 
their dependence on exports from Japan. 
The average export ratio for synthetic fibres 
has fallen from close to 30% of the indus- 
try's sales in the 1970s to 1096 now. 

At home, the companies have invested 
more in computer-aided design and produc- 
tion to cope with the trend towards produc- 
ing goods with higher added-value, shorter 
product cycles and smaller production 
runs.They have also continued their push 
into new businesses. Asahi Chemical and 
Mitsubishi Rayon, two of the six biggest syn- 
thetic-fibre makers, now get more than 60% 
of their sales from non-textile businesses. 
Toray Industries and Teijin make polyester 
film for magnetic tape. Toho Rayon makes 
carbon fibre. 

"Downstream" —ie, in the shc 
buoyant demand is helping Japanese cc 
nies compete with imports. Clothing com- 
panies are selling increasingly expensive 
fashions, as a walk around a Tokyo depart- 
ment store—where a dress costing less than 
Y20,000 ($160) is a rare sight—will confirm. 
They are also having more clothes made up 
abroad to cut costs. Like other big Japanese 
companies, they are shifting the burden of 
adjustment on to small suppliers—in their 
case on to the tens of thousands of “man- 
sion-makers”, the Japanese equivalent of 
backstreet sweatshops. Even designs are 
coming from abroad—from "cheap" fash- 
ion centres like London, Paris, Milan and 
New York. 

The big trading companies, nine of 
which account for more than half of Japan's 
textile imports, have played a crucial role in 
this adjustment. They have arranged tie-ups 
with overseas fashion firms and matched 
Asian sweatshops with Japanese clothes 
makers, taking responsibility for qu 
control and delivery. Some Japanese fasl... 
companies complain that these licensing 
agreements do not bring design skills to Ja- 
pan, but require them merely to have sewn 
up someone else's design. That sounds fa- 
miliar—just like the complaints made 
against Japan's own screwdriver factories 
Overseas. 





Bosse 


h the land of the 
blind... 


CAMBRIDGE, MASSACHUSETTS 


EADERSHIP has become a hot topic of 
business education. What is it? Can you 
teach it? What is the difference between 
leadership and managerial ability? Whatever 
the answers, the questions themselves are 
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enough to guarantee. a E B ‘Leader- 
"ship on. many à business school's curricu- 
Jum; they inspire arcane articles on the sub- 
ject; they fill conference seats with would-be- 
_leaders’ bottoms. | 
At a recent Harvard Büsiness School re- 
union, Mr Jay Conger, a professor at McGill 
| University, shrivelled the ivy by challenging 
~ the dominant view at Harvard that leader- 
ship cannot be taught. Mr Conger, who 
alls himself a “behaviourist”, reckons that 
_ if students can be taught tennis they can be 
taught leadership. ~ | 
| He shows his MBA bns films of iud 
' arismatic leaders" as Steve Jobs, founder 
apple Computer, Lee lacocca, who put 














qeu. and even Peter Sellers and 


< Gandhi. Mr Conger tells his students that — 


< leaders must exude confidence, take risks 


and make sacrifices. Aha. Leaders may have 


. different styles but they must all embody vir- 
' tues like strategic vision, communications 
and power. Got it. 

To Mr Abraham Zaleznik, professor at 
the Harvard Business School, all this is bar- 
room. psychology. “Leadership cannot be 
taught," he says, and that's that. But Mr 
 Zaleznik can certainly talk about leadership. 
“Neurotic suffering has created a body of 
~ knowledge," he asserts, and goes on to use 
= psychoanalysis—part of that body of knowl- 
. edge—to find out what makes leaders tick. 
s» Leaders carry with them waves of trau- 
* mas, especially from early life. Mr Zaleznik 
gives the example of Gandhi, whose leader- 
: ship. abilities are reputed to have been con- 
A a an. dnd to cope. with. dust. 






















ysler to rights, Donald Burr, founder of : 


"How do we teach that?” Mr Zaleznik asks. 


But he does teach something: a course called 
the Social Psychology of Management 
(which used to be called Psychodynamics of 
Leadership). 

Just as fuzzy is the distinction that busi- 
ness gurus draw between good managers 
and good leaders. Mr lan Cunningham, di- 
rector of Roffley Park Management Collége, 
has tried to clear the air in his research for 
Ashridge Management College. He finds 


search, based on. two years of looking at 
chief “executives and vice presidents. i 





American and British companies, challenges 
ep eden made about leaders: 





k terms aon product moving 


YS MANAGEMENT a profession? Thi 
question has exercised the best minds 
in British business since the idea was 
floated last year of having qualified char- 
tered. managers, 
chartered accountants. Behind this no- 
tion is the Charter group, led by Shell 
and including such blue chips as Jaguar 
and Marks & Spencer. To judge from a 
conference this week, however, 
(organised by The Economist with the 


3 sed sirda diox v tent Bi 
Ansiar kornes 
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and Development and the Council for 
Management Education and Develop- 
ment) the group’s leader, Mr Bob Reid, 
chairman of Shell Uk, has gone cool on 
the notion. Perhaps it was the news that 
only 20% of 300 British companies ap- 
_ proached by the group supported it. 
The group's working party will report 


| Association for Management Education 


into new markets). In th 


don't have any, they must surround th 
leaders a pretty rum lot and leadership, asa 
subject, different from management. His re - 


| Business charters fail the test 


much like qualified © 


. doomed. Companies want business edu- 


to the MBAs offered by business chool 


and WH. Smith, prefer to set up their 


ing all its European area managers and 

















rigid. Indeed, the more effec 

the more rigid his values. — . 
€ Order. Mr Cunningham bel 
that leaders should run a tight sk 
tive leaders, he says, can induce 
necessary, to stir up wasteful bure 
But they also have to be able to rei 
order if things get out of hand. | 
e Vision. This is a must for DNE 


stan 
* 























selves with people who do. 
e Articulators. Leaders are supposed. t 
good orators and communicators. In 
Mr Cunningham discovered. that: few 
good at both. Most are articulate i 
fice, but some of the best bosses. are 
rambling and incoherent in public: wh 
certainly not a problem for those who ar 
living pontificating about them. 
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prove British business education. RS 
500 companies are to be asked to give 
£10,000 each to start a management in- 
stitute, complete with Royal charter, - 
backed by government, the Confedera- 
tion of British Industry and the Founda»: } 
tion for Management Education. - 5 
. Everybody agrees that British manage- 
ers need better business education, but «| 
the title of Chartered Manager looks 





cation tailored to their needs rather than i 
tied to specific qualifications. 
They have not taken wh 


either. Some, such as British Airways - 


own in-house MBA courses. Others have. 
given business schools their require- . 
ments for specific courses: Ford is send- 


superintendents to business schools for. 
five weeks by the end of 1989. pe 
It was a damning report* on the läck- 
of management training in British comi 
panies (only three in ten British manag- 
ers get management training during their. 
entire careers) that inspired the creation 
of the Charter group. Interestingly, the ~ 
report's author, Mr Charles Handy, a | 
professor at fhe London Business. 4 
School, is a leading opponent of the. 
Chartered Manager plan. "Education is 
what it's about, not qualifications," he 
said this week. 


* “The Making of Managers: A report on manage 
ment education, training and development in the 
USA, West Germany, France, Japan and the UK." 
Professor Charles Handy et al. National Economi 
Development Office. : p * 





| ^ next week on what should be done to im- 
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BRUSSELS 


HE six-month battle for control of So- 
ciété Générale de Belgique, the holding 
company which controls up to 30% of Bel- 
gium's economy, looked all but over, but 


— may be opening up again. It is possible to say 


who the losers are: the group's Belgian man- 
agers and Belgian minority shareholders. 
The winners are still negotiating. 

On June 21st, Viscount Etienne 
Davignon, a director of the Générale, an- 
nounced that the two rival shareholding 
clans—one led by an Italian industrialist, 
Mr Carlo De Benedetti, the other by Suez, a 
French financial-services company—had 
reached agreement to share power within 
the company. 

is agreement ends the confrontation 
between Mr De Benedetti, whose hostile bid 
had brought him to within 5% of an abso- 
lute majority of the Générale’s shares, and 
the Suez-led majority coalition which in- 


_ cludes the Belgians. It also signals the end of 


Mr De Benedetti’s attempt to win effective 
control of the group. 
The corollary of this defeat is closer 


- links between his French-based CERUS com- 


pany and Suez. Between them they had 


- spent nearly 100 billion Belgian francs ($3 


né e 


A 


billion) building up stakes in the company 
(Mr De Benedetti and his followers have 





de Carmoy, a new Générale 


about 45% of issued shares; Suez about 
32%.) Some of their shares were bought at 
more than 8,000 Belgian francs each, nearly 
double their current value. The closer the 
agreement between CERUS and Suez on how 
the Générale should be run, the less Suez 
needs its Belgian shareholders as allies. 

The stand-off of recent months blocked 
any chance of one group imposing its plans 
on the other. They needed to strike a deal in 
order to start making money on their invest- 
ments. This means that, whether the Bel- 
gians like it or not, the strategic decisions on 
the future of the group’s lame ducks, like the 


ACEC heavy-engineering group or arms- 
maker FN, will be taken out of their hands. 
So too will be decisions to sell off one or the 
other of the Générale's swans. Now that a 
deal has been signed between Suez and 
CERUS, changes are already starting: a Brit- 
ish media magnate, Mr Robert Maxwell, 
said that he and the Générale were planning 
to set up a joint venture to get into the Euro- 
pean communications business. That may 
not be all that he is after: amid flat denials, it 
seemed that Mr Maxwell wants part of Mr 
De Benedetti’s stake in the Générale itself. 
The first manifestation of the CERUS- 
Suez deal was the withdrawal of Mr De 
Benedetti's opposition to the nomination of 
Mr Hervé de Catmoy as the group's first- 
ever executive director. His nomination 
went through at the annual shareholders' 
meeting in Brussels. Mr de Carmoy is the 
man chosen by Suez to shake up the conser- 
vative managers of the Générale which ' 
earned the group the nickname of la vi 
dame (the old lady). A Frenchman, Mr ae 
Carmoy was until last month head of global 
banking at the Midland Bank in London. 
His appointment means a sharp curtail- 
ment in the power of Mr Réne Lamy, gover- 
nor of the Générale, who remains in this 
post for the time being. Suez's aim, provided 
it gets the support of Mr De Benedetti, is to 
make Mr de Carmoy managing director, an 


appointment that needs the approval of 


1596 of shareholders. It is unlikely that Mr 
de Carmoy has given up one of the city's 
best-paid jobs without getting assurances on 
this point from Mr De Benedetti. 


a UU MM 


In which we serve | "the revival of competition, in that firms 


HE shift to service jobs all over the 

rich world is well documented. Be- 
tween 1960 and 1985 the share of employ- 
ees in services in the United States rose 
from 56% to 69%; in Italy the rise. was 
from 33% to 55%. Less well documented 
(partly because service industries live in a 
statistical fog) are the big changes that 
have taken place in the sorts of jobs that 
the servers do. A report to be published 
soon by the OECD examines these changes 
in a number of service firms in five coun- 
tries: France, Japan, Sweden, the United 
States and West Germany”. 

While computers have not reduced the 
number of clerical jobs as much as was 
once prophesied, they have made the sup- 
ply of such services easier. That has 
shifted the emphasis away from some sorts 
of clerical work to marketing skills—sell- 
ing services and developing new ones. In 
1976 in America’s financial sector, 25% of 
employees were managers and profes- 


sionals, 22% were sales folk and 44% were 


B2 


clerical staff. By 1985 those figures were 
2896, 2496 and 4196 respectively. 

The shift to more testing service jobs 
has been part of the reason for a rising de- 
mand for cleverer people. In 1975, nearly 
half the male labour force of one Japanese 
insurance company had had more than 12 
years education. Ten years later, almost 
two-thirds had; for new recruits the figure 
had risen from 7096 to 100%. 

More and more of the service 
workforce are women. Most have come in 
as low-skill, part-time workers—account- 
ing for much of the recent upsurge in tem- 
porary employment agencies. But women 
have not made much progress to the top 
of service industries: 6096 of women in 
American financial services are in clerical 
jobs, compared with only 1496 of men. 

There has been a rejigging of work in 
services. Parts of businesses that used to 
be carried out inside firms (such as cater- 
ing and cleaning) have been contracted 
out—a by-product, say the authors, of 


find it increasingly difficult to shelter less-. | 
than-market-efficient transactions behind 
monopoly rents." 

A growing supply of outside contrac- 
tors has come forward to meet this de 
mand for “contracting out". Fewer and 
fewer specialists now expect to spend their 
careers serving a single firm. Most prefer 
to develop their skills by offering them to 
a number of corporate customers. Some 
of these specialists are from two-income 
families and have turned themselves into 
outside contractors, sometimes to avoid 
the demands of employers that each of the 
couple be mobile in a different direction. 
Such families tend to improve their 
chances of work by settling in or near 
large. towns. Advanced telecommunica- 
tions have not yet spread highly skilled 
workers to remote, rustic work-stations, 
but the most competitive service firms of 
the future may be the ones that do. 


*"Human Resources and Corporate Strategy". By 
Olivier Bertrand and Thierry Novelle. To be pub- 
lished by the ogcp. 








Y 


m par 
La © 


Rf 
& & $e d 


Japan Inc's most ial 


factory 


TOKYO 


UESS how two of Japan’s best-known 
companies, Nissan Motor and Sanyo 
Electric, made most of their profits last year? 
Not by making motor cars, video recorders 
or televisions, but by juggling money. Last 
year more than half the industrial compa- 
nies listed on the Tokyo Stock Exchange 
ie such profits playing the financial mar- 

. Sanyo s dealing income was 134% of 
its operating profits, and Isuzu Motors’ 
1,962%. 

A lot of firms made even more money in 
the previous year, which had no Black Mon- 
day. For many Japanese companies, these fi- 
nancial bonanzas came as a godsend after 
the appreciation of the yen since 1985 had 
slimmed export margins and hammered 
manufacturing profits. But Tateho Chemi- 
cal showed the dangers of being hooked on 
the money game. It went bust last year after 
speculating in government-bond futures. 
Now that corporate profits are booming and 
cash levels are at their highest since 1972, 
the big companies are playing a safer—yet 
still lucrative—game. Witness Toyota, Ja- 
pan's biggest carmaker. 

Toyota has an estimated cash hoard of 
¥1.7 trillion ($13.4 billion) —enough to buy 
Honda. Yet Toyota has said that next 
month it will float the biggest convertible 
yen bond seen in Japan. It wants to raise 
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¥300 billion, half as much again as the previ- 
ous record for a convertible, also launched 
by Toyota. The company says it needs the 
money to develop new products and tech- 
nologies and for investment in plant over- 
seas. Really? Toyota's capital-investment 
plans for this year call for only ¥260 billion. 

As the bluest of Japan’s blue-chip com- 
panies, Toyota's securities command the fin- 


est of terms. Its bond will carry a coupon of 


1.7% against the average rate for yen bonds 
convertible into equity of 2%. Thus the pro- 
ceeds can be reinvested in financial instru- 
ments on better terms than Toyota will have 


Muck and money 
































Non-operating profits as % of 
Fiscal 1987 Y bn pre-tax profits 
Toyota Motor B T A NE 
Matsushita Electric (| 1092 58.8 
Nissan Motor 894 553 
Sharp eh ee 732 
Sony FL 212 c 8-7 
Honda Motor 22.7 26.1 
Sanyo Electric APER T au SMS 
Mitsubishi Corp 208 208 
Chiyoda 205 (loss) 
isuzu Motors —— 164 1,962.4 


Source: Wako Economic Research Institute 





paid for the funds. Large-scale time deposits 
yield around 4%. 

Nice non-work if you can get it, and 
Toyota has proved a dab hand at the game. 
In the year to March 1988 it made ¥149 bil- 
lion from investing in financial assets, or 
zaiteku (financial engineering) as it is known 
in Japan when done by industrial compa- 
nies. Such investment provided 37.6% of 
the company's total pre-tax profits. For the 
past eight years Toyota has headed the 
league-table of the top earners from zaiteku 
that Wako Economic Research Institute 
compiles annually. 

Even those companies not in the top ten 
made a bundle from zaiteku. Victor Com- 
pany of Japan, the big audio equipment and 
video-recorder manufacturer, made dealing 
profits equivalent to 93% of its pre-tax prof- 
its or ¥16 billion; for Hanwa Kogyo, a steel 
trader, the figure was 60% (also ¥16 billion); 
Ajinomoto, a big food processor, made ¥13 
billion, or 40% of its pre-tax profits. 

There is little sign that Japanese compa- 
nies will lose their taste for zaiteku, if only 
because they still have the cash to indulge in 
it. On average, Japanese companies hold 
cash, deposits and marketable securities 
equivalent to at least 45 days’ worth of sales. 
No just-in-time inventory control when it 
comes to money, 

Black Monday has made some compa- 
nies think twice about zaiteku, but Toyota's 
racy convertible suggests that the big boys, 
at least, have put second thoughts behind 
them. They know they can make their cheap 
money make money even in unrisky 
markets. 

——— SSS ee eee eee 
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apanese financial deregulation 


Irust is not enough 













| NE of the loni ren bus. fan de- 
j régulation of Japan $ financial system 


; ofall money’, securities- and investment- 


























































hese highly profitable nich s are n OW | 
tack from other, financial institutions. 


deep t Toots 


s- * | estie g. Boda 
ties investment and trad- 











nce, but for the previous five financial 
rs trust banks had seen profits grow at a 
4.996 compound annual rate. 

-It was. not difficult to make money in 
ose five years. The bull stockmarket 
adt pots of investment-, loan- and pen- 
ion-trust commission income, made invest- 
ng a trust’s assets in equities a doddle, and 
ncouraged lots of the trust banks’ company 








pare money into the stockmarket. This was 
sually done through tokkin funds, a special 
nvestment trust (run only by trust banks) 
vith tax advantages for companies. 

Trust banks are dependent for funds on 
he loan-trust certificate. This, though nom- 
nally a two- or five-year floating-rate - 
ertificate sold to individuals, is effec- 
ively a term deposit. It-offers a yield 
etter than the highest rate of inter- 
st allowed on any regulated term de- 
posit, and for a longer term—five 
ears, against a maximum of three. As 
he floor for free-market interest rates . 
s lowered, the loan-trust certificate 
rill look less and less attractive. 

~ Until nine foreign banks were al- 
owed to be trust banks after 1985, 
rust banking remained. pretty dozy. 
There are nine foreign trust banks in 
apan. Six belong to^ Americans: 
Bankers Trust, Chase Manhattan, 
Chemical, Citicorp, Manufacturers 
Hanover and J.P. Morgan. Two are 
owned by Switzerland's Credit Suisse 
and Union Bank of Switzerl land, the 
other by Britain's Barclays.” 

.; Although the assets of. these. for: 
“eigners have increased sharply from 


¥337.6 billion at the.end of Septem | 


ust business, and they share p | 


s ke a co mercial oe 


. Credit: Suisse, Ci 


varning signals ate. now. flashing » 
| pre-tax de. of the seven Japa- 
the year: to last March : 


an a year earlier, ‘Not ‘Bad: at ae 8 


hd financial-institution clients to put their - 


Source: Jardine Fleming Securities 


ber 1986 to ¥2 trillion at the end of March 


this year, they manage less than 1% of Ja- 
| pan's total trust assets. They have found a 


niche for fund trusts denominated in for- 


-eign currency. Japan Bankers Trust is the 


biggest, oldest: and: (probably) most profit- 


able of the foreign trust banks, though 
» Chemical Trust will become the first for- 
-eigner to pay a dividend, for the year to. end- x 


March. 














ER heed trust banks et pris 


- company clients. 
The bulk of.the foreign trust banks" 


business is managing tokkin funds. This 
makes them money; whether it will continue 


‘to do so depends on whether the zaiteku 


boom has just paused or is played out. Alter- 
native new businesses they are looking at in- 
clude housing loans and property 
development. ^ | 

The are: presence shook the trust 
banks up—more because of the perceived 


threat than any real. challenge. The trust 


banks have become leaders in the yen swap 
market and are developing their foreign-cur- 
rency epee punes With apanas fi- 


Ready for carving up 
Japanese trust banks fiscal years 
0 Ybn 100 


200 - 300  . 400 





fered Colegios. lange sse 


has increased m 


Japan Bankers Trust Y was de first toco. ^1 et 
manage a pension fund with a local firm—..— e Tr 
‘Sumitomo Trust. All nine now hold com-. ac 

pany pension accounts. Manny Hanny; | co 
jtitrust and Japan Bankers : 
scent pension-fund contracts ^ : 
: totalling X] billion from Tokyo Electric - 
B all the foreign trust banks... 1; 
problem of gaining enough -~ pe 
in ine domestig, makett to 


- source of new earnings in- 





to-have suf- 
Xf ¥6 trillion 
over the past three years, there are plenty of 
potential customers for such services. Trust 














_ banks’ income from. foreign-exchange trad- 


ing has increased from ¥9 billion in the year 
to March 1985 to ¥32 billion i in the year to 
last March. —— 


Progress: in dd areas has given the 


' trust banks some. illusory reassurance: 















from bond trading 


e Trust banks’ i 
ion. from the year 


gainst 2096 ien yeats agi 


e a been able to sit back n 


the trust “ba 





g and trusts. Trust 
banks are the only Japanese banks allowed 
to deal in property. Investors deposit land in 


trust, just as. they. would cash. The trust 
bank then manages its development. "These 


trusts are proving popular, not least because 
they let individuals escape high taxes when 
selling land. | 
But it is the business of company pen- 
sion funds on which the future of the trust 
banks will hang. ' This :is now a relatively 
small business in Japan; worth ¥23 trillion 
in funds under management, about one- 
eighth the size of the pension-fund business 
in America. But in Japan it is expected to 
grow at 15-20% for the next two decades. 
Herne a company's pension-fund account 
. will become the core banking 1 ` 
tionship on which trust banks 
build the sale of other services. At 
present, they have a 7096 market 
| share, spread almost equally between 
the top six trust banks. ! 
|. Three years ago, the average re- 
' .turn on those funds was 9.94% with 
“the best (Daiwa) ànd the worst (Ya- 
| suda Trust) being within less than 
| "one percentage point of the average. 
qp Now, competition from the life insur- 
"ers and the foreign trust banks 
(though only Bankers Trust has made 
any real headway) and more sophisti- 
cated demands for better perfor- 
-mance from clients, has raised the av- 
“erage to 12.72% with the spread 
-between the best (Yasuda Trust) and 
_ the worst (Chuo Trust) widening to 
nearly seven percentage points. — 
The trust banks will: need. to 
i aan up further if they are not to 
cbe relegated t to the tole of 

















faking a Korea in the stockmarket 


' South Koreans argue » that their stockmarket does quite nicely without 
foreigners messing it up. Keep the restrictions on overseas investors, 


they say | 













2 its economy and its currency, 
outh Korea's stockmarket is among 
e world's upwardly mobile. Last Octo- 
the Seoul bourse never crashed—it 
rely stumbled. In the past two months 
-i the composite index has- climbed by 
|]. nearly 10%, to almost three tímes its level 
~ at the beginning of last year. Th 








1e bourse's 
` capitalisation, at $45 billion; is now much 
_ the same as Singapore's, two-thirds that of 
jog so and growing faster than 























; ading oane averages dud 
' athird higher than in Hong- 
kong, and several times that in Singapore. 
- The Seoul stock exchange has nearly 500 
|. listed companies, and the markets: 
] capitalisation is less concentrated. 
J| around its largest companies than 
|] those of Singapore and Hongkong. 
~ Yet none of these statistics heralds 
. Seoulas a new financial cen 
E ae Asia. E (5 ; 
The drawback is that: ox 
rea's exchange is even mor 
to the outside world than Taiwar ; 
Non-resident foreigners are barre 
from owning South Korean: stocks, 
except indirectly through : nine 
“trust funds", which are rather like 
nt «Demand for 
| avy that they 
; ade y premium above the 
43 value of the incertving shares. 
^" Restrictions are also imposed on 
] the money resident foreigners may 
xring into the country, and on the 
„yx shares they can buy with it; There — - 
are no foreign. listings on the stock ex- 











_ change. And talk of setting up new mar-. 


kets, such as those in futures and curren- 
ies, make South Korean politicians 
Post they want the South Korean 

| won to remain pon-convertine for as long 
- as possible. 

Yet the government, as it is often po- 
litely reminded, has been formally com- 
mitted to financial. liberalisation since 
1981. In anticipation, 16 foreign stock- 

| broking firms have set up offices in Seoul. 
| They are not yet allowed to deal with or 
| give advice to South Korean clients. 
There are more than 40 foreign banks 
. present: they may play the market for 
their own gain, but only in a limited way. 
-The number of firms licensed to deal on 
the stock exchange—25—has been frozen 
| foryears. 
As has the timetable for change. Politi- 
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cal inertia has stemmed largely. from the 


fact that South Korea has money coming 
„out of its ears. Its trade surplus was $7.65 


billion last year and will be not much less 
than that in 1988. An appreciating won 


notwithstanding, the economy will proba- _ 
bly grow by 10-1196 in real terms this: year, E 


spurred by exports. 


South Korea’s broad money supply i A 


currently growing at over 20% a year, and 


inflation is nearly 8%. Foreign. invest- 
ment, (Say. the protectionists, will “only | : 


swell the money supply further. That fear 
helps explain why the supply of the one 
instrument overseas investors may buy 


and trade in, convertible bonds, has with- 
-ered. There have been no new issues of | 


convertibles since the middle of 1987. 
. Even so, foreigners are betting that 
South Korea will not be able to resist the 


| winds of liberalisation for much longer. It 
‘is keen to join the OECD in 1991 or 1992 


(ie, during the term of office of its new 
president, Mr Roh Tae Woo). Relatively 


open capital markets are more or less a 


pre-condition for entry. | 

Mr Sakong Il, the finance. minister, 
now says that the stockmarket will be 
open to all-comers when the exchange is 


worth $100 billion and lists 1,000 compa- 


nies. What a coincidence: current trends 
point to that happening around the same. 
date. | 






-stalled for : a handful of the most activel: 
ee 


: poit in English; still emer pu 
- proper consolidated figures; and not 





































































If Seoul is to become as internation: 
market as Hongkong or Singapore, it : 
have to bring up to scratch some of 
tiquated methods. For instance, the 
little continuous matching of stock-ex- 
change m Dealers: usually have t 
wait until several hours after the close o 
trading to discover what positions they 
3 . True, a real-time computer- 

system has already been in- 









traded shares, Its scope will have to: be ex 
tended fo the rest of the stockmarke 


Morebyets South Korean financial E 


takes them seriously anyway. Electronic 
databases are practically unheard of. The. 
press, though | getting bolder, is ‘stil 
fettered when it comes to criticising. 
_ the government's economic policy. 
There are plenty of business maga- 
zines about, but they tend to de-- 
scribe companies and the economy 
in gushingly polite tones. . | 
. Sore foreigners consider these. 
problems small compared- with. 
other, endemic ones. There is: still. 
no law to prevent investors owning - 
shares under a false name. And the. 
biggest problem is insider dealing 
That is likely to remain rife’ (and. 
unchecked) 80 long as the authori 
ties have a hand in it. Last, yea 
during the presidential’ election, 
the stockmarket was eerily unfazed 
‘by the violence on the streets. Ru- 
mours abounded that the govern- 
ment was propping up d prices 
in order to give an air of calm, while : 
conveniently topping up its election cam- o 
paign coffers. Insider-trading apart, the - 
Ministry of Finance has long held Sway. 
over investing institutions.’ Overseas in 
vestors would prefer a less dirigiste " | 
approach. = 
- Nevertheless, if South’ Kotea dues 4 
open up its stockmarket, there is likely ro. 
be no shortage of paper to gobble up. This- 
month the government embarked upon a * 
programme of privatisations, with the fo- 
tation of 2196 of Pohang Iron & Steel, 
which has twice the paid-in capital of the. | 
next biggest listing. The event was in- 
auspicious. The shares were pitched 
higher than most traders expected, and : 
quickly sank, dragging the whole. 
stockmarket down with it. Undeterred, 
the authorities now yrs to float South | 
Korea's telecoms and electricity monopo-- 
lies.on 1 the stockmarket. | 





keeper. Competition for this pension-fund 


business will be fierce. From next year, the 
Ministry of Finance is hinting, investment 
advisory firms will be allowed to manage 


© pension funds: on a discretionary basis. 


E. Eu rms. 
- Britain ch out more in commissions, 


.;4 


Given the nature of the competition, how 
long will it be: 
follows Yasuda Life and Nippon Life in go- 


ing abroad to buy the skills in asset manage- 


ment they will so desperately need?. 





City stockbroking 


Little big men. 


- , . 
u 





IG City of London stockbrokers have 
ew: outsmarted by small, mainly pro- 
year, private clients in 


£555m( 910 million), than did institutional 


— investors. On that business, the smaller bro- 


kers made a packet. Most of London's big 


. firms lost money, despite charging more, on 


average, for old-fashioned advisory and dis- 


— eretionary services than they did when fixed 


commissions were abolished in October 
1986. 
The big brokers' loss has not been the 


clients’ gain. Stockbrokers reckon private 





clients are a soft touch. Many firms, such as 


- Hoare Govett and Kleinwort Grieveson, 
were late in settling deals and often had to 
—— borrow stock to deliver to small clients, an 
expensive stop gap. Often, that extra cost 
- wassimply passed on to the small investor in 


higher charges. On top of that, brokers 


jacked up commissions on private-client 


business to offset the concessions they made 
to institutions. 

Several firms which cut their commis- 
sion scales immediately after deregulation 
have hoisted them back to pre-Big Bang 
rates. Others, such as Hongkong and Shang- 
hai ng Corporation's James Capel, 
have. died. an annual management fee for 


good measure. | 
High fees are not enough, however, to 


keep London's securities houses in the small 


oe d» eg 


^ Aes 
^ MEN. 
m A 
ye 
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client business. ANZ Bank is sellingzits busi- 
ness, Capel-Cure Myers International Asset 
Management, to Central Capital Corpora- 
tion of Canada for about £16m; Hoare 
Govett wants to offload its private-client di- 
vision to concentrate on institutional busi- 
ness. Others, such as Smith New Court and 
Shearson Lehman Hutton, have already 
done just that. Why are they giving up? 

Partly because: private clients, too, are 
getting smarter. Managing their money used 
to be a cinch. A typical individual share- 
holder was usually wealthy; he (rarely she) 
dealt fairly often on the stockmarket; and he 
did not mind the high fixed commissions. 
His stockbroker (an old school chum) would 
keep him happy with an occasional hot tip 
over a glass of port. 

Today's investor demands more—ei- 
ther a better service (more research bumf 
and advice, quick execution and less paper- 
work) or a cheaper one (lower commissions 
and administrative charges). The mistake 
that several large London stockbrokers 
made after Big Bang was to try to provide 
both. kinds of service. Few had thought 
about putting systems in place to handle the 
upsurge of private-client business. Hoare 
Govett and Kleinwort Grieveson have now 
dropped their cheaper "execution-only" 
service. Quilter Goodison has closed its 
"share shops", lodged in department stores, 
and has shed 70 of the 290 staff dealing with 


fore à Japanese trust bank | 





private clients. 

Sensibly, such brokers hàve gone back 
to doing what they do best: managing advi- 
sory and discretionary accounts. Yet several 


. more will have to give up in the next couple 


of years. That is because they face increasing 
competition for a commission pie that will 
not grow by much. 

Ten years ago, there were only three mil- 
lion individual shareholders in Britain. 
Thanks to privatisations, employee share 
schemes and a roaring bull market, that 
number has trebled, to take in 2096 of the 
adult population. Yet, of those, 5m own 
shares in only one company and a further 
2.4m in just two or three issues—usually in 
piffling amounts. New-fashioned big bro- 
kers cannot hope to make money out of 
such investors. It makes sense for 
privatisation punters to sell their handful of 
British Gas shares through, say, their bank 
branch. Barclays and National Westminst 
for example, offer a cheap dealing service 
small. numbers of shares. They have the 
computer systems and the economies of 
scale to charge half the minimum commis- 
sion rates of other London brokers. 

More than two-thirds of all trading by 
private clients is carried out by the remain- 
ing 1.6m shareholders who own more than 
three issues. Given the increasing 
institutionalisation of the market, that num- 
ber is unlikely to grow by much. Brokers 
hope that these shareholders will at least 
transact more trades than the current aver- 
age of four times a year. 

London's traditional houses face the 
greatest competition for this kind of inves- 
tor from regional brokers and from Ameri- 
can-style discount brokers (who offer an efh- 
cient, straightforward. dealing service). 
London's firms are handicapped by high 
overheads and often inadequate settlement 
systems. For most, the cost of handling a sin- 
gle bargain is rarely less chan £30 ($53), 
usually nearer £50. Provincial rivals L..... 


' whittled that down to £15-20. 


More provincial brokers look set to fol- 
low the path taken by the National Invest- 
ment Group and Allied Provincial. These 
firms were formed by mergers between sev- 
eral local brokerages; they have retained 
their own names, but pool their marketing 
and settlement. They are now starting to 
push into related services such as banking, 
mortgages and the like (one of Allied's 
shareholders is the National Provincial 
building society). Each firm has more than 
100,000 customers, compared with perhaps 
1,500 for a typical London house. National 
Investment Group says it handles about 4% 
of the domestic equity business. 

Savvy investors are starting to leave 
their old brokers for discount brokers, who 
do not advise clients on what to buy. These 
firms can offer a much cheaper dealing-ser- 
vice because they do not need expensive 
London offices, and can farm out their set- 
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I ie moath, Fidelity, an American 
unched a service aimed at the well-off 
tor: it undercuts most other brokers 
for bargains worth more than £4,000. An- 
other broker, Birmingham-based Albert E. 
| Sharp, has teamed up with British Telecom 
to. provide a similar service, _ . 

Increasingly, London's. big hoü 
willin ọ advise only the richest cl 













lients: 

The want to steer the less wealthy into;unit 
trusts, often in-house funds. Their. advan- 
ge is that they are little trouble to manage, 








< they would be better, off taking-over Allied 
^ Provincial, in which it algeacty o owns a stake. 





Auditing. 






| l MERICAN o companies can legally do i it. 
£X So can British firms but they seldom 
do. In Australia, everyone does; in continen- 


tal Europe, they don't. Accountants around - 


the world are in a lather about accounting 
. for brands—ie, putting a value on some- 
thing as intangible as customers ' loyalty toa 
choc bar or a packet of ciggies. But nervous 
corporate. clients; necks.straining as they 

look out for bidders, may soon demand it. 
n.a recent letter : ‘to’ shareholders, 
‘Rowntree said: Our. brands speak for 
themselves." Were that so, Rowntree might 
‘not have faced rival bids from. two Swiss 
chocolate -:makers, Nestlé and Jacobs 
Suchard. The last annual report of the York 
confectioner gave no indication of the value 
' ‘rose trademarks: it showed net assets of 





£408.6m ($768m). Nestlé is.so keen to 


get hold of established makes, like Kit Kat 
and Quality Street, that it is offering more 
than six times the book value of Rowntree’ s 








se: an Amencn companies can odis second 
their estimate of the intangible value of a 
bran 








| vhich is not much use to a com- 
„pany which has grown its own brands. And 
American companies then have to amortise 
that intangible asset in subsequent years. In 
Britain, which follows the European 4th Di- 
tective,a company which acquires and val- 
an intangible. can keep it there as long as 
olds its value. British companies are also 
wed to. put.a. value on a home-grown 
orand—like Kit Kat... 

Yet most British. snd” companies 
keep mum about thei most important as- 
sets. Why? Because: - 3 

@ The stockmarket values companies - more 
on earnings | 5 sie than.assets. So bal- 





















CEREREM TETTE TRUE iter ANN rti d VEU ` 


d they bring in a steady fee. More active - 
clients will feel they can get.a better service 

“elsewhere. Many of the City’s old guard - 
agree. Some directors of James Capel think - 


loa accountit ng for 


ame or a newspaper title when they — 


Mandarin lemon 


ALONG ou the Barlow Clowes scan- 
dal, Britain’s Department of Trade 
| ve Industry (DTI) has another reason to 


^ feel that its pride as a regulator of the City - 


{of London's securities business has been 
battered oflate. - 


 aresitting on a 300-page report by the DTI 

] onlast October's stockmarket crash. The 
-. report says there was a lack of contingency 
planning for a crisissin London's markets. 

A drying-up of liquidity; the collapse of a 
‘major securities firm; the knock-on effect 
of disasters in foreign markets: all these 


for which London was under-prepared at. 


the time of the crash. Any crisis would 
- have been. made worse, the report: sug- 
gests, by the conflicting activities of Lon- 


Ro don’s various:regulatory bodies. Some pri 


officials claim the report is being kept un- 


der wraps because these conclusions are - 


embarrassing to the City's regulators. - 





research. 3 
p punting - 





| 
| 
are mentioned by the Drt.as eventualities - 
| 
| 


e Valuing a brand is ; difficu until s some- 


body bids for. it-—and is open to abuse. Kit 


Kat may have got progressively stronger 
over fifty years but that may not last. Virol 
malt extract (which made youngsters feel 


sick) and Players Capstan cigarettes (which 
did much the same to adults) were two 
brands which 20 years ago dominated Brit- 
ish railway station advertisements but have 
since declined. In. Australia several small 
high-technology companies which attrib- 
uted set values to their "discoveries" when 
they came to the stockmarket last year have 
since run into difficulties. 

e Recording a brand as an asset "will put 


enormous pressure on accountants. and 
managers in subsequent bad. years”, admits 
Professor David. Tweedie; a. parner at Peat 





The Treasury atid the. Bank of ual 


-of England must keep secret any p | 
: act. asa lender of last resort for sec 


the Bank. kn 


“gency arrangements are in even bett 
.. i the crash: it has begun to consult with the 
^^ "Securities and Investments Board and i 

| self-regulatory organisations about how to 
| cope with: any ft 


cence Securities. So ected 
the movec M 


company to the 


is employing its assets; 
















The-wraps may be on for other. r 
sons, more embarrassing to the DT 
Bank and the Treasury feel that the repi 
is badly. written, is feeble in its ana 
and suggests that the DTI has not und 
stood many of the complexities of thev 
securities markets work. For instance, i 
obvious that if investment bankers ar 
be shielded from moral hazard 





The Bank m maintains sthat tit had, t 

















shi with the ms nes ea 10 
Stock Exchange kept it aware of the d 
capital positions of eockiatker t firms. 


ger, anc | played. à parti in corrective acti 
by.arranging lines of credit from. par 
or banks.. The Bank claims that its conti 





shape now than they were at the time ði 


















üture crisis. | 
ank's increasing desire do infl 











> Despite digee DONE fnariy accou 
tants like Professor Tweedie argue th 
brands should be valued if they make a su 
stantial “difference. „Otherwise, annual 
ports fail to give an accurate picture o 
: shareholders and give 
leading i impression of how well the comp 






















Only one industry treats constant r 
valuing of an intangible as the norm. Pu 
lishers often revalue their newspaper m 
heads—partly to reassure their- banker 
The June 1987 accounts of News Corp 
tion, an Australian company controlled 
Mr Rupert. Murdoch, lists- "publish ; 
rights, titles:and television licences” wort 
A$4.85 billion ($3.5 billion) or one-third : 
total assets. This figure was. calculated. b 
Hambros Securities, an Australian: me 
chant bank, which has revalued newspapei 
worldwide, including Fiji and Ireland. I 
September. 1987 Kleinwort Grieveson 
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British stockbroker, valued the masthead of 
The Independent newspaper at £18.7m, 
even though the year-old newspaper was not 
then making a profit. Its owner, Newspaper 
Publishing, held tangible assets of only £7m. 

Reckitt & Colman is the only big Brit- 
ish branded goods manufacturer to record 
the value of its trademarks—but only after 
acquisitions. For example in November 
1986 it bought Durkee Famous Foods, an 
American company, for £94m. Only £35m 
of that sum was represented by tangible as- 
sets. Of the remaining £59m, £48m was re- 
corded as trademarks and £11m was treated 
as good will and written off. Reckitt began 
by treating the costs of acquiring Durkee 
(£3m) as goodwill. The remaining £56m was 
allocated on the basis of Durkee's operating 
profit. Durkee brand products accounted 
for 8596 of that profit so that was the per- 
centage of goodwill treated as trademarks. 
The rest (mostly from making products to 
be sold as supermarkets’ own brands) was 
left as goodwill. 


British bankers and accountants are 


now betting which companies will join 
Reckitt. One of the favourites, Grand Met- 
ropolitan, has talked to Reckitt and has 
gone on to discuss the matter with Allied- 
Lyons and Guinness. 

At present, British companies can ei- 
ther write off goodwill against reserves or 
must gradually reduce it over a period of 
years. Nearly all take the first route because 
the second has to appear as a cost on the 
income statement and thus affects earnings. 
However, no company willingly writes off its 
capital when it is:so difficult to raise fresh 
money from a jittery stockmarket and when 
such write-offs leave it vulnerable to 
predators. 

Grand Metropolitan last year bought 
Smirnoff, a vodka: producer, for $1.2 bil- 
lion—two-thirds of which it has had to write 
off as goodwill. It might have avoided this if 
it had attached a value to the Smirnoff 
name. The next time Grand Metropolitan 
takes over a big-brand company it may 
adopt the Reckitt approach just to protect 
its net worth. 





Barclays Bank 


The eagle preens itself 


Out of American retail banking 
F BANKING customers conducted their 


financial affairs the way Barclays Bank 
has run its overseas business, they would be 
knee-deep in withering letters from their 
bank managers. In the past, the bank's over- 
seas operations have lacked direction, disci- 
pline and data. Now, at last, Barclays is try- 
ing to sort itself out. 

Once the most international of the Brit- 
ish clearing banks, Barclays has increasingly 
relied on the British market for the bulk of 
its profit. Last year only 2396 of its £1 billion 
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($1.6 billion) operating profit was earned 
abroad (only 1496 if foreign exchange busi- 
ness is excluded). Barclays now wants to run 
itself as a worldwide seller of products, 
rather than as a manager of umpteen na- 
tional outfits. It is aiming for 4096 of profit 
from overseas eventually. How can this be 
achieved? 

For a start, Barclays will need a proper 
management information system. By the 
end of 1990, its World Electronic Banking 
System, which will process the whole of the 








bank’s international business, will be up and 
running. It should help Barclays’ manage- 
ment get clearer and swifter analyses of all 
bits of the bank’s business. 


The bank began 1988 with a 
sprawl of 76 overseas businesses, 
ranging from an extensive net- 
work in Africa to locally-impor- 
tant operations in financial 

w= backwaters such as Barbados, 
and an assortment of interests in Europe 
and America. It has already started to weed 
out the operations which fail to meet targets 
for profitability and which will be too costly 
to bring up to scratch. 

The bank’s new managing director, Mr 
Andrew Buxton, has set the bank a target of 
a real (post-tax, post-inflation) return on eq- 
uity of 15%. Individual businesses which do 
not meet this norm and are not "strategic" 
(ie, do not help the bank as a whole 1 ' 
business it would not otherwise get) will 

Last year, for instance, Barclays sold its 
operation in Fiji to the Australia and New 
Zealand Banking Group. Earlier this year, 
Wells Fargo bought its retail bank in Cali- 
fornia. The bank's 54 retail branches on the 
east coast of America are also likely to be 
sold. They have never made a-15% return 
on equity, don't look like quickly achieving 
this, and so do not fit into Barclays new 
scheme of things. 

Apart from the east coast operation, 
Barclays has a hodge-podge of businesses 
ranging from leasing to credit cards, all trad- 
ing under the umbrella of Barclays America 
Corporation. It also has a network of Amer- 
ican branches doing corporate banking. 
Barclays wants to use them to sell its interna- 
tional versatility to American companies. 

Barclays' executive director in charge of 
international banking, Mr Humphrey 
Norrington, wants Barclays to play harder in 
Europe. In France, for example, Barclays 
ambled along as though it were a small | 
bank. Its 50 offices do a mixture of commer- 
cial and retail banking. This does not fit 
Barclays' new style. Mr Norrington says that 
the French business will have to be taken up 
by its roots, and then split and replanted as 
two operations: corporate and retail. 

Barclays Spanish operation is Mr Nor- 
rington's ideal. In 1985, the bank launched 
a Spanish cash-management account—an 
account that invests customers' surplus cash 
on the money markets. The product de- 
pends upon computer systems to keep track 
of the money. Barclays’ systems are better 
than its local rivals', so the bank has been 
able to grab 1096 of the Spanish market for 
high-interest accounts. It sells the service. 
through a chain of nearly 100 lightly-staffed 
sales-offices, all linked to a central com- 
puter. It plans to use the new sales network 
to sell retail customers other financial ser- 
vices. Meanwhile Barclays uses its Spanish 
branches for corporate business. 
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San apptoach ca can be applied iun 
across Europe. He feels that 
Barclays can. use its’ computer 
| Systems to give it an edge over lo- 


breakthrough into foreign retail mar- 









a dine to rid its ack as a 
porate banker. It wants to pick up busi- 
ses that will i improve the range of services 
a offer to companies—eg, leasing. 
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ng costs while simultaneously do- 
re e business. Worldwide, operating 


nt to 67% of the bank's net op- 
f e last year; in Britain, salaries 
| 85 000 unionised - workforce ac- 


or mene of f the bank’ $ costs. 


ok: hana 1983 to ; 1986, E piss is 






its retail business and got: ric 
senior management. The plan is that busi- 
ness customers will be handled by 325 busi- 
es bi nches, while the remaining 2,600 re- 

I branches will look after individuals. 
Owen Rout, the executive director 
e of domestic banking, says that 
‘is not satisfied with the returns it is 

from about a mostly suburban, 
es. Instead of closing them, Barclays 
ht downgrade them, turning them into 
ple offices that will provide only a hand- 
of services more cheaply. 








* the full-scale retail branches, tak- 
_ing down their barriers and turn- 


wider range of financial services, 
“and turning their tellers into 
eople. Most other banks, building so- 


: -same thing. The big problem they all 
e is Mibi de their staff to sell services, 


le a start. Fach ofit its 10. 000 staff who 
vith customers has been on a one-day 
se in the past year, to learn how to treat 


sod of ihe British bank branch. 
the rules of the City 











cal banks and achieve the diffi- 


i oil a local bank, Mr ee | 


in, Barclays is determined to do bus B 


from salaries to. computers) 


ing money hand over fist. Earlier 
the bank was A n its assets in 


| 3 back’ will stand’ or: fall bi the suc- _ 
ess of its cost cutting and marketing. Last. 
ear it separated its corporate banking from 
| of a layer of | 


. Mr Rout also wants to overhaul’ 


ing them into shops selling a- 


nd insurance companies are trying 


stockmarket crash : 
June 22nd, the Bank of England nodded as, t 
sent to another increase in the base lending 1 
! ; din of British banks, from 81296 to 996. 
ri 









: cides AE to act as an n independent ad: x 
viser, or to sell only its own products. It 


chose the latter because (says Barclays) evi- 


dence from America suggests that retail fi- 


nancial services are "sold" rather than 
“bought”. For example, a mutual fund man- 
ager, Fidelity, initially used stockbrokers to 
sell its funds but stopped when stockbrokers 


started to sell funds of their own. Now Fidel- 


ity does its own selling. 

Ás well as pruning its branches, Barclays 
hopes to make itself more: efficient by using 
more technology. It has a separate division, 
Central Retail Services, which sells mail-or- 
der financial services. It handles credit 
cards, debit cards, loans and travellers' 


M cheques. Barclays uses computers to deter . 
^ s mine customers’ creditworthiness and the ~ 
': post to communicate with them. On tech- ` 


nology alone, Barclays will spend about 
£280m this year, £330m next. 





MER to its business should help the 
we bank move closer to National 
Westminster, the top British 
£5 bank. They are now roughly 


credit rating agency, Standard & Poor’s; 


. Barclays is rated a notch below that at AA- 
plus. Barclays’ recent bumper rights issue . 


(raising £921m) makes it the best capitalised 


British bank, and might prompt S&P to up- 
grade its rating. This would have little tangi- 
ble effect on the bank's cost of funds, but it _ 


would hearten Barclays' managers. 


In Britain the bank's. target is clear. It - 
has to become as least as efficient as 


NatWest. Last year Barclays produced. 5% 


greater revenues in Britain than NatWest— 
£5.9 billion compared with £5.6 billion— 


but ended up with 20% worse pre-tax prof- 


its. It earned £825m, while NatWest man- 
aged just over £1 billion: 





Interest rates 


Did someone say 





co-ordination? 


HE dollar’ s recent buoyancy is bun 
governments make borrowing money 
more expensive. As expected, West Germa- 


ny's Bundesbank nudged up one of its 


benchmark interest rates this week. It lifted 


its repurchase rate from 344% to 312 %—the 
October’s . 


. On the following day, |: supporting the dollar by cutting interest 


first such rise since ast 





n's financial-market rates had already 


| Barclays harder-nosed approach | 


' out on June 27th. Nobody will. be: 


equal in size, with about £87 bil- 
-lion in assets at the end of 1987. Nat West i is 
the only British bank rated triple-A by the - 


banks outside 


to nose-dive again, 
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- been aligned to fedet such a rise, boue t 


ers had thought it likelier to happen after 
the (presumed-to-be-bad) trade figures due 
rprised 





if Japan and America follow suit, 

- Eight months after Black Monday the 
monetary ‘authorities of most of the big 
economies are increasingly worried about 
the risk of higher inflation, and are gradu- 
ally less concerned about. the danger of re- 
cession, Until recently, however, central 
America were leery of being 
first to push interest rates up; they feared 
that this would cause the ever-fragile dollar 
ecking : any pretence at 








economies. ‘America’ $ latest set of trade fig- 
ures were so strong (the trade deficit fell to a 
seasonally adjusted $10 billion in April, the 
lowest for over three years) that the risk of 


.an imminent dollar collapse evaporated. 


Even at the.cost of embarrassing the 


. summiteers in Toronto the Bundesbank _ 







therefore: happy to lead off. — 
The signs are that the Bundesbank g 
advance warning of its intentions to We 


_Germany’s. summit ‘partners, | though. Mr 
Gerhard. Stolt 1 
^. was said to be 
James Baker, America’s treasury secretary, 
| dismissed. the rise unagitatedly as:a mere 
|. "technical adjustment”. 
^ economies . therefore co-ordinating their 


berg, the finance minister, 
‘displeased over the timing. Mr 








Are the seven big 


monetary policies? Well, yes, it seems, in the 
sense that the finance ministers talk to each 


other. But, er, no, in the sense that (as the 
Bundeshank stressed) a concerted move to 
higher interest rates is not under way. That's 


the trouble with. co-ordination: it-is some- 


"thing to boast about when it is moving pol- 


icy-in an obviously welcome direction (eg, 








on other currencies), but not when it 
ns all taking nasty medicine (raising all 
re tates) at once. 





SCIENCE AND TECHNOLOGY 


~ 


Perestroika for bones 


WASHINGTON, DC 





How much longer, Mrs Robinson? 


OME people are born with one leg con- 
siderably shorter than the other. And 
bad fractures, sustained in accidents or on 
the battlefield, can leave other people in the 
lop-sided condition. Either way, the 
treatment is a series of complex opera- 
tions that frequently go wrong—unless you 
can travel to Kurgan in Siberia, where a Rus- 
sian doctor has developed a way of stretch- 
ing bones that often works where more con- 
ventional approaches fail. 

The technique, pioneered almost 40 
years ago by Dr Gavriel Ilizarov, now 67, was 
unknown outside Russia until the 1980s, 
when a few orthopaedic surgeons from the 
West went to Kurgan. Since then, Dr 
Ilizarov and his idea have been travelling. 
He recently spoke at a three-day seminar 
held near Washington, which was arranged 
by Dr Dror Paley of the University of Mary- 
land, an orthopaedic surgeon who intro- 
duced the technique to America in 1986. He 
has also taken his idea to Rome, California 
and New York. 

Major orthopaedic surgery is often ex- 
tremely bloody. The key to the Ilizarov 
method is an almost bloodless operation in 
which the surgeon makes incisions in the 
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bone to be lengthened, but spares the mar- 
row at its core. Dr Ilizarov found that pre- 
serving the marrow is important because it is 
rich with blood vessels that are needed to 
nourish the generation of new bone. His aim 
is to duplicate the physiological conditions 
that cause bone to form and grow in a nor- 
mal foetus or child. 

Thin wires are criss-crossed through the 
bone above and below where the incisions 
are made and tightly fastened to perforated 
metal rings that encircle the limb. The rings 
are then connected to each other with 
threaded rods, running parallel to the limb, 
which are fitted with knobs. A few days after 
surgery, patients start twisting the knobs 
four times a day. Each twist pulls the cut 
ends of the bone apart by about one-hun- 
dredth of an inch and the bone responds by 
filling in the gap. Tension makes the nerves, 
skin, muscles and tendons keep pace. 

Just how long the patient wears the ap- 
paratus and keeps twisting the knobs de- 
pends on how much lengthening is needed. 
Typically it takes a month for about one 
centimetre of new bone to form and harden. 
So a patient with a leg that is ten centimetres 
too short can expect to have the frame on 





for about ten months. But the time it takes 
can, in many cases, be halved by cutting a 
too-short bone at two places instead of one 
and using a frame that has several sets of 
wires and external parts. 

This means fewer operations for the pa- 
tient. The Ilizarov method has other advan- 
tages over conventional limb-lengthening 
techniques. It does not require a bone graft 
from elsewhere in the patient's body (or a 
bone bank), or the use of metal plates that 
need to be surgically removed. Complica- 
tions are rare and the operation can stretch 
bone by 25cm or more. 

A week or so after surgery, patients can 
leave hospital and thereafter return only for 
X-rays, adjustments to their apparatus and 
physiotherapy. While waiting until it is time 
for their frames to be removed, many pa- 
tients can return to work or school. This 
helps them because, without frequent 
weight-bearing exercise, the therapy does 
not work. Why this should be is not clear, 
but lack of exercise has been shown to make 
bones deteriorate during long stays in bed or 
in space. 

Because the components of the frame 
can be assembled in many configurations, 
the Ilizarov method can also be used to 
shorten, widen or realign bone, and to 
lengthen arms, hands and feet, as well as 
legs. It can also be used to lengthen amputa- 
tion stumps. And lengthening can make it 
possible to fit an artificial leg to a short 
stump—say an amputation above the knee. 

Although western orthopaedic sur- 
geons—even those who have studied in 
Kurgan—do not yet have enough experi- 
ence to try it, they report that the method 
has-also successfully corrected some severe 
birth defects. In the West, early amputation 
is the usual treatment for a baby with a 
lower leg that is both far too short and badly 
twisted. Instead, Dr Ilizarov waits until the 
baby is old enough to co-operate and then 
applies -a frame that lengthens and 
straightens the twisted limb. 

A more controversial application of the 
technique, which is being used both in the 
West and in Russia, is to make dwarfs taller. 
Supporters of this treatment argue that an 
extra three or four inches can make life eas- 
ier for a dwarf in a world where public tele- 
phones and other useful objects are not de- 
signed for them, and where tallness (within 
limits) is regarded as a good thing. But the 
Little People of America, a self-help 
organisation for dwarfs which is based in 
San Bruno, California, has doubts. 

The group holds that shortness should 
not be seen as a handicap to be treated by 
medicine. It also fears that the operation 
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may, in the long run, worsen the orthopae- 
dic problems that often come with dwarf- 
ism. And it is concerned that when a dwarf 
child is born to parents of normal height— 
as is the case with most dwarfs—the parents 
may expect Dr llizarov's therapy to give the 
youngster an entirely normal appearance 
when in fact it probably will not. 

None of this deters Dr Ilizarov, whose 
team has performed over 500,000 of his pro- 
cedures, and who heads an 1,000-bed ortho- 
paedic institute in Kurgan devoted to his 
therapy and a network of ten affiliated cen- 
tres across Russia. Nor are such arguments 
likely to slow the spread of the method out- 
side Russia. Already about 100,000 Ilizarov 
operations have, for various reasons, been 
performed in Italy, Spain and France. They 
are also beginning to catch on in North 
America—at hospitals in Toronto, Boston, 
New York, Baltimore and Downey, Califor- 
nia. A team of bone-stretchers is not yet as 
familiar a sight as a brace of orthodontists, 
but the bone-stretchers are getting there. 





Gold and biotechnology 


Some like it hot 


WENTY years ago few mining firms 

would have looked twice at the gold 
which is deposited as tiny impurities in 
sulphide ores. Now, with more of the 
world's gold in vaults and less of it in mines, 
they are having to think again. True, it is 
more troublesome and expensive to extract 
gold from sulphide ores than from oxide 
ore. But much of the world's remaining gold 
reserves— perhaps 3096—is locked up in 


` sulphide. Biotechnologists think they can 


now get it out more cheaply and easily. 

There are several time-honoured ways 
of getting the sulphur out of the ore, all of 
which have drawbacks. Some, such as roast- 
ing it, can produce arsenic, sulphurous 
fumes and then acid rain; others—involving 
fearsomely high temperatures and pres- 
sures—can be prohibitively expensive. A 
gentler way is to exploit bacteria that gobble 
up the sulphur and so break down the ore. 
In principle, this approach to the problem is 
no tougher than making beer or cheese. The 
right bacteria for the job were identified 
long ago. 

All that needs to be done is to crush the 
ore, and put it in atank with plenty of bacte- 
ria and a few nutrients. The bacteria and the 
nutrients are, in effect, free; a bigger ex- 
pense will be to keep the tank at a constant 
temperature. With enough carbon dioxide 
and oxygen, the bacteria will degrade the 
sulphide ore into a form from which the 
gold can easily be extracted. 

One Canadian mining firm, Oiant Bay 
Resources, is already building a plant to 
carry out bioleaching, as the process is 
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called. An American firm based in Denver, 
US Oold, expects to have a plant that can 
process 1,500 tonnes of ore a day ready by 
early 1989. Mr Bill Reid, the president of us 
Gold, reckons that the cash cost of gold pro- 
duced by bioleaching sulphide ore will be 
$200 an ounce—not much more than the 
$160 an ounce it costs his firm to produce 
gold from oxide ore. The capital cost of the 
bioleaching tank, Mr Reid hopes, will be 
paid back in five months. 

Both projects propose to enlist the help 
of a bacterium called Thiobacillus ferro- 
oxidans which works, best from 30-37°C and 
cannot work at all much above 42°C. That 
might prove troublesome, though, because 
the reaction produces plenty of heat. Keep- 
ing the tank cool would be expensive; failing 
to do so would make the bacteria uncom- 
fortable and slow down the process. 

Luckily there is another bacterium 





Guaranteed sulphur-free 


which is less fastidious. A heat-loving strain 
called Sulfolobus, discovered independently 
by two scientists in 1965, oxidises sulphide 
ores just as T. ferrooxidans does, but it 
works most happily at 70°C. That is a dou- 
ble advantage: the mining firm can save 
money on cooling, and it can save time be- 
cause the bacterium works at a cracking 
pace when it is hot enough. Studies at the 
British government's Warren Spring Lab- 
oratory in Stevenage showed that, after al- 
most a fortnight, Sulfolobus had recovered 
83% of the copper from a sulphide copper 
ore; T. ferrooxidans only managed to re- 
cover 1996. 

Two scientists at Warren Spring, Dr 
Norman Le Roux and Dr Roger Dunn, are 
trying to promote Sulfolobus in the gold- 
mining industry. So far nobody uses it, al- 
though one multinational mining firm is in- 
terested. And Dr James Brierley, one of the 
two scientists who first isolated the bacte- 
rium, is now research director of Advanced 
Mineral Technology in Golden, Colorado. 
His firm has been awarded a patent for the 
use of Sulfolobus in gold-mining, and it has 
set up a joint venture with a Canadian min- 


ing firm to investigate how best to take ad- 
vantage of it. Why have bugs taken so long 
to make it into the gold business? Because, 
says Dr Brierley patiently, the mining indus- 
try is a trifle conservative. 





The origins of oil and gas 


Eureka, perhaps 


R THOMAS Gold is an optimistic fel- 

low. Since June 1986 he has been in 
charge of a team drilling for gas at Sweden's 
Siljan Ring, a 40km-wide meteorite crater 
north-west of Stockholm. It is an odd place 
to be. Fossil fuels are usually found in pre- 
historic graveyards known as sedimentary 
basins, leading most scientists to think that 
oil and gas were formed from the remains of 
plants and animals. The mostly grae ` 
Siljan area is the last place most prospec 
would look for them. 

That is precisely why the Siljan Ring in- 
terests Dr Gold, an astronomer based at 
Cornell University in New York state. He 
believes that the earth is brimming with 
"abiogenic" fuels that have not been formed 
by biological means bur were trapped deep 
in the earth when the planet was formed. If 
he is right, the world's reserves of oil and gas 
may be much bigger than anybody thinks. 

Cracks made in the earth's crust by a 
meteorite's impact mean the Siljan site is a 
good place to test his theory. The cracks 
would let any deep-down oil or gas filter up 
to the surface. Traces of oil found near the 
site—which are hard for biological theories 
of origin to explain—suggest to Dr Gold 
that this process has already happened. 
Sceptics are reserving their judgement until 
his drilling team finds evidence below rather 
than on the ground. 

Dr Gold now believes he has tha 
dence, some 6km down, in the sha,- .- 
60kg of black sludge—a mixture of magne- 
tite (a magnetic iron oxide) and oil. The oily 
part of the sludge has a high proportion of 
molecules that are usually thought of as bio- 
logical in origin—just like oil found in con- 
ventional, “shallow” oilfields. But because 
the source of Dr Gold’s oil is at least 6km 
underground, where pressures can exceed 
600 atmospheres and temperatures reach al- 
most 100°C, it is not clear how biological 
molecules could get there and survive. 

Dr Gold sees parallels with the discov- 
ery some ten years ago of life-forms close to 
volcanic rifts in the Pacific Ocean floor. 
There, too, bacteria and more developed 
life-forms were found to have flourished in 
hostile conditions. Water temperatures in- 
side the rifts reach 300°C and there is no 
light to nurture life. Pacific-rift bacteria live 
off energy-producing reactions between the 
gases and liquids spewing from the crevices 
and the chemical components of sea-water 
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key link to Dr Gold’s Siljan borehole—is 
the oxidation of methane. 

Collecting evidence of life from the 
ocean floor is easy. Looking for it under 6km 


of granite is trickier. Dr Gold says that his 
— sludge contains bacteria capable of surviving 


-— -at some 110°C, which lived in fractures deep 


in Siljan's granite. He thinks they thrived by 


feeding on oil and methane, obtaining their 


oxygen from highly oxidised iron minerals. 


~ That process may have produced the magne- 


tite Dr Gold found in his sludge. 
But bacteria 6km below the earth's sur- 


B face would hàve to have descended through 


` granite. How? Water and other liquids in the 


rock's tiny pores may provide the answer. 
Small variations in pressure—caused by 


id k shifting of the rock, tides and changing sur- 
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HERE is more to sciencé than test 

tubes and journals. There are confer- 
ences, too. The fourth international con- 
ference on AIDS, held in Stockholm earlier 
this month, was a typical example. Like 
most of its ilk, it was part parliament, part 
party. The gréat and the good gave ple- 
nary lectures to audiences of thousands. 
The workshops and round-tables, 18 a 
day, covered everything from epitopes to 
encephalopathy, from serology to safe 
sex—to say nothing of extra sessions on 
the human “Face of Alps’, and thousands 
of posters displaying data and ideas. 

In one*sense, all that is.a side show. 
Certainly, to anyone who works full time 
on AIDS there was little that was new, and 
almost nothing that was startlingly so. 
The real point of such occasions is to get 
together and talk to colleagues, friends 
and enemies. The scientist's yen for gos- 
sip—the legitimate tool of a trade in 
which convincing your peers is the first 
step on the road to anywhere—was well 
catered for: a genetous three hours be- 
tween morning and afternoon sessions, 
plus four evenings in the city's restau- 
rants, to discuss proteins as well as con- 
sume them. 

One favourite subject was the work- 

ings of the AIDS virus, in particular: 
e [he genetic triumvirate that controls 
the rate at which the virus makes proteins. 
Depending on which of three control 
genes is in the ascendant, the virus can ei- 
ther lurk in cells all-but-unnoticed, or 
burst out in large numbers. The way in 
which the three influence each other and 
maintain various balances of power is be- 
coming clearer; so are the ways in which 
alliances between the genes can shift, lead- 
ing to more, or less, virus production. 
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face’ conditions—mean that the liquids are 
always moving up and down. As bacteria in 
the water penetrate millimetre by millimetre 
into the rock, they will thrive and multiply if 
they find a-food source. Constant move- 
ment may have allowed bacteria to pene- 
trate ever-deeper into Siljan's granite. De- 


scending at one millimetre a year, bacteria 
would take just 6m years to reach Dr Gold's . 


6km-deep sludge—a tiny fraction of the 
360m years since Siljan's meteorite hit. 

Dr Gold reckons that his find could ex- 
plain why all oil appears to be of biological 
origin and yet may not be. He believes that 
oil seeping upwards from deep reservoirs 
passes through, and helps to feed, a thriving 
batterial underworld, which gives the oil its 
biological “imprint”. He cites striking simi- 
larities in the biological make-up of oil 


| A glimpse of cell culture 
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Shopping for remedies in Stockholm 


@ The variability of the virus. A new tech- 
nique that allows viral DNA to be “ampli- 
fied”, making it easier to study, has shown 
that different copies of the DNA taken 
from the same person are not identical. So 
different versions of the virus can cohabit 
in infected people—but how different 
they can be, and what the differences 
mean, is unknown. There are many differ- 
ent strains of the virus. But will they need 
different treatments? Most people now 
think not. 

@ The types of cell infected. It had been 
widely thought that only cells with a mole- - 
cule called cp4 on their surface are in- 
fected. Now it looks as though other types 
of cell can be infected too, at least in the 
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found in sediments close to the Siljan Ring 
and the oil in his sludge from the deep. 
Others.are respectful but unconvinced. 
Mr Alan Jeffrey, of Calfornia's Global Geo- 
chemistry Corporationin Canoga Park, has 
analysed the Siljan magnetite-and-oil mix 
and believes that much of it is diesel and 
drillihg fluid—contaminants from the drill- 
ing operation itself. But he concedes that 
some of the biological products in the sludge 
appear to have another source, and closely 
match the oil seeping to the surface near the 


~ Siljan Ring. America’s Gas Research Insti- 


tute’ (a partner in the drilling project, to- 
gether with the Swedish State Power Board) 
is also sceptical. Dr Gold is undeterred. He 
believes that if drilling continues to. around 
Th km a vast gas reservoir will be found. 

Bene ste Soe i Se 


d. thought it was closer, you could find 


- gathering of scientists looks rather small. 


laboratory. If the virus has many ways of 
getting into cells in che-body, then drug 

aimed at its special link with CD4 may nox 
be as useful as some had thought. It may 
be that other molecules ón the surface of 
cells with cD4 (found by a complicated 
procedure involving antibodies that 
recognise other antibodies) also matter to 
the virus. And are some viruses more 
likely to infect certain types of cell than 


— others?” | 


€ Bad news for vaccines. It chay be possi- 
ble to produce one which will teach the 


- body to make antibodies that recognise all 


sorts of viruses. But there is some sugges- 
tion that antibodies may actually help vi- 


` ruses to get into certain types of cell. So it 
cannot be assumed that any immune re- 
~~ sponse is a good response. The general 
~~ view was that an AIDS vaccine is no nearer 


than it was last year; and for everyone who 
an- 
other who thought it was further away. 

More knowledge about the vir 
means more potential types of drug—tl 
more complex the virus's protective ar- 
mour, the more numerous the potential 
chinks—but they are still just potentials, 
partly because the American National In- 
stitute of Allergy and Infectious Diseases 
has not been allocated enough staff to do 
drug trials. 

Many studies of the disease's march 
through various types of population are 
being done, but it is harder than ever to fit 
the proliferating evidence into a consis- 
tent picture. The World Health 
Organisation's estimate that there are 5m- 
10m people infected around the world 
still seems as good a guess as any. And the 
number of people who will develop the 
disease after being infected is now 
thought to be high; some studies suggest 
over 90% of those infected. Against such 
a background, even such a monster-sized 
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ATR 42-ATR 72 


The cooperation between the AEROSPATIALE 
of France and the AERITALIA of Italy has 
resulted in new aircraft ATR 42 and ATR 72, 
first editions of the ATR family. These are turbo- 
prop jets of a new generation, and are res- 
pectively ecue pee with PW 120 and PW 124 
engines. They benefit from state-of-the-art 
techti logy recently developed, in particular in 
the use of composite materials. The ATR 72 
is the first aircraft in the world to be equipped 
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HORT FLIGHT 


with an outer wing entirely made of carbot 
The ATR 42 and ATR 72 were designed f 
short distance flights and to answer to fluctwg 
ations in airline passenger traffic. Their seatines 
capacity can be extended from 46 to 70 seat 
Around them has materialized the ATR systent 
Today, to build an aircraft is not enough: abo 
all, what we are building into it, is its profit 
bility. The supporting logistics endow the aiii 
craft with presence, power, and adaptabilit 
Our aircraft are the result and the expression « 

a system: the ATR system. 

OUR GEOGRAPHIC PRESENCE: Over 35 a 
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ines are already our clients in the five 


mtinents 

UR TECHNICAL PRESENCE: All around the 
orld, a maintenance network ensures a 
mund-the-clock availability of the ATR aircraft 
yulouse, Washington D.C, and Singapore are 
me principal centers of this network. 


UR TECHNOLOGICAL PRESENCE: ATR air: 


Panes are of a new generation. 

'UR FINANCIAL PRESENCE; ATR can act as a 
|1ancial advisor. 

‘UR BUSINESS PRESENCE: 4 marketing 
‘nters throughout the world, feature a verit- 


able line of products servicing the specific needs 
of each airline. 

More than just a family of aircraft, ATR offers à 
coherent and innovative approach to help air: 
lines operate our aircraft effectively 
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The power of fore ight. E 
Worldwide. 


In a complex world where even the slightest changes in economic factors 
can have widespread repercussions, foresight is essential. 

Vs the top-ranking European bank fi rmly established among the worl 
leaders, BNP puts its intimate knowledge of world economies to work for you. 

With offices in 76 countries. BNP monitors international markets 24 hours 
a day, gathering and analysing up-to-the-minute data to keep you fully abreast of 
market changes. With a specialized teleprocessing network and one of Europe's 


most advanced trading rooms. BNP offers clients the advantage of a constantly 


updated. clear and precise market reports to help 


z 


them determine the right moment to act. in Europe... 








and throughout the world. 


Banque Nationale de Paris. World banking is our business. 








BOOKS AND ARTS 


Putting infinite space into 


a nutshell 


A Brier History oF Time. By Stephen Hawking. Bantam Press; 198 pages; £14.95 and 


$18.95 
HEN Stephen Hawking was diag- 


nosed as having amyotrophic lateral 
sclerosis, 4 progressive wasting-away of the 
nerves that control body movements, his 
doctors gave him two years. Understand- 

he stopped working on his PhD thesis. 
wu: at the end of two years, the disease had 
not progressed very far, and Mr Hawking 
had become engaged. He needed a job, so he 
needed a doctorate. That was 23 years 
ago. 
The topic which he picked then 
was one which has engaged him ever 
since—the similarities between black 
holes and the big bang. His work on 
these subjects has made him one of 
the most respected physicists in the 
world, rising to be Lucasian professor 
of mathematics at Cambridge, a post 
once held by Newton. But his wider 
fame is not due to his position, or the 
exact nature of his theories. It is the 
contrast between the body trapped in 
a wheelchair, able to speak only 
through a computer system, and the 
mind that ranges the cosmos which 
has caught the public imagination: 
t' "ing of infinite space, bounded in 
; shell. 

Mr Hawking's book is his not-al- 
together-satisfactory explanation, to 
the layman, of the ideas that have 
earned him so much respect among 
his colleagues. He talks about the 
marriage of ideas from different 
fields—relativity, dealing with stars 
and galaxies, and quantum mechan- 
ics, dealing with the vagaries of tiny 
particles—which led to the success of 
his work on black holes. And he de- 
scribes how similar techniques may 
be leading to an explanation of the 
creation—or lack of it—of the universe. 

The theory of general relativity is the 
best explanation so far of the force of grav- 
ity, which determines the way the universe 
works on large scales. By considering time as 
being like one of the three dimensions of 
space, Einstein managed to explain the force 
of gravity as resulting from the shape of 
four-dimensional "space-time". 
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The cosmos from Cambridge | 


The idea runs into trouble when gravity 
gets particularly strong and space-time is 
thoroughly bent and mangled. Things can 
get so twisted that a point occurs where the 
force of gravity is infinite—a “singularity”. 
Singularities are bad news for physicists. Be- 
cause they are unique points, a theory which 
depends on shapes cannot deal with them— 
so Einstein's theories break down. 





Black holes, formed when a massive star 
dies, contain singularities. But these riddles 
are wrapped in other mysteries—the "event 
horizons". Anything that happens within 
these horizons is unknowable to the outside 
cosmos; they mark the bourne from which 
no traveller, even light, can return, because 
of the intense gravity. So it is possible for 
physicists to accept singularities by invoking 


a "Principle of Cosmic Censorship” to ex- 
plain why the conceptually indecent 
singularities are never seen by those who are 
impressed by the laws of physics. 

Mr Hawking, though, found a way to 
get rid of the singularities altogether. Ac- 
cording to quantum mechanics, there are al- 
ways some random events going on in à vac- 
uum. If these take place just next to an event 
horizon, they will result in negative energy 
falling into the black hole. That means less 
energy in the hole, which means less mass 
and thus a smaller hole. Eventually, the hole 
evaporates completely and the singularity 
vanishes in a puff of radiation. 

So much for black holes. But the biggest 
singularity still remains. The fact that the 
universe is expanding, with every point in it 
getting farther away from every other point, 
implies that there was a time when every- 
thing was in one place. The force of 
gravity there would have been infi- 
nite—it would be outside the ken of 
relativity. There, beyond the laws of 
physics, one might be seeing the 
point—or, indeed, the  act—of 
creation. 

Even this singularity is not Hawk- 
ing-proof. Early on in the universe, 
gravity has to be explained in terms of 
quantum effects, rather than space- 
time geometry, because of the tiny 
distances involved. That can be done 
by "summing histories": considering 
all the places something could have 
been, and all the ways it could have 
got here from there, and then adding 
up the possibilities. 

To do the sum, you have to intro- 
duce “imaginary” time. (Imaginary in 
the technical sense of numbers which 
produce a negative number when 
multiplied together, not in the sense 
of made-up.) And if the universe is 
considered as having three dimen- 
sions plus imaginary, rather than real, 
time, it has no singularities at all, in 
much the same way as the surface of a 
sphere has no beginning. That sug- 
gests that theories of quantum grav- 
ity—none is finished yet—may one 
day get rid of the one singularity left 
for a creator outside the laws of phys- 
ics to hide in. 

This is all mind-boggling stuff. But Mr 


Hawking's presentation is disappointing. 


There is not much sense of the process of 


physics. The history mentioned in the title is 
a rather perfunctory list of the achievements 
of great men—Galileo, Newton, Einstein 
and Hawking—not an analysis of how dif- 
ferent ages foster different ideas, Contem- 
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porary physicists turn up in the book as 
names attached to ideas, rather than as peo- 
ple. There is a smattering of anecdote, but 
there is little sense of how and why people 
chose to ask the questions to which the 
book provides simplified answers. Hamlet 
blamed his bad dreams for his inability to 
reign over infinite space; it would be nice to 
know what dreams have led to Stephen 
Hawking's deserved enthronement as a king 
of four-dimensional space-time. 





Nora Joyce 


Not-so-simple- 
minded Her 


1 Nora: A BiocRAPHY OF Nora Joyce. By 


Brenda Maddox. Hamish Hamilton; 589 


= pages; £16.95. Houghton Mifflin; $19.95 


EOPLE say I have helped him to be a 
genius. What they'll be saying next is 


= that if it hadn't been for that ignoramus of a 
—. woman what a man he would have been. But 
— never mind, | could tell them a thing or 
- two..." The myth of Nora is that of an illit- 
. erate chambermaid, a burdensome, belat- 


y married mistress who contributed 


_ nothing to James Joyce's work and who was 


described at her fun 


eral as a great sinner. 


E But these calumnies are finally dismissed by 


Maddox, once a senior journalist on 


The Economist, in her masterful biography. 


Nora's contribution to her husband's 


t work is incalculable. Even the language of 


"Finnegans Wake", which she dismissed as 


-. "chop suey”, is in fact English with foreign 


touches and a strong Irish accent, just as she 
spoke it. Even after living in continental Eu- 
rope for 40 years she remained a repository 


.. of Galway folklore, with Irish inversion in 


every other sentence. Her remarks delighted 


E Joyce. Returning from inspecting yet an- 


other unsuitable flat, she announced: “That 


= place wasn't fit to wash a rat in.” 


Although, in common with most girls of 


- her background, she had no formal second- 
. ary education, she was far from illiterate; 


and she and Joyce had much in common, 


: Both had drunken fathers disappointed 
— with having too many daughters, both had 
_ known family hunger and eviction, both 


had been early turned out of loveless homes. 
When they met in Nassau Street, Dublin, in 
1904, Joyce myopically selected from the 
crowd the tall beautiful woman “with the 


- . carriage of a queen" who was to be essential 


to his art. He always, says Mrs Maddox, took 
what he needed. 
He was not easy to live with. "He's a 


_ weakling, Kathleen," Nora wrote to her sis- 


ter. "I always have to be after his tail." He 
was frightened of so many things—thunder, 
fights, being alone, dogs—that she called 
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him "simple-minded Him". In their Paris 
years, when he often drank too much white 
wine, her voice would echo round Montpar- 
nasse: "Jim, you've had enough. Order an- 
other bottle and I go home." Often he did, 
and she did. Yet he wrote to her, "You were 
to my young manhood what the idea of the 
Blessed Virgin was to my boyhood." 

In their maturity their problems multi- 
plied. Their son Oiorgio married a rich, un- 
stable American divorcee much older than 
himself, and took to drink. Worse, their 
daughter Lucia became incurably schizo- 
phrenic and violent towards her mother. 
Joyce resented the attention Nora had to 
give her and in his self-absorption devel- 
oped ludicrous hypochondria. Nearly al- 
ways, they were poor in great style. 

One summer Nora took the children 
and left for a long holiday, leaving Jim be- 
hind to "write Ulysses and feed the cat”. 
She never read past page 27 of the finished 
book. It has often been suggested that she 
was intellectually incapable of appreciating 
it, but Mrs Maddox gives other reasons. 
Into “Ulysses” went so much of their life to- 
gether that it became unbearable to Nora. 
Her voice is everywhere. When asked if she 
was a model for Molly Bloom she replied 
tersely, “No. She was much fatter.” Yet in 
Molly’s long monologue that ends the book 


Bloomgate 


(OE one edition of James Joyce's 
"Ulysses" is being printed in the 
world today, and Professor John Kidd, a 
scholar at the University of Virginia, 


does not like it. "Ulysses: The Corrected ’ 


Text" was produced two years ago, 
largely from facsimiles and photocopies 


man scholars in Munich. It purported to 
correct some 5,000 omissions, transposi- 
tions and slips of the pen, but in the cor- 
recting, says Mr Kidd, the Germans have 
in fact produced a different version of 
the book altogether. Joyce would hardly 
recognise it. 

In an extraordinary piece of literary 
nit-picking in the latest New York Re- 
view, Mr Kidd complains, reasonably, 
that the names of some of the real-life 
characters of Leopold Bloom's Dublin 
have been changed: for example, the 
"quartermile flat handicapper” in the bi- 
cycle race on June 16 1904, Harry Thrift, 
has been changed to "Shrift", who did 
not exist. But then Mr Kidd becomes less 
reasonable. Someone, he says, has 
changed "indubitable", a typist's error 
which Joyce accepted, back to "insatia- 
ble”; and someone else has inserted the 
word “handsome” into one of Joyce’s 
rare descriptions of his hero, Stephen 














Galway, but with style 


there is much of Nora: her early, sleepy, 
unpunctuated love-letters, the obscene let- 
ters later demanded of her by Joyce, het 
reminiscences, her remarks, often quotec 
verbatim. She complained bitterly to 2 
friend that the book absorbed him utterly. 


intruding so far into her life that "Tim want: 


Dedalus, who, all readers assume, is 
handsome anyway. 
Random House, which publishes 


"Ulysses" in the United States, has 


taken fright, and has asked a committee 
of scholars to decide whether the new 
edition should be withdrawn. But Mr 
Kidd's complaints should be set in con- 
text. The setting and printing of "Ulys- 
ses" was a nightmare. Joyce worked on 
five sets of proofs, and made so many ad- 
ditions that the book grew by a third : 
he read them. The additions were the 
typed in by anyone willing to be enlisted. 
One recruit, Robert McAlmon, who 
helped with the final "Penelope" epi- 
sode, found Molly Bloom's thoughts so 
rambling and Joyce's additions so many 
that he inserted the additions in any or- 
der he chose; Joyce often accepted the or- 
der. Even when the proofs were at the 
printers (being typeset by 26 baffled 
Frenchmen in Dijon), Joyce was still writ- 
ing to Dublin to check if it were physi- 
cally possible for Bloom, when drunk, to 
scale the railings at 7 Eccles Street. 

To require perfection, then, is a little 
much. Joyce himself hardly expected it, 
and he often enjoyed and exploited the 
slips. He approved the first text of "Ulys- 
ses”, in 1922, only to admit later that it 
was "full of printer's errors". The edition 
he recommended to Nora (Random 
House, please note) was the second. 
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me to go with other men so that he will have 
something to write about." No wonder she 
disliked it. 

Yet she loved him, admired him, in- 
spired him and remained always loyal. Mrs 
Maddox's eloquent and stimulating book 
stands beside Richard Ellmann's life of 
Joyce, complementing it with sympathy and 
panache, as Nora did Jim. After his death 
she remarked, “They all tell me my husband 
was one of the immortals. l'd much rather 
be receiving some royalties from his books 
than be the widow of an immortal." 
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Barings 
All in a name 


THE SixrH Great Power: BARINGs 1762- 

1929. By Philip Ziegler. Collins; 430 pages; 
50. To be published in the United 
s by Alfred Knopf; $29.95 


QYEEKING to strike a balance between 

profit and loss and personalities, Philip 
Ziegler declares that his history of Barings 
"must first and foremost be a history of the 
Barings themselves”. He also demonstrates, 
however, that this is the history of a reputa- 
tion, a name, in a business where name is 
everything. 

Francis Baring set up in London with 
his brother John in 1762, principally to act 
as agent for the wool business founded in 
Exeter by his German’ immigrant father 
Johann. When Francis died in 1810 Lord Er- 
skine felt he merited the title of “first mer- 
chant in Europe”. In the early years an an- 
nual loss of £2,000 would have been nearly 
enough to bankrupt the partnership; but 40 
years on Francis’s son Alexander was in a 
position to negotiate successfully, in part- 
pership with Hopes of Amsterdam, to pur- 
C Louisiana from France for $11.25m 
a —elliton to the fledgling United States. 
The credit for such ambitious schemes came 
from the profitable issuing of British govern- 
ment loans during the American War of In- 
dependence, which in turn derived from the 
reputation that Francis had carved out in 
the 1770s for the prompt settlement of busi- 
ness at the most favourable rates. 

In 1817 Barings raised £13m towards 
France’s war indemnity, restoring public 
credit in France and putting itself, in Wel- 
lington's words, in “command of the money 
market of the world". In the third genera- 
tion, when American operations 
and the office was made more efficient un- 
der a Bostonian partner, Barings reinforced 
its image—not as glamorous as their arch- 
rivals Rothschilds, not as adventurous as 
some of the newer Anglo-American houses, 
but supreme for reliability. In 1877, looking 
for a term to describe a new Treasury secu- 
rity that would be “the finest in the world", 
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N AN era when the strategists of both 

superpowers have made it clear that 
in any future war nuclear weapons could 
be employed alongside conventional 
ones, the fact remains that not a single 
such weapon has been used in anger 
since the destruction of Nagasaki in 
1945. In THE Lone Peace’, John Lewis 
Gaddis, a professor of history at Ohio 
University, argues that this paradox can- 
not be explained away simply by the 
need to maintain mutual deterrence 
through the balance of terror. 

Mutual deterrence is itself a relatively 
modern concept. For almost ten years af- 
ter the bombing of Japan the United 
States held a virtual monopoly over the 
nuclear weapon. Presidents Truman and 
Eisenhower were at various times advised 
to use it in Korea, Indochina and the Tai- 
wan Strait. But as Mr Gaddis maintains, 
deployment on those occasions might 
well have diminished the profound sense 
of awe with which the world today still 
regards these weapons. There was a di- 
lemma of disproportion, and Americans 
worried about such things. Not every 
country would have done so. 

A particular moral responsibility had 
to be borne by any nation employing 
such a weapon. The fact that the first 

. American bombs had killed Asians had 
. compounded the problem by introduc- 
ing the suspicion of racism. "You boys 
must be crazy," Eisenhower told his ad- 
visers during the French debacle at Dien 
' Bien Phu: “We can't use those awful 
things against Asians for the second time 
in less than ten years. My God." 
What of the Soviet angle? Here Mr 
Gaddis has less documentary backing for 
- his views. In a chapter on the western 
perception of the Soviet threat after 
1945, he counters modern Soviet accusa- 
‘tions that the United States over-reacted 
by recalling that postwar Russian behav- 
iour alarmed not just Americans but a 
. good portion of the rest of the world. 
However, once American officials had 
interpreted Soviet suspicions as signs of 













































Foret said that such a bill would "rank 
ore a bill of Barings”. 

Even as he rode for a fall in the 1880s, 
Edward Baring, Ist Lord Revelstoke, run- 
ning the partnership alone and unbridled, 
made himself the leading banker in London, 
conducting two. massively oversubscribed 
flotations, for Guinness and Canadian Pa- 
cific Railways, and lifting Barings’ accep- 
tances to £15m a year by 1890. In that year, 
putting profit before his own bank's intelli- 
gence, he entered a joint £21m issue for re- 


Paranoia and prudence 
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weakness, the whole theory of deterrence 
was based on the assumption that para- 
noia and prudence could co-exist. He 
does not go so far as to suggest that Mos- | 
cow looked at things in the same way. 

In another chapter the author dis- 
cusses what has been, at any rate until 
recently, a long and strange period of re- 
spect by both Russia and America’ for 
each other's reconnaissance satellites—a 
respect expressed by not shooting them 
down. In effect there has been mutual es- 
pionage on a strictly informal basis. Mr 
Gaddis now senses that at least some So- 


Ike didn’t want to hit Asians again 


viet objections to star wars have been 
brought about by the publicity given to 
it, and by the implied Soviet inferiority 
in this field. 

In the light of recent developments in 
the Soviet Union, Mr Gaddis makes a 
crucial point. He suggests that the mo- 
ment at which a great power perceives its 
decline to be beginning is a perilous one: 
behaviour can become erratic, even des- 
perate, well before physical strength itself 
has dissipated. In other words, people 
may one day have cause to look back 
fondly at the checks and balances built 
into “The Long Peace” and forget it was 
ever described as the Cold War. 


*Oxford University Press; 332 pages; £22.50 and 
$24.95. 






newing the water and sewerage works in 
Buenos Aires. As the Argentine govern- 
ment fell and the sewage utility defaulted on 


repayment, chaos was revealed in Barings — | 


affars, and the partnership faced bank- 
ruptcy. The setting up ofan £11m guarantee — 
fund by the Bank of England—which it 
eventually became positively fashionable to — 
join—saved Barings and, with it, London's 
position as the centre of world credit. 

In adversity, the partners maintained _ 
their dignity and integrity, the world felt — 
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sympathetic, and the good name of Barings 
survived. By 1895 Barings was once more in 
control of its own house; by 1900 the firm 
was to be reckoned with again. Large flota- 
tions of American stock were successfully 
made in the years up to 1914. When war 
broke out, accompanied by financial panic, 
Barings was strong enough not to need to 
make use of the month's moratorium on 
acceptances. 


For the sake of frankness and confiden- 
tialiry, Mr Ziegler's story ends with the 
death of John Baring, 2nd Lord Revelstoke, 
in 1929. He cannot bring himself to like his 
last, haughty hero; but nor can he help ad- 
miring him for hoisting up the firm's name 
again, sometimes, it seems, by sheer force of 
personality, and making himself, like his 
great-great-grandfather, the first banker in 
Europe. 





Bela Bartok 


Night music in Buda 


BUDAPEST 


HE ashes of Bela Bartok, who died in 

1945, are beginning their slow journey 
back to his native Hungary. Officials will 
pay their last respects when the ashes leave 
the United States. More officials will be 
standing at the waterside in Southampton 
to salute the cortége as it crosses to France. 
The remains will lie in state at the Academy 
of Sciences in Budapest on July 5th. Two 
days later, they will be buried with full cere- 
monial honours up on the hills of Buda at 
the Farkasetri cemetery. And the Hungarian 
authorities will breathe a sigh of relief. 

Hungary's government, obsessed about 
losing the country's talent and equally ob- 
sessed with protecting its language and cul- 
ture, persists in wooing back its heroes. Bar- 
tok left Hungary in 1940, unable to live and 


' write under the fascist regime. Apparently, 


or so the Hungarian Ministry of Culture in- 
sists, he never intended to emigrate. But had 
Bartok lived, would he have chosen to come 
home to a communist Hungary! The family 
did not think so, and resisted all attempts by 
the ministry to bring their father's remains 
home. Now they have relented. 

The return of the ashes is hugely sym- 
bolic to many Hungarians. For them, Bartok 
is the keeper of the old Hungary. As a musi- 
cologist, he painstakingly collected thou- 
sands of folksongs from Hungary, Transyl- 
vania (now in Romania) Slovakia, 
Yugoslavia and as far afield as Turkey. He 
transcribed hundreds of songs from the 
Szeklers, former border guards stationed in 
parts of eastern Transylvania who had their 
own distinct Hungarian dialect and cul 
ture—a culture which is now forgotten. 

Bartok must have cut a bizarre figure in 
the remote villages of Transylvania and 
Anatolia. This small man, in a large cape, 
city suit, big hat and soft leather boots, 
spent hours recording instrumental music 
and songs from old men and women on his 
gramophone. For Bartok the folksong, un- 
like the gypsy-music kitsch heard in every 
Budapest restaurant today, embodied every- 
thing that was pure. But he was no national- 
ist in the narrow sense. For him, collecting 
the folksongs went deeper: 
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My own true guiding idea is the brotherhood of 
peoples, brotherhood in spite of all wars and 
conflicts. I try. . ~to serve this idea in my mu- 
sic. Therefore I don't reject any influence, be it 
Slovakian, Romanian, Arabic or from any 
other sources. The source must only be clean, 


fresh and healthy. 


As early as the mid-1900s Bartok ran into 
trouble from chauvinist Hungarians. In 


1913, after he had finished his “Romanian 





Endlessly searching for purity 


Dances”, he was sharply attacked in Buda- 
pest as “an apostle of Czech, Romanian, 
Slovak and God knows what other kind of 
music, abandoning the music of Hungary.” 
It was left to the more liberal, western-mind- 
ed Hungarian intellectuals connected with a 
marvellous journal—Nyugat, which was 
founded in Budapest in 1908—to support 
Bartok and publicise his work. 

More trouble lay on the horizon. Al- 
though Bartok used the folksong idiom di- 
rectly in his work, the special pentatonic 
structure of the songs also suggested new di- 
rections for his compositions, particularly 
his string quartets. As his work became 
more complex, conservative ears in inter- 
war Hungary blocked out his music. Again, 


he was accused of betraying the Hungarian 
nation. Tired of the chauvinism and the ris- 
ing fascism, in October 1940 Bartok packed 
his bags and went to New York. 

Controversy continued in Hungary after 
his death. Soviet-style socialist realism and 
philistinism meant that Bartok's “Miracu- 
lous Mandarin” (composed in 1919) and the 
later string quartets (the Third, Fourth and 
Fifth) could not be played until 1955, two 
years after Stalin’s death. Hungarian musi- 
cologists, to their credit, refused to bury any 
of Bartok’s works. 

The burial of his remains is more conten- 
tious. The authorities wanted them to be 
buried in the Mezoe Imre cemetery in Pest, 
the final resting place for Hungarian com- 
munists. Bartok’s sons rebelled. They insist- 
ed that, if the ashes were to return, they 
should be buried in Farkasetri close to the 
grave of Zoltan Kodaly, Bartok’s friend and 
fellow-composer. Another argumentat — ' 
ed a gesture to the Romanian autho 
The Hungarians invited to Budapest à ......- 
gation from Nagyszentmiklos, Bartok's birth 
place, which is now in Romania. The reply 
was short: “The competitive Romanian au- 
thorities reported to the Hungarian embassy 
in Bucharest that they do not live up to the 
invitation." So much for Bartok's passion- 
ate belief in the universality of music and the 
brotherhood of nations. 





Mexico's intellectuals 


Inhibition lost 


MEXICO CITY 


EW countries woo their intellectuals as 

hard as Mexico. Esteemed writers get 
comfortable diplomatic posts; ministries 
subsidise glossy tomes of interpretive his- 
tory; a sculptor's political opinions r ` e 
respectful treatment. In election seasc e 
courtship intensifies. During the presiden- 
tial race that will end on July 6th, play- 
wrights, painters, historians and novelists 
have been summoned to expound their 
views in the campaign forums of the ruling 
party. Those who join in have their place in 
Mexico's intellectual pantheon reaffirmed, 
while the Institutional Revolutionary party 
acquires a sheen of diversity and tolerance. 

Intellectuals do not often cause trouble. 
[n the past, they have found domestic poli- 
tics dull, preferring to speculate safely about 
whatever is going on in Cuba, or Washing: 
ton, or Madrid. This year, however, four 
writers from different disciplines— Gabriel 
Zaid, a poet, Enrique Krauze, a political sci- 
entist, Jorge G. Castaneda, an historian, anc 
Carlos Monsivais, a journalist—have giver 
focus to the growing public interest in politi- 
cal pluralism, and have joined to denounce 
the rigging of ballots in provincial elections. 
In so doing, they have let a cold blast of ait 


THE ECONOMIST JUNE 25 1988 






“Contrary to the rhetoric 

of the Dukakis presidential 
campaign, Lampe’s book... 
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government in Massachusetts’ 
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-~ _into the cosy cohabitation of intellectuals 


with the government. 
Mr Zaid and Mr Krauze are associated 


- with Vuelta, an.-unapologetically liberal 


anticommunist — politicalditerary review 
founded by Octavio Paz, a poet and essayist. 
Mr Castaneda and Mr Monsivais are colum- 
nists for a muckraking weekly, Proceso, 
which savages the government from a more 
traditional leftist-nationalist position. Since 
1986 the four have advocated an end to the 
ruling party's dominance of political life. 
The government’ s political-industrial appa- 
ratus, they maintain, has grown oppressively 
large and corrupt. Within Mexico’s small 
political elite, their writings have been 
closely r.ad and discussed. They have been 
printed as books, too, and all have sold at 
least 5,000 copies, considered a decent run 
for a serious political work in Mexico. 

Mr Krauze, in his “Una Democracia Sin 
Adjetivos” (Joaquin Mortiz Planeta, 1986), 


argues against the myth that Mexico's: 
. Amerindian nature demands a "guided" de- 
= mocracy. As a disciple of Burke and Sir Karl 


Popper, he thinks Mexico should honour 


. the conventional western democratic ideals 
enshrined in 


its constitution. In "La 
Economia Presidencial" (Vuelta, 1987) Mr 
Zaid, with a poet's fervour, finds the root of 
most Mexican evils in the steady accumula- 


- . tion of economic decision-making power in 


> -the hands of the president. He examines sce- 


narios under which the ruling party might 


: A - one day leave power (after guardedly dis- 


. missing the thesis that Mexico's 60-year-old 


— Mexico's centrédeft 


- . single-party system "'is so original that it will 
— be the first E: the planet whose history will 
—  havenoend"). 


Mr Castaneda, who stands closer to 
intellectual main- 
stream, argues in “Mexico; El Futuro en 
Juego" (Joaquin Mortiz Planeta, 1987) that 
Mexico will move towards pluralism only if 


= . the next president voluntarily relinquishes 


his traditional right to designate his succes- 
sor. He would also like to see Mexico act 
more boldly on the world stage (for exam- 
ple, in defence of Sandinist Nicaragua), but 


he is hyperconscious of the limits of nis 


country's influence. 

The most engaging member of the quar- 
tet is Mr Monsivais, the king of the 
cronistas—the sharp, colloquial; anti-liter- 
ary chroniclers of everyday life who are the 


most widely read of Mexico's serious writers, — 


. . andthe least known abroad. His newest and 





most overtly political collection of writing— 
"Entrada Libre" (Biblioteca Era, 1987)— 


offers lively glimpses of the inner workings 
of urban groups formed in the aftermath of 
disasters, such as the 1985 earthquake; of 
university strike leaders, and of dissidents 
within corrupt official unions. At his best, 
he is unrivalled at capturing the grit, flavour 


and 'folk-humour of a society increasingly 
disenchanted with hegemonic government. 


How do these four intellectuals preserve 
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| their own. E lebe dence from the lem 


bracing party? Mr Monsivais serves on non- 
government panels on subjects ranging from 
nuclear energy to immigration. Mr Zaid, as 
befits a poet; is more or less a recluse. The 
other two manage less well. Mr Krauze has 
been criticised for appearing at a ruling- 
party campaign forum and for accepting 
government money for a series of books on 
modern Mexican political heroes; Mr Casta- 
neda for accepting a slot on a ruling-party 
advisory panel on international relations. 
But a little government work or money may 
not an intellectual lapdog make. If anything, 
the writing seems to be getting fiercer. 





British architecture 


Tooth, claw and 
spirit-level 


HE battle between Modernism and 

Post-Modernism in British architecture, 
well over a decade old, has just received an 
infusion of new fire; not from the anti-mod- 
ern and populist school, championed by 
Prince Charles, but from the beleaguered ar- 
chitects and architectural critics on the 
other side. One such critic, Mr Charles 
Jencks, has just published a book* which 
reverentially chides the Prince for his well- 
meaning but wrong-headed architectural 
ideas (d seventeenth-century townscape 
round St Paul's, neo-Classicism wherever 
possible) and entreats him to look on Mod- 
ernism with a kinder eye: pointing out, 
among other things, that 
Modernist disciples believed as the Prince 
does in mathematical laws of proportion as 
the basis for beauty in buildings, and actu- 
ally designed several tower blocks in Britain 
with those proportions in mind. 

Mr Jencks, who pursued his theme in 
heated debate at the Tate Gallery on June 
| 5th, admits that architects’ designs are of 
ten travestied in the building, but still make 
great architecture. He gives the example of 
Richard Rogers's pipe-encrusted new build- 
ing for Lloyd's in the City of London, which 
is "unfortunate", but is a case of an archi- 
tect "communicating with those who me 
appreciate [his] extraordinary virtuosity”: 
other words, with other architects. “Great 
architects,” hie says, "like artists and ath- 
letes, must be willing to extend themselves 
way beyond the normal bounds of practice 
and take certain calculated risks with respect 
to existing taste." What the customer or the 
public thinks is important, but secondary. 

On June 2nd, at the annual dinner of 
the Camden Society of Architects, the same 
opinions were put with even more force by 


"The. Prince, the Architects and New Wave Monar- 
chy”. Academy Editions; 56 pages; £5.95. 
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-Mr William Rodgers, the director-general of 


the Royal Institute of British Architects. Mr 
Rodgers was until recently a politician, and 
keeps his rhetorical edge. His cause now is 
the unwarranted humiliation, scapegoating 
and discouraging of architects, and the un- 
wise spread of populism. Archirects, he said, 
were not to blame for most of the planning 
mistakes of the 1960s; those were made by 
politicians determined at any cost to clear 
slums. In the early postwar period new Brit- 
ish architecture was admired and copied; it 
does not deserve its decline, and architects 
should stop feeling sorry for themselves. 

In particular, they should resist the-ap- 
parent populist wish to build only according 
to the models of the past. Populism, said Mr 
Rodgers, "leads to the burning of the 
books"; it is as if people were rounded up 
outside a pub on Saturday night and asked 
to raise their beer glasses if they liked Mod- 
ernism. As an historian by training, he was 
all in favour of old buildings such 
wonderful commercial hulks preserv 
Glasgow and Bradford. But as he said at the 
Camden dinner: 


You can't build for the twenty-first century by 
recreating the nineteenth . . . the actual funt- 


A necessary risk to existing taste 


tional requirements [for the computer age] are 
very different from those for clerks on a high 
stool. If literature ended with Dickens, if poetry 
ended with Tennyson, if we didn't have Yeats 
or T.S. Eliot, if painting ended with the Pre- 
Raphaelites and if music ended with Elgar, how 
much poorer we would be. Let not architecture 
end with the Victorians. 


An answer to his plea, and to beri: is ex- 
pected soon from the man who will one day 
occupy the architecturally unfortunate 


building at the end of the Mall. 
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NEW ZEALAND WOOL | 

BOARD has asked us to 
WNS7/) advise on the following key 

CU Pure New Woi Pp 


| CORPORATE RESE 












The New Zealand Wool Board i is a a 
wool industry organisation, active in 
| areas which include production; we A E 
-proc ng; marketing; product promotion 
M and technology trans er. — : 
| The wool industry pursues a multimillion 
| dollar research and development 
programme, largely through the Wool - 
| Research Organisation of New Zealand 
| and the International Wool Secretariat. 
The Board contributes to and complements M 
this programme through various agencies 
and by using its own staff resourcesin E 
| specialist areas, including wool production, 
| to achieve industry efficiencies and | 
improved grower returns. _ | 
Reporting to the Managing E r 
: raph P closely with Production and 
| eting Managers, the appointee will- 
Identity and consider those scientific and - 
paeiti k advances. which c could enhance 
sts 










Testy advan 
er REQUREMENTS: | 











be offered. The loca ion is Wellingt: 
NM APPLICA ONS: | 
" Strictly Confidential. Please oy in 
= writing stating age, experience, 
P fications, other relevant information 

a ephone numbers, mentioning 
: Position PMcL3046 to: | 
“PETER McLAREN 

_ MANAGEMENT RESOURCES LIMITED 

..... P.O. Box 10-157, WELLINGTON 
E Telephone? 731-488, Fax x 731-438 
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d with meg aoi country exp 
| epa in Indonesian is. desirable. 


drafting proposals for overseas work. Teri 






* Head Office and Field Positions 


* Excellent Salary Packages 
* Career Development O pportunities - 


TEAM LEADER — West Timor, Indone sla 
Vacancy — early 1989. - 


This position requires a senior, highly experienced Australian to man 

large multi-disciplinary team of agriculturalists and engineers. “The 
successful candidate will have at least. 15 years’ experience in a range of 
developing countries with tertiary qualifications in the fields of manage- 
ment, agriculture, engineering, economics or development science, 
Previous experience in managing multi-disciplinary teams is essential. An 
understanding of Indonesian Government systems and Baency in in De asa 
Indonesia will be an advantage. I a^ 


. "M ORC "n E qu. Lx E 
: : $ | - " 
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DEVELOPMENT CO 

































Vacancy = immediate. : 
The successful candidate will work within the regional planning and policy f 
agency (Bappeda) and assist with the integration of planning m po 
implementation of project activities with the ten -— involved in | © 
project implementation. Responsibilities will also include: Impros 

regional planning agency's: 'apacity - 













erience nola a veces win ise agency. EE 








ratios, thertenis consulit. | 
roughout SE Asia but | 







m 1 






Knowledge of Indonesian orte "ager es J i 
idonesia. - Pa 
Preference will be given. to " 



















individually or as a pus ofa multi j-disei | B: 
experience is required in a range of developing tres conten 
identification, feasibility and appraisal studies, monitoring and eval 
and production economies at farm level Tasks will include 
management, liaison and support of overseas. $ personel and ass y 














lian residency are essential. 


Written. applications giving details PM experience pm naming no fare 
should be sent to: QE 2i 


Proj : | 
ACIL Australia Pty. Ltd, . SN 
50 Burwood Road, 2n liteiia: s Mw 
Hawthorn, Victoria 3122, fA, "ences 
AUSTRALIA. 


——————————M e 





APPOINTMENTS 


ECONOMISTS 
IN GOVERNMENT 


Government departments are seeking recently well qualified young 
Economists to work on a wide range of important and challenging issues. 
These include: 








HM TREASURY 

— the analysis of macro-economic policy, forecasting the domestic 
economy, taxation and the micro-economics of industrial and social 
policy. 

ENERGY 

— advising on department of energy industries and with development 
of the North Sea 


ENVIRONMENT/TRANSPORT 

— advice on formulation of policy on environmental matters such as 
housing, water, pollution, recreation and local government finance; and 
in all aspects of transport whether land, sea or air (highways, railways, 
aviation and shipping and public transport) 


— policy development on the production, processing and distribution of 
food and policy implications of the EEC and the Common Agricultural 


Policy. 


We are looking for individuals with a good economics degree (a first or 
upper second class honours) or a relevant post-graduate degree and 
good communicating skills to próvide information and advice to 
administrators and Ministers on the economic aspects of policy issues. 


Selection is by interview. The posts are temporary with possibilities of 
permanent establishment later. 

Salary (under review) if under 26 is on the Assistant scale £9,527- 
£11,677 of if aged 26 or over on the Senior Assistant scale £12,427- 
£15,427. All posts are in London. 


Further details are available from Tom Morris, Economist Manage- 
ment Unit, HM Treasury, Parliament Street, London SWIP 3AG (Tel: 
01-270 5093). Application stating specific interests in or preference for 
department and type of work together with a CV should be sent to him 
by 15 July, 1988. 


There will also be some vacancies for STATISTICIANS at the same 
levels.—Apply as above. 


Government 
Economic Service 








TROODOS SHIPPING & 
TRADING LTD 
invites applications from 


GRADUATES TO ENTER 
THE EXCITING WORLD OF 
INTERNATIONAL SHIPPING 


This established City based company manages the world’s largest privately owned tanker fleet. 
Growth during the last decade has increased the fleet to a total capacity of 6 million dwt tons 
(mainly supertankers). Our worldwide operations are conducted through principal offices in 
London, Piraeus, New York, Cyprus and other strategic locations. 

Continuing expansion creates career opportunities in London for ambitious graduates in the 
chartering, insurance and accounting departments. Successful candidates will receive compre- 
hensive in-house training, supplemented by formal tuition leading to professional qualifica- 
tions of the Institute of Chartered Shipbrokers. 

POST GRADUATE DEGREE HOLDERS are also encouraged to apply. Excellent remuneration 
package including pension and medical schemes. 

Starting salary range £10-£14,000 per annum. 

Please apply with full CV and photo to: The Personnel Manager, Troodos Shipping & Trading 
Ltd, Stock Exchange Tower, Old Broad St, London EC2N 1HH. 
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Mr DL. i 
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n rersity of Reading 


-MONIT ORING AND EVALUATION 
$ SPECIALIST 





‘appointment to.be based in Calcutta, 
India, to advise and assist on the moni- 


toring and evaluation of an. agricultural . 
sion project. concemed with ferti- 





m ad iate qualification | in agricul- 


tural « economics and overseas experi- 


ence of agricultural development pro- 


jects, preferably in South Asia. Starting 


Salary up to £16,345 pa plus appropri- - 
ate overseas allowances. USS super- 


annuation. Apply for further particulars 
and application form to Personnel Offi- 


cer, University of Reading, Whitek- 
nights, PO Box 217, Reading RGS- 


2AH. Telephone (0734) 875123, ext 


233. oa Please 


quote | Ref R39 


University of Warwick. | 
Warwick Business School UR 
LECTURESHIPS IN ACCOUNTING 
AND FINANCE: 

As part of the mining e expa 
Warwick | i 


exist for further lecture 
School's . 











Group.: Santee odd be Taano 


demonstrate a strong academic back-- 
around and a commitment to research. 





ixauuing, specialist "ine 
SA wi ler cba 





Xd candidates: from any PN of 
he field, with a preference for research 
nterests in the capital markets. and 
nvestments. area. 


Salary on either the Lecturer grade A. 


wale: £8,735-£13,675 pa ortha Lectur- 
x grade B scale: £14,245-£18,210 pa. 
"te | School- has a substantial post- 
ance programme, and members 
X staff may be able to generate sub- 
itantial a 1al income from teach- 











ng.on these programmes, and from 
'onsuitancies, with: the prior approval 
the Chairman of the School. i 





nay be obtained from. bs. Pari 
vip of Warwick, Covent 









ptembe i iae ot 


ae rr wtona $ 
T1 registered. — . 


H University ot Zimbabwe 


ications are invited for a two year 


the candidate should also offer 
one of these disciplines will be 
setting ve an v informal approach to 








(Harare Po hnic and 


Bulawayo ` echnical College 
Applications are invited for the YES 


‘ing posts: 


ASSOCIATE PROFESSORSHIPS/- 


SENIOR LECTURESHIPS/ . 
LECTURESHIPS B TECH - 
DEGREE PROGRAMME 


Department of Business Studies _ 
(eight posts: four for Harare and four for 
Bulawayo ae dr 


Applications are in in vited a lectureships 


_ in the Bachelor of Technology degree 
programme in Management. Candi- 


dates should hold higher degrees (at 
least at Master's level) in Management- 


related disciplines. Given the essential- 
y tition nature of the Bachelor of 


HOO} degree, emphasis in the 
n process will be plac C 

didate's practical work experience 
and/or related teaching experience. 


The eight posts are available in the 






following disciplines: General Manage- . i-— 


ment; Marketing; Human Resources/ 

rganisational Behaviour; Finance; 
ction Management/Quantitative 
iques; Management of Informa- 
ystems. Preference will be given 
j idates ainoa to teach in two 










Salary Scales per annum: Lecturer | 


2$19,860-2$28,176; Senior Lecturer 
2$29,124-2$31,572; Associate Profes- 
sor 2$32, 532-2$33, 624. Appointments 
on the above scales will be according 


| to-qualifications and experience. 
‘Both’ permanent and short-term con- 


tracts are offered. Persons who are not 
Zimbabwean citizens may be appoint- 
ed on a short-term contract basis for an 


initial period of two years. Short-term 


contracts may be extended. 


Six copies of applications giving full 
personal particulars which should in- 


clude full name, place and date of birth, — 


qualifications, employment and experi- 
ence, present salary, date of availabil- 


: ity, telephone number and names and 


addresses of three referees should be 


addressed to the. Deputy Registrar (Ad- | | 


ministration), University of Zimbabwe, 
PO Box MP 167, Mt. Pleasant Harare, 
Zimbabwe (Telex 4-152 ZW). Appli- 
cants resident in the UK should also 
send a copy to the Association of 
Commonwealth Universities (Appts), 
36 Gordon Square, London WC1H 
OPF, from whom further particulars are 
available. 


The closing date for receipt of applica- 
tions i is ot fe 1 bind 








cona | ample of recent written. wor on an economic topic (750 words d 





| 2 Rural Infrastructure Engineer. ° 








am in developing countries relating to ma 
aith and nutrition. Requirements: : 
social or:health science; strong a 
research as related to F health se 
ing and managing research acti 
and of operations research method. 

ae and excellent verbal ‘anc 
























d CV to Dr Beverly Winikoff, £ 
Council, One DAT e ME Pl; 











The Henley Centre is seeking a an. AE 
publications. There. i ponde detailed f 













| write piaia and jaiii ert j 
of economists with access to pie dile à ig fi 
dividual responsibility will bea Menge feature of the post. 












: | g qualifications and expe- | 
rience. “applications w will be treated i in strict confidence. 


X 






| Apply. in writing, enclosing CV, earfi est starting date. and an ex- 





maximum) to. —  - 
Chris Farmelo, The Heni 





ey Centre lot Forecasting Ltd. 
friars, London ECAY. OAA 








Hunting Technical NIE Limited is a 3 ic dine ERS : Tx 
consulting company involved in agricultural and rural develop- 
ment throughout the world. | 


Applications are invited from post graduates for two training ; 

. positions in Zambia which are funded by the Overseas. 
Development Administration of the British. Government. The 
trainees will be attached for at least one year to the Central 
T District Development: Project in Kabwe. - | 


. Agricultural Economist or MSIE ang: Evaluation 
Specialist. — 













All candidates for Post 1 must have a Masters denies or in th 
case of Post 2 should be proceeding towards professional: 
engineering qualifications, and candidates should be plannin 
a Career in overseas development. Previous relevant oversea 
experience would be considered as an advantage. 


Applications i in writing with CV to: 







The Administrative Manager, 
Hunting Technical Services Ltd, 
Thamesfield House, 
Boundary Way, 

Hemel Hempstead, 
Hertfordshire HP2 7SR 
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 RERÉSÉ| DEPARTMENT OF ECONOMICS 


>< BON NAR HAIR OF | 
















Appl ications are invited for the Bonar Chair of of Applied P which 
4o fall vacant upon the retiral of Professor C. Blake. The university is 
seeking. applications from candidates with an interest in any area of 
pplied economics but will be particularly pleased to receive hii 
from those with an interest in finance or industry. | 


~The University wishes to make appoint from 1 October 1988 oras f 
. Soon as possible thereafter. Salary will be within the normal Professorial. 
- range. Potential candidates wishing to make informal contact with the — | 
“department are invited to contact Mr C. D. Rogers, Head of Department, $ 
or Professor M. P. Taylor. .— E 
Furt articulars from and applications, with cv (six p 
be „suitable for bnotocspyingy and. the names ! and ad- 
|. dresses of three referees to, the Personnel Office, The: 
b. 'ersity , Dundee DD UN, id 12 oa 1988. Please 






Applications a are dufied. for the position’ “of Prifesnse, f Propert Studies. 
e successful appointee will also be Head of the De ment c ‘Property 
Management and Valuation in the Faculty of Business Studies. 
Applicants should hold appropriate qualifications ~~ have evidei ce of i a 
record of applied research and/or teaching in the property field, 
partment i with expertise in urban and rural valuati 































n s soe iom M Y È. M : 













- TRADE FINANCE/MARKETING 


Degree. in international politics/econom- i 
- ics, NYC graduate, 22, seeks entry posi 
_ tion withinternationally oriented firm. Flu: | 
ent German, also knowledge of Spanish ` 
| &nd French. Willing to relocate within US 
or overseas. 


Please contact: Box 83, The Econo- 


| mist Newspaper, 10 Rockefeller Plaza, 
New York, NY 10020. 












E “Calta prs (Masters in Tax), 35 
wears old, seeks international legal ar 
ae : | uation. US, Canadian and 
E a 5 edi in. on preparation of short nd diui d term forecasts for the UK and. ship: t in Ger 
other major western industrial countries; | : 
e monitoring economic devel spomeni in other countries in which the Group. 


operates, 


At a later stage there wil t be an opportunity to become invo T: in the wider aspects 
of the départment i work. ix 








L san Francisco, CA 94104 ian. 

















Ideally in their mid to late 20' $, aplican should have: 


- 8 good economics degree; 

— a sound grasp of current affairs and statistical methods; . 

— experience of researching and preparing economic and statistical iifórmatiuig 

— a minimum of two years’ experience of economic forecasting and modelling 
in a commercial /industrial environment, 





Jos F ym niet "— chair 
Academic freedom. Limited duties. To retire- 


ment. English. speaking ir See his 
2 dons T toc pt ¢ 





An attractive starting salary, negotiable according to qualifications and experience, p 
is offered together with relocation assistance, if appropriate. 


Applicants should write with full cv including salary, c or telephone direct to: 


Lesley Butcher, E: 
Group Services Personnel Manager, GKN pic, 
P.O, Box 55, Ipsley House, : 


Ipsiey Chur : rae oe 898 OTL. 








Hg The iterations automotive, 
_ defence, and industrial 
. Services group 










ment references and record of international - 
ney rimi lease contact Box 84, The Econo 






10 Rockefeller Plaza, New York; 












ard e nai 83400-Hyees, | France | 
hone: 94 65 0331. Telex 404705 


-On the French Riviera - 


pen all X ear—-short and long. term c Courses— 
centre for Alliance Francaise exam. ^ ' 


... Call, telex or write for Information - 























This e meets on Moidi evenings P A the I year 
S0 that otherwise fully committed managers can attend an intensive | 
programme covering accoun ing, corporate financial decisions, and financial 
. planning and policy The Programme provides a thorough coverage of the 
groundwork and current issues in córporate finance, andis taught by 
Spe faculty of London Business School i 


Un ule programs E 3 October IET $2800 






em ce —————Ó——— — — — — — a 


UNIVERSITY DEGREE - 














E ane your ife and work experience. College equivalent crocs are 













seminars On business experiences. We accept college credits no ‘FirstTerm: Accounting Tools for Managers ^ ^. 
Our graduates are recognized for their achievements in business and (3 October— -5 December 1988. 975 
industry. We will assist you in compieting degree requirements - iim" 
without formal classes or seminars at your own pace and time. 


Second & Third Term: 


“Corporate Finance = 
a SNO xe 
Dinner and al materials neined in ee — 


Fora detailed WR pisei contact: 
Susan Park Registrar, Corporate Finance Evening Programme, — 
London Business School, Sussex: Place, Yor pl s Park, London NWI asa 


Send detailed résumé on work ie and academic experience for a no 
Cos! evaludtion. 


PACIFIC. f/ESTERN UNIVERSITY | 


600 N Sepulveda Blvd, ‘Los Angeles, Epis pica -D gi y 


4137—USA 
am RM: nr memme onna n miman minina naan, mem 
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There is a need to professionalise the business education 
and development of managers. As this fact is.increasingly o = 
recognised, and in advance of 1992 in Europe, the Fordham | 
‘International MBA Programa is timely, challenging and x 
relevant. 


This Program offers 


m a prestigious, internationally recognised MBA Dertes 


i 
| 
| 
f 
January 1989 sees the launch of imperial | 
i 
| 
| 
I 
|. w intensive professional development 
i 
| 
| 
| 
| 
| 
| 
] 
| 
i 
i 
| 
| 
i 
| 
i 


College's first MBA programme. Aimed 
at practising managers in the age range 
mid 20s to early 40s, this threé year 
programme aims to enhance the mana- 
gerial ability. of those expecting to enter 
Or newly appointed to senior manage- 
ment positions. The programme begins 
| with the normal managerial functional 
, emphasis of most MBA courses but then 
Offers the oca d to specialise in 
One of five areas mance. Manage- 
ment of Innovation, Managerment of 
“New Ventures, Management Science, 
and: Project Management. 


: è programme is taught over: ‘three 
jsidential weeks and 14 separate days 
eh ysar: Fridays Hanns term- time) 












s an opportunity to major in both General Management - 
and International Finance 

m a network of international business contacts — FE 

m instruction by the Faculty of Fordham's Graduate School 7 
of Business. Administration S 


For organisations, this Program is an opportunity: to invest - : 
in top quality management development. For individuals, it 
represents a significant step towards career advancement. 
Further information and application forms for admission to the 
Program may be obtained from: 


The Program Director, Fordham MBA Degree Pn or m 
irish Management Institute, Sandyford Road, Dublin 1 16 
Tel. (01) 956911. Telex 303285. Fax 955147. E: 


The Fordham International MBA is aceredited by ihe American 
Assembly of Collegiate Schools of Business. 







































Gramme is subiect to forrnal 
by the University of London. 


e information contact The 
& Secretary, The Management 
n berial College, 53 Prince's Gate, 
SW 2PG. Tel O1 -589 Sidi. 
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For anene manage! 
- senior staff. Compreh obup- 
date material by some of the moste pecented 
pue school, lecturers in the M. : 


= Cétporate Finanée 
€ BENE Ned and. weekends of 4 November and 


rogramme: "TM 
B= 27 November 1988. 
f S. qanal: “Be add and residential 


sar th j i ibs Se Bárgert 
Tel. i eesi T 735424 "Telex 831 47 atin TEMCOL ” 


3 : The Open University' s School of Management is is "Seekirig part time 
05b. tutors in all of it Tp gions. for THE COMPETENT MANAGER— 
e gram fast: ‘Hack $ the 


M he niversity" 5 innovative MBA pro- 
| arts | in February 1 1999. 








| Accounting. and Finance 

` Managing Change ——  .- 
Managing in the Competitive environment 
Information Systems and IT for Managers - 


` Owing to the rapid growth in demand, "part time tutors are also. | 


ght. for. these topics in the Schools Professional: Diploma 
Programme. © 


Applications are sought from people: with experience i in manage- 
ment/management development in industry or education. To 
appli; cation package (and more details about the Open 

? " name. and address of a postcard to: The 

Ü Box /73,.The Open. University, Walton Hall, 

Kre 68$ | Please e quate n reference] J TB880. 











a EMIB gives you the unique opportüni b: to: 


| EMIB i is peer for as 


SHORT COURSES IN MICROCOMPUTER PELICAN IK FOR 
| PROFESSIONALS IN AGRICULTURAL DEVELOPMENT 


JULY 18-SEPTEMBER 10 1988. 








MICROCOMPUTE RS FOR AGR ICUL. TURAL DEVELOPME: NT 
COURSE 88.4 











haets ;'data' base, survey, project manag je- À | 
near programming, hardware and software n 
s. M Cost £2,000 for eight week 





ment, quantialve analysi: 
considerations in develop 
‘hands-on’ course TOBE! 








course. No single modules 
AR participants have full-time ac 
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LEARN 
. FRENCH 


The intensive way and in real 
immersion. This means. living 


in one of the most picturesque. | 
regions of France and really, | 


becoming fluent. Also vacation 


and learning plan. Cultural prof 


gramme in Paris. Winter pro- 


gramme on the French Riviera. | 


| State age, rd level and time 


t write or ^ wephont un your PRE! 
E: TALOGUE xia futt details? 


2 Smáy Center, 1 E 


LODGING IN PRIVATE APTS. AND 2 MEALS INCLUDED 

- For adults. 8 levels from beginner Ito advanced I. 

Cos Next 2, 3 of 4-week immersion course starts 30 May to 27 Juni and. alt year: 
Years of research & experience in the effective teaching of French to adults. 

| INSTITUT DE FRANCAIS —EF25 ^ ———— 

1223 Av. Gén.-Lederc, 06 VILLEFRANCHE/ MER. f. 93.01 e "n x 970.999 ti 


STARTS OCTOBER 1988 


. programme enables investment professionals to acquire 

ler understanding of modern portfolio techniques. The 
three terms cover (1) equity portfolio management (2) fixed - 
interest and international investment, and Oh new finariciat 
instruments. - 


loce should bé ade ie c iion 
chool, Sussex Place, Regent's Park, London NW] 4SA 
kh 262 5050 (ext. "on Fax ĝl- 724 7875 


: d dae PET “ cen ou 


| 32 Sloane Gardens, | 


international center _ | 
"^ for monetary - 


| NIIS " 
1988 GENEVA 
: SECURITY ANALYSIS AND 
PORTFOLIO MANAGEMENT PROGRAM 


-This outstanding program has been followed in the past five yas | 


_ by bankers, analysts, portfolio Managers, and economists from 


. over 140 institutions and 30 countries, including major Swiss and 


: international financial institutions. A few places are still available 
for: - í 


September 1 2-30: 


. BONDS, FINANCIAL FUTURES, - 
_ SWAPS AND OPTIONS 


| Week 2: LE INANCIAL FUTURES AND SWAPS 


|. Week 3: OPTIONS 


This is a three-week course, but applications to. week thre MNA 


[| -arealso.considered. The objectives of this course. are 
|. practical Pa rigorous framework for analysing bond 
* trading 
.. Swaps and options. | 

F Further Moonatton: d Wind, Int inte 


ecisions and transactions aiio finan 


: 22/34 Seis Tear sizs pan Fax: 22/33 B444. | 


|... PRESTIGIOUS LONDON. ADDRESS; 
| Personal/company use. Fax and all 

services. Harcourt Business Services. 

Tel: 01-706 0342. Fax: 01-706 0349. 


‘Willett Hotel, l 


London SWIW 8DJ. | 


Telephone 01-824 8415. 


| Telex 9413498 EXECUT G. 


Single: £41.95 + VAT; ° 


: Double/Twin: £49.95 + VAT. 


Extra Single: £19.95 + VAT. 


‘Most rooms with private 
facilities, colour televi- 
sion, hairdryers, 
and tea makers. Substan- 
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Browns Hill Farm 


SUNAPEE 


ANALYSIS OF HANDWRITING, Char- 
acter/Personnel appraisal. GRAFEX, 
Antwoordnummer 1927, 2501 WB, The 
Hague, Holland. Tel: 01751 Mare. 


Bd GRE 
We CAN help 


Write to: 


[^i Graduate Tutorials, GTAC Associates, 


FREEPOST, London W5 4BR. E 
Tek: ores ees | d 


NEW HAMPSHIRE 
32 pevieged anise 
|^ share 191 protected acres 


offering private homesites with 
dramatic lake and mountain 

views. Rolling to the shores of | 
Lake Sunapee, Browns Hill Farm | 
features 900 feet of waterfront, 
tennis courts, a pool, boat slips 


anda private beach. Please call 
or write for our brochure. 


603-526-2020. 


P.O. Box 1113, New London, New Hampshire. 03257 














Luxury self-catering “apartmer 
heart of Mayfair. ek icount fe 
offerto Airline Personnel aranowextend- f 
ed for a limited period only to include all 
clients booing ee our ti one. 
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relation to an advertisement. The Economist Newspaper Limited shall not 

be liable to any person for loss or damage incurred or suffered as a result 

of his/her accepting or offering to accept an invitation contained | in any 

advertisement p in The Peona 
































BUY AND SELL CRUDE OIL 
je The Rangefinder Trading System would have | 
| yielded an annual average net profit of 
61.29% on a $10,000 unit during the last five m 
- years in the US crude oil futures market: m I 
| Fach year was profitable, and Rp fsk 
would have been less than 50%.. bó 
cE The system is only for rent. Trading tan be 4^ 
E managed by us. Or you can do it “yourself, 
] Systems are available for. other markets, 
.| Call the Rangefinder at (212) 415 7656 or 
.l write PO Box 11 Tappan, MALE USA. 
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YOUR OFFICE AWAY FROM HOME — 
@ Office/Management Services 


- @ Company Formations — 
e How. to do business ior! 
















FROM SWITZERLAND 


Business Services Consult Comp 
ioi ie 82: ipis -8022 Zurich 


Tel: 01 “as 182 0: 
Fax (3) 2111922. - OT 813082. Bsic 
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For free ? rormalion a about our i Dublcaions, 1 
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| EC, M Town of Mount Royal, 











For more information please write: 
Heat M. Rhodes, Due RM 


Bese. a 


. | upon. conenpency fee agreement. 
4. | Visiting London (Sheraton Park 
b à E -] Towers Hotel at Knightsbridge) 
= 51 July 12-18, Middle East and Asia 
duly 17-August 9. 
- t: Edward P. Gallagher, At- 
mey-at-Law, PO Box 70302, 
hingtor „DC 20088.USA.. Tek: 













2 CHESHAM STREET 
BELGRAVIA . 
~ LONDON SW1X 8DT- 


TEL: 01-235 1544/ 
01-2352890 — 
TELEX: 941 3498 EXECUT G 
^ FAX: 259 6153 


single: £49.95 + VAT | - 
Double/Twin: £64.95 + VAT | — 
Extra single: £16.95 +. VAT |. 


Located in Belgravia, between | 
Knightsbridge and - Sloane LE 
Square stations, in London's | | js 
finest and most prestigious. d ^ monthly reading if you are 
area. | ^ asso vith Yprecionsa metals 
All rooms with private facilities, 4o po mvesm 

on. sire did bs 1T. aes es £25 to EQUITRUST- 
and. tea See lala tial’ vo AG, PO Box 4317, CH-6304 Zug. 
buffet Engish on Switzerland, ; : 























NEW front international team of 
, “platinum experts, Authoritative, 
ie p-ta-the-minute — - the only 

4 dispen newsletter devoted 





FLY FIRST CLASS FOR THE PRICE - 
OF BUSINESS AND SAVE £££s. 


At GO IN CLASS we offer a unique travel broking service 
specialising in sales of First Ci ass and Concorde tickets. 


PRICE usr FOR VARIOUS DESTINATIONS TO THE USA 4 


EN ^— Current ist Current Bus GO IN CLASS . 
* Destination T TM ESt Class Rin Class Rtn 1st Class Rin 
^. Chicago, Illinois . e 3376... 1770 . . 1681 
Los Angeles, California 3252 2214 2103 
_ Miami, Florida "e En oe gee M66 — oe BBZ f 
XU Washington, DC ' s€ PE Seed = 4382 ^ i 








































































Current Fare. . Current det -6OINCIASS o | 
n | pale London-Miami 3788 o | 2880 |a 2799 — 













9 The bestinformed singis source news and analysis. of 
Soviet and East European current affairs. — 

@ Vital reading for those in business and government service. 

@ Fortnightly. Available only by private subscription: annual 
rate US$315 or equivalent (overseas) and £165 (UK only). - 
Special rate for academics on request. f 


Other. Worldwide destinations on request 
Hours: Monday-Friday 9, 30am-6pm 


CAL NOW for further information and Price Schedule 
-Company accounts welcome : 


TEL: 01-386 9222 
YOU'LL ett teeth CLASS WITH GO IN CLASS 


V OAL. F „Fax: 10-381. 6408 ens 
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For free copy va o: Dept 1, EEN, 87 ! Duke Road, 1 
| | London W4 2BW, UK. Tel: 01-995 3860. Lo 
















MAND AND JOBS Japan’ S GNP climbed 6 6. 7% in the ‘year to the first quarter. In the ^| 
eriod Canada's GNP increased by 5.396, and Switzerland's by 3.1%. Britain's industrial. 


duction rose 4.396 in the 12 months to April, while Sweden's rose 3.3%, and Holland's was 
hanged Canada's retail sales soared 7,7% in the year to March. Britain's unemployment rate 
fell to 8.796 in May, down from 10.6% a year before. Spain's unemployment rate, unchanged at 
F. dm in ? May, i is the highest in the table. d E 
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PRICES AND WAGES Area s 12-month rate of consumer-price inflation v was: s unchanged at 
: 3. 9% in May. France's crept up to 2.6%, Britain's to 4. 2%, and Canada’s to 4.1%. West German 


wholesale | prices climbed 1.4% in-the 12 months to May. British Wages. increased 8.896 in the year 


_ to April—a real pay rise of 4.7%. Spanish wages also rose by 8 e % in the das to April, but Spain's 
E higher: inflation turned that into a real rise of40%,  . 
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age tates in manufacturing except opa wet earnings: ‘Japan, and Switzerland, pass earnings; Belgium, Canada, Sweden and USA, hourly 
9s UK, monthly earnings for ali employees, 


a STRIKES Are. workers ge ess Strikes Working dns lost per 1,000 employees | 
bolshy? The chart compares the average . 
‘of working days per 1,000 employ- 
ees lost through strikes. in 1986 with the | 
number lost on average over the previous = 
ten years. Of the 20 countries in the chart, 13 
had fewer strikes in 1986 than the ten-year 
average. The traditionally strike-bound trio 
| in, Spain and Italy saw the biggest 
ts. Finland had a rotten 1986 


@ 1977-86 average 
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r E ) days) and Norway (560 
1986 was Iso a year of discontent. 
isingly, Japan's. ten-year average f 
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- has now shed the massive surplus stocks of 
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tive interest now that a demand fo 
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| WORLD BOURSES Fears of hob interest rates RENE Wall Street to fall 0. 796, poss 0. 5% a ind. 
London 0.396. Frankfurt, however, was unbothered by firming West German interest rates, a and, 
advanced 0. 196. Sydney, which gained 2.1%, rose to its highest in dollar terms this year. 


Stock price indices | s % Change on 




















iem picis deficits and een 
the foreign debt needed to finance them— 
since 1982. By 3994. it. had. 1 driven its net | 




















June 21 88. o oe ane record 31/12/87 
high - low week year high in tocal in $ 
b MN a RR IA NE I NRI oda RR 
P Australia —— 16020 — 16182 — 11707 — 21 . = 80 (305 $222 ^ $3993 — 
I edi Belgium — — 49257 — 50431 36084 —— * t0 — -* 39 &— — 90. 7348 à T2020 — 
of near. sts billion, The reason is that Canada ^ 34163 —— 34163 — 29779 — * 06 — — 74 — —169 — * 81 163. 
Stocks of direct foreign. investment are France 3438 3536 2513 -08 < 168-263 +225 +103 
recorded at book value, which greatly under- W.Germany 14223 14575 — 12079 ^ +04 = 257 43976 +894 ~ 20 NM 
state their market: value. This year the OECD | Holland — 2566 — 2592 ^ 2057 à  * 10 à^— - 154 88 2  t*230 +102 . 
„expects, for the. first time, a net outflow of | Hongkong 26837  — 27191 — 22230 18 t04 7197 ^—-3921 ^ *165  -159 7 
investment income from America; its record- MEE NEN MM ET MEET EE ENT DN 
ed net debtor position may worsen to nearly = conic £ Si rere UI NEC NET EET d m 
$600 billion. Japan i hs enjoying a ES South África 36210 16580 13670 +11  — M42 -285 +123 +160} | 
ing rise in its recon ed net assets, from $27 Spain 296.2 301.6 2255 = $5 + 240 = gü 430.4 43210 
billion last: year to an expected $340 billion | Sweden ^ ^ 29/33 30004 ^ 21485 -— 03 + 96  -— 90 4370 +300 . 
in 1988; over the same period its net inflow’ | Switzerland 537.8 5305 .4666 * 16  — 123 263 +134 - = 4.1 


mpra e re m e i HA NN PIA traria iP Pee rre nr Praesta esame enr ir etnies m 


of investment income should rise from $17 
. billion to about ts billion. | 





MONEY AND INTEREST RATES ‘America’s s broad money ay M3, | grew at an unchanged 6. 0% 
inthe year to May; growth in narrow M1 slowed to 3.2%. British: banks raised prime lending rates 
half a point. Yields on long-term government bonds. firmed in America, Japan. and. Britain. 
Money supply Interest rates * p.a. (Tuesday, except bonds which are previous Friday) — 
% rise on year ago Money market Commercial hanks _ Bond yields Eurocurrency 


Narrow Broad} Overnight 3months Prime Deposits. Gov't Corp ra Deposits Bonds 
[M1] lending 3 months — .. . 3months 


—À— THERE IRR SERRE roe EU REMO T E ERR PO 
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West Germany 








de France Canada + 20. + 7.1 ws — 900 — 940 1075 — 7.89 me 380 10.66 — 919 1008. 

B France — 4 17 + Bie 738 725 945 744 889 968 744 896 
W. Germany 4100 + 63 m 375 390 550 3.85 615 — 600 394. 475 
Holland + 94 +62 mw 387 419 ` 575 350 607 666 413 606 
italy — 4 74 + 7.2 ræ 1050 1150 1250 na 10.52 1085 1050 na 
Japan 4 96 +119 331 383 338 176 475 435 ^ 425 ^ 466 
Span 4158 +137 w 1049 1034 1450 750 1205 1329 963 ^ na 
Sweden na 4 65 w 1045 1065 1200 1035 11.06 1183 ^ 1025 ^ na. 
Switzerland +185 +108 wv 250 319 ^ 525 200 ^ 408 ^ 443 319 | 451. 
UK — 4209 +193 a Ca 913 1000 913 944 1059 9.19 10.23 
USA = M 4 60 my 738 - 752 — 900 160 = á 912 9.74 775 §AR 





FMZ except. ex T roe rales be era : 
Beg a of. Bilbao, Chase N vindi a ee de faethe (Belgium) | Sedes Credhetbank Credit qe Svenska geehbanien. p nar 
Credit Suisse First Boston, "Wharton Econometrics. These rates are indicative only and cannot be conten as offers iy these. hada 


RADE E EXCHANGE | RATES AND RESERVES West Germany recorded a visible-trade surplus of $4.3 billion i in | March; its 12-month trade surplus fell 
Slightly t to $65.8 billion, with a cumulative current-account surplus over that period of $42.6 billion. : Sweden's 12-month trade surplus fell to $3. 6 
illion in May; Spain's 12-month deficit rose to $17.2 billion in the same month. Canada's 12-month current-account deficit widened t e 8 bilion i in: 
ne first quarter. In trade-weighted terms the leading currencies were virtually unchanged on fhe week. . 1 n 2 de 
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'87 — a year of particular challenges. 
ith its operating result of almost 

M 1 billion, WestLB has once again 
'monstrated earnings stability. 

This is the result of a compact 
iiversal bank tackling its customers’ 
'eds in ever-changing markets. 

International capital markets are 
i the move: new techniques, new 
rvices, new products. For custom- 
3 this means new opportunities. 

r WestLB this means transforming 
ancial needs into assets which 
2et Investors’ interests. 


WestLB Group 


in DM millions 1987 1986 


Business Volume 197,314 (193.449) 


Total Assets 152,504 (148,189) 


Capital and 

Reserves 4061 ( 4,044) 
Operating Result 935 ( 1,004) 
Disposable Profit 84 ( 84) 


Backing the process of economic 
growth, promoting and funding 
business ventures, financing innova- 
tion — these have always been a 
major part of our overall strategy. 
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WestLB 


TheWestdeutsche Landesbank. 


Dusseldorf Herzogstrasse 15, 4000 Düsseldorf 1 
Telephone (21 1 | 82601, Telex 8582605 


Beijing, Hong Kong, London, Luxembourg, 
Me Ibourne. Moscow, New York. Osaka. Paris 
Hio de Janeirc ) Tok yo Tc oOronto Zurich 


We just can't say “cheese!” 
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THE HIGH-YEN BOON” 
VIETNAM FALLS BACK ^ 


TESTING FOR AIDS 


E DOLLARS AND DEFICITS 


pages 15-1 




















POINTS 


SETS GAMES 





CHRIS EVERT IN ACTION 


Wimbledon: 
400,000 spectators, 
800 matches, 7651 new balls. 
One timekeeper. 


The very first Wimbledon tournament of 1877 
was rather different in size and spectacle from the 
event we know today. 

The final of the Mens singles (the only event) 
attracted just 200 spectators, who each paid a 
shilling to watch the proceedings. The total profit 
from the entire Championship was £10. 

Nowadays, around 400,000 pe ple pour into 
the grounds to watch the 443 matches in the five 
main Championship events, plus 357 other con- 
tests spread over the 18 courts. 

The All England Club employs upwards of 
7,000 people for ancillary duties during the fort- 
night, to supplement the 64 permanent staff. 

All the players have to be looked after. TV 
cameras and commentators must be installed. 

There are people to deal with catering, pro- 
grammes, transport, and of course, the ever- 
growing demand for tickets. Pern 

The end product ~ the public W 
face of Wimbledon - is the pre- ROLEX 


sentation of the best players, in the of Geneva 


best possible conditions, producing the 
finest tennis. 

Preparations for next years fort- 
night will have begun before this year's 
finals have been played. 

Detailed planning is obviously of 
paramount importance. More than a 
century of experience, makes sure that 
even in those years when there are 
interruptions from the weather, The 
Championships are still completed on 
time. And in style. 

The Rolex Watch Company of 
Geneva plays a major role at Wimble- 
don. As the official timekeeper. 

On court, Rolex clocks inform spec- 
tators of both the time and the duration 
of the match. 

Not only spectators rely on Role 
for perfect timing. Many of the worlds 
top players choose to wear a Rolex 
Oyster. 

[ts tough, rugged construction pro- 
vides more than adequate protection 
for its exact mechanism against the 
power and speed of the modern game. 

Both on and off the courts, Rolex 


always has been, and always will be, part of the 
most famous tennis tournament in the world. 
In fact, Wimbledon wouldnt be Wimbledon 


without Rolex. 





THE ROLEX LADY-DATEJUST CHRONOMETER WITH A DIAMOND-SET DIAL 
AND THE ROLEX DATEJUST CHRONOMETER. BOTH IN STEEL AND 18CT. GOLD 
WITH MATCHING JUBILEE BRACELETS 


THE ROLEX WORLD OF WIMBLEDON. 
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Miles to go. . 
«Mikhail Gorbachev's restless = | 
_road to that elusive "democ- - 
racy', page 9. While the party ` 
confabulates, page 41, the people » 
demonstrate, page 42. Letter 
from an East European, same - 
Romania 


| 1914, page 43. ho 
The biji jen Rene: 


Surprise: Japan is a nation of - 


Consumers as well as is ^ af 
page 56. 
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It doesn't want to drop | 
Kampuchea, but the squeeze is 
on, page 19. The Khmers Pur 
are still being rotten, page 2. 


Testing for AIDS 


Spotting victims-to-be is hit-and- 
miss, pages 74-75. Insurance. 
companies read too much irito 
tests, page 14. 


™% 





Dollars as din. | 
Economic advice for President — 

Bush or President Dukakis from 
Fred Bergsten, pages 15-18. The. 
markets’ view of the dollar, page | 
67. America's hidden debt, page | — 
68, and its beleaguered thrifts — 


same page. eb 
"Commodities in orbit | 
Why prices are soaring, and who | fa, 
gains and loses, page 55. Ameti- i 
-can drought, not global short- — 
age, page 10. L4 
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-= Legalising drugs 


 Si&— You. compare (June 4th) 

the: current decline in alcohol 

and tobacco use against in- 
= creases in marijuana, cocaine 
and heroin consumption. This is 
persuasive only if one ignores 
the obvious: the number of users 
of illegal drugs does not compare 


E. Was eluidéd coitribind gets 
. the headlines, tobacco and alco- 





hol continue as major causes of © 


| and premature death. 

—  . Legalisation will not diminish 

the drug problem, though i it will 

. alter it. The criminal ' 

pulous monster" central to your 

argument will be replaced by cor- 

... porations along the lines of the 

— tobacco firms, less distasteful, 
— but ethically equivalent, Mari- 

. juana use in public will be 

— frowned upon but tolerated, 

much as tobacco is today. With 

— the right market research, co- 

caine and heroin overdoses may 

— come into their own as all-Amer- 

. ican deaths. 

Plainview, 

.. New York JONATHAN MILENKO 


—— 


i 


with that of legal substances. - 





‘unscru- 


Sir—I normally drink alcohol 
several times a week, but do not 
take other drugs. I support your 
campaign to legalise drugs, be- 
cause it seems right both in prin- 
ciple and in practice. In princi- 
ple, because I do not really 
believe in legislation that coerces 
people “for their own good” 
(people should be allowed to de- 
termine for themselves what is 
good for them); in practice, be- 
cause this legislation is unsuc- 
cessful and harmful even on its 
own terms. 

What strikes me as absurd is 
the way that countries like 
America officially denounce 
third-world countries for pro- 
ducing drugs, yet unofficially pay 
vast amounts of money. to them 
for doing so. You cannot stop a 
trade that is so profitable. If 
drugs were legalised, they would 
become much cheaper, and 
many of the growers would turn 
to some more profitable crop. 


Ivrea, 
Italy 


JONATHAN PALFREY 





Old firearms . 


Sir—I think it is time to speak 
out against the West's expendi 

ture of uncounted billions of 
dollars to satisfy the demand for 


weapons parity with the Soviet 


Union. May I suggest that all the 


capitalist countries have to do is 


to search their collective muse- 
ums for Brown Bess, Dryse Nee- 
dle and Mississippi muskets. 
These collectors’ pieces should 
suffice to keep the Russians in 
check, if one is to believe your 
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photograph of an hike fighter 


carrying a Martini Henry, calibre 
577 (April 23rd). When your 
photographer sees that man 
again, please tell him I would like 
to buy it for my collection. 


Fair 
South Africa U.L. KaAFCZYK 





Dai-ichi Kangyo 


Sir—You report (May 21st) that 
an ex-manager of DKB Kojimachi 
branch was found to have taken 
¥100m in gifts from a property 
developer in return for an 
unauthorised loan. 
This statement includes the 
following mistakes: 
(1) It is not a case of an 
unauthorised loan as you say. 
The ex-manager of the opera- 
tions department had been 
clearing bills for his customer 
from. the branch’s suspense ac- 
count for emergency settlements 
without obtaining authorisation 
from the general manager of the 
branch. 
(2) The ex-manager received a 
savings passbook with a balance 
of ¥10m , not ¥100m, which he 
later returned to the police. 
KaATsuJ MINATO 
General Manager 
Tokyo ^ Dai-Ichi Kangyo Bank 
We are sorry that our article inadver- 


tently increased the size of the gift 
tenfold. 





Singapore 


Sirn—Mrs Tang Fong Har (Let- 
ters, June 18th) now claims that 
during her detention and in- 
terrogation she was in spasms 
because of extremely strong air- 
conditioning, that she vomited 
many times, and that she was 
slapped with full force across her 
cheek, causing her to fall to the 


ground. 

P Mis Tang did vomit during 
the first few days of interroga- 
tion. When Internal Security 
Department officers expressed 
concern for her health, she at- 
tributed the vomiting to an "old 
problem”. Doctors examined 
her regularly while she was un- 
der detention. They reported 
that their examination revealed 
nothing of significance and 
noted no injuries. 

On April 22nd the BBC broad- 
cast an interview with Mrs Tang. 
On April 28th the Independent 
reported that Mrs Tang had 
gone to the newspaper to tell her 
story and on May 29th it printed 





a leer from her hásband. On 
April 30th the Guardian carried 
a story quoting Mrs Tang. In 
none of these reports did either 
Mrs Tang or her husband make 
specific allegations of torture. 
Now that this has been pointed 
out, Mrs Tang has decided to 
embellish her story. 

Mrs Tang is a practising law- 
yer of six years’ standing. She 
knows perfectly well that allega- 
tions of assault while under de- 
tention, like allegations of rape, 
must be made at the earliest 
opportunity. Why did she say 
nothing in September 1987, 
when she was released from de- 
tention? She knew her rights. 
Why wait nine months to make 
her allegation, and only as an af- 
terthought? Even now, she has 
still not filed a proper complaint 
nor sought legal redress. 

Mrs Tang signed a joint st 
ment claiming that some detain- 
ees were deprived of sleep for 
more than 70 hours, and were 
hit hard in the face more than 50 
times. Mrs Tang has no direct 
knowledge of how the others 
were treated, and cannot speak 
for them. The other detainees, 
including those not re-arrested, 
have sworn statutory declara- 
tions stating that they were not 
ill-treated. 

For herself, Mrs Tang now ad- 
mits that she was interrogated 
for only 20 hours. She did not 
need prolonged questioning be- 
cause she was forthcoming with- 
in hours of her arrest. She co- 
operated readily, so her husband 
was allowed to visit her three 


days after her arrest. 
ABDUL Aziz MAHOOD 
High Commissio 
CHENG Singap 
London High Commission 
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Agricultural Consultancy - 
Manager E 
Rabaul, Papua New Guinea 


Our clients are a partnership between two Papua New 
Guinea based agricultural management organisations with 
strong bases in tropical tree crop management, They . 

require a manager for their joint consultancy operation t 
















ASSISTS - 








- Market consultancy services; | MEME 
- Prepare consultancy proposals and terms of reference, 
- Organise specific assignments inc luding staffing; —— 
~ Manage and participate in assignment teams; - 

- Prepare anora P 








Applicants shou iid ha 
and possess a d de 
economics: Previ JUS exp » anat in raga K 
consultancy work is essential and feral with compa 
aided spreadsheets is important. a E 














cA book z an ioi, mnéetitig r with. E ME 
"Peter Gardiner-Hill or Peter N leed ; m. d 
Even the coffee i is excellent! Xx e 







Remuneration will be success related comprising basic — 
salary and suppo np package. with a substantial profit share. - 


Résumés should initially be sent to Chris Haworth, quoting 
ref. CH940, at Coopers & Lybrand Executive Selection, | 
Shelley House, 3 Noble Street, London EC2V 7DQ. All 

applications will be acknowledged and forwarded to our 
cren unless otherwise Spec. E 










-16 Hanover Square, 
London WIR 9AJ _ 
01-493 5239 | 
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2 London Wall Buildings, London Wall, London ECEM SB 
Tel: 01-585 3588 or 01-588 3576 
ee No. weet Fax No. bli 256 850 4 
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We invite applications from candidates, pu 85-55, with ; à BU degoa who have gd at Nees 
five years’ practical experience in either stockbroking or fund management or.as a Financial Adviser 
| Reporting will be to the Managing Director—Pacific Region and responsibilities will cover the effic | 
{om g of Unit Trusts, administration and effective control of the Sydney office. The ability, througt 
„tenacity and patience, to retain existing business and develop a larger market share is important. Ir 
iable A$100,000—A$150,000 + Car, non-contributory pension, permanent health c 
| tree ife urance. Assistance with removal expenses if necessary. Applications i in strict confide 1 
: -under reference MD H612/E, to the Managing Director: E 


- ES A, RECRUITMENT CONSULTANTS) PTY LIMITED 
MC PO BOX 3703, GPO SYDNEY, NSW 2001, AUSTRALIA 


















































| RGB i: isa television news production company 
| specialising i in multi-lingual international pro- 


European countries, creating news bulletins 
and current affairs strands. We use new tech- 
-nology and offer exciting OPDOrtuniHes to 
earn new skills. 


-= We are currently seeking: © 


 Newsreadei t /Jeumalists 


A Production Controller 
A Receptionist 


A ‘Scandinavian language to mother tongue 
| standard is essential for the editorial posts, 


: : sary. You will be presenting to camera, and so 
| musthave a good appearance and microphone 
|. voice. You must be willing to live in London for 


| computerised newsroom. 

 guage is also desirable. We are 
: director who can- | 
mixer, a production assistant, 











king 















: operator. Experience in a live broadcast envi- 


: these posts. 


maintenance of broadcast equipment, includ- 


technology. 


-sion or a similar high-pressure industry. Pa- 
tience and firmness will be very important. 


The Receptionist will be the voice and face of 


perfect English and, ideally, at least one other 
. European language toa good standard. 

. In the first instance send your CV and a recent 
photograph to: Dan Damon, Chief Editor, RGB, 
Nw 18NP. Crescent, Camden Lock, London 


gramming. We work for clients in different ' 


| ties available. for consultants. with developing wor 


A Technical Operations Manager | 


|. cific reference to agriculture and biotechnology): . 


and experience in journalism will be neces- - 


| an extended period, working shifts in ur | 










. For the production posts, a Seandinay nt lah E 
ndle a broadcast vision | 
"store operator and a trainee control-room 


ronment will be an important qualification for | 


. The Technical Operations Manager should be. 
fully conversant with the latest digital technol- 
ogy, be able to take an active part in the 


ing line-maintenance of cameras and record-. | | conc 
ers inside and outside the studio, and keepthe | f 
< company abreast . of new television 


` The Production Controller will be experienced | 


| fog. degree and at feast two years re 
in budget disciplines and cost control in televi- 


. micro computers and: Aboot 


RGB towards its clients, will therefore have . 





Biotechnology Cansdltanti ‘Limited’ provides consultancy and ~ 
project management expertise in agriculture and biotechnol- 
ogy to private clients, governments and international financ- 
ing institutions. 


We are seeking individuals to j join our professional staffinthe - 
disciplines of agricultural credit/rural banking, rien de- 
velopment, and agricultural biotechnol gy 
should be graduates with five to ten years’ exp nc 
experience in the developing world, particu larly Africa pei s 
Asia, is required for the positions in agricultural credit/rural 
banking and livestock development. A proven track record in 
business development is desirable. Veil dde remuneration 
commensurate with experience and ability will be offered. 


In addition, we currently have short and | ong term opportuni . 

experi- - 

ence in agricultural economics; rural credit; agroindustry; _ 
, dairy, sheep, goat, poultry and pig production, market- 









ing and processing; animal: health; aquaculture, farming 


systems. development; farm management information. sys- 





tems; agricultural computing and venture capital. (with spe- 


We will also welcome hearing from consultants specialising i in 
other agricultural disciplines who would like to be included in 
our roster of consultants for consideration as and when 
suitable opportunities arise. 


Applications, stating whether interest is in staff, or short/long 
term contract positions and indicating availability, should be 
accompanied by a full curriculum vitae and sent to: 


 BIOTECHNOLOGY CONSULTANTS LIMITED 


7678 Orts Road, Read ding. Berkshire RG1 335, megane 











MAC Secretariat 


A INCE GROUP 


oup is an in house sonuit arm.of the 
ical Co-operation. The economic work of the 
Group is concerned primarily with providing advice on macro-economic 


— policy and debt management and investment issues. 







The Project Officer will be. required. toc compile surveys. of "he ferris of : 
of regimes for the development of natural ` 
based financial and economic analysis, — 


review debt indicators and trends and check integrity of debt data in specific 






countries, and carry out re 
in the i imp lementation of th 







d comme bankon material: to assist i 
onies angu: j 
fierce. Exposure to 
f packages is. s desirable. The job calls for. 
initiative in research and a ility to- produce reports, in clear concise English. 
The post involves travelli ing abroad. E 
The appointment. is-for. an initital period of. three years. For overseas 
appointees installation and relocation. assistance wil be sae ‘Detailed E 
job description available on request. oU. 
Ed curriculum vitae wit 
be sent by 12 August 1988 fl s 
Chief. Per: 
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elephas 01 $4091 3411, ext 8134 or 8152 
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COMMODITIES 


L] Essential Raw Materials: 

The threat of supply disruption 

Which raw materials are truly indispensable? 
Who produces them and could supplies be cut off? 
This Report assesses the vulnerability of supplies of 
36 industrial raw materials, taking account of the 
potential for substitution. use of serap and — — 
exploitation of the sea bed. It identifies the industries 
most likely to be affected by supply disruption and 
compares industrialised countries in terms of their 
dependence on external supplies. In the light of its 
indings. policy options open to industry and 
government in the consuming countries are 

iScussed. 

Na. 1106. Price: £85 UK and Europe; 
US$200 North America; £98 Rest of World. 
Published April 1988. 


[] World Steel: 


A new assessment of trends and prospects 


A complete analysis and overview af thé current | time available to solve the problems of debt and 


dt inflation and looks ahead to the options open tó the 


state of the world steel industry. This report looks at 
past and future trends within overall world steel — 
consumption, problems of excess capacity in OECD 
Countries; the correlanon between state ownership 
and lossmaking; pressure on export prices and trends 
mn employment and productivity. 

No. 1124. Price: £150 UK and Europe: 

083295 North Amenca; £153 Rest of World. 
Published February 1988. . 


| ENERGY 
C Before the Oil Runs Out: 


The future of the North Sea. 

With the collapse of oil prices in 1986, spending 
huge sums on finding and producing oil in the North 
Sea suddenly lost its point. A major industry faced the 
disappearance of its market. Now that oil prices have 
recovered somewhat, what are the prospects for 


development expenditure in the UK; Norwegian. 
Danish, West German, Dutch and Irish sectors of the 
North Sea? 


| Na. 1123. Price: £150 UK and Europe: 


US$295 North America; £153. Rest of World 
Published May 1988. 


C1. Storage in the international Oil. | 


Market pt 
By Edward N. Krapels and Sarah Emerson 


in spite of theirstrategic and economic 
importance, very little is known about the world's oil 
stockpile, and the role which strategic stocks would 
play inthe eventof a shutotf of Middle East oil 
upplies coming through the Strait of Hormuz. This. 
art, by the world's foremost authority on the 
1565 on both these areas and gives a 
T nformation about national stocks and 
storage capabilities. 
No; TITZ Price: £180 UK and Europe; 
US$270 North America; £153 Rest of World. 


- Published November 1987. 


Begiatered Glice 25 81 James's Street. Landon SWIA HG 
Regatered m London No: 1762617. . 
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particularly in North-East Asia where energy demand 


ina number of countries is growing more vigorously 
than anywhere else in the world. Aimed mainly at oil 
industry planners and strategists, this report gives 
detailed coverage of two key aspects of North-East 
Asia's hydrocarbon potential: its geology, and the 


; legatand political context to exploration and 
, development, 


No. 1139. Price including postáge: £245 UK and 


rope; US$485 North America; £284 Rest o! World. - 
Published June 1988 ae 


COUNTRY STUDIES 


C Argentina to 1992: 
The search for solutions 
= President Alfonsin is fast runmng out of time in 
which to restructure Argentina s economy and stave. 
off the thréat öf à return to military rule. THis report 
examines what the present government can do in the 


new president after 1 989. 
No. 1102. Price: £1 15 UK and Europe: 
US$245 North America, £118 Rest of World 


| Published Apri 1988. 


[] South Asia: 
The narrowing options 
. The states of South Asia are undergoing 


- explosive political conflicts which their institutions 


seem unable to defuse. As hopes of revitalisation fade 


]. to Rajiv Gandhi's india, as a workable accommodation 
| between army and politicians proves elusive in 
. Pakistan and Bangladesh, and as a peace accord 


uncovers new stresses in Sri Lanka, this report 
assesses whether and how stabihty can be achieved. 
No. 1110 Price: £115 UK and Europe. 

US$245 North America; £118 Rest of World. 
Published March 1988. 


C] Euro-Arab Trade: 

Prospects to the 19905 

Can European exporters increase their share 
of Arab markets in the face of faltering Arab oil 
revenues. adverse exchange rate trends and — 
difficulties over Arab non-oil exports to the EC? Which 


Arab markets hold most promise now and will they 


stili be the most promising in 5 years time? This 


- Report analyses the export performance of both sides, ^ 


identifies promising Arab markets and explores the 


“medium-term future for Euro-Arab trade in 
. hydrocarbon | MEE 
| No. 1105. Price £85 UK and Europe: 

- US$180 North America; £88 Restof World... 


ood and textiles: 


Published February 1988. 


[] East Germany to the 1990s: 
Canitresist Glasnost? |. à 


Reform and restructuring are unwelcome 
concepts to East Germany's entrenched leadership, 


' but pressure for change is mounting. This report 


investigates how far East Germany will succumb to 
influences from all sides. It examines the potential for 


^ Opposition, possible Soviet initiatives, the drive for 


technological progress and the push for more trade 
and joint ventures wath the West, Rising stars in the 
Politburo are identified and the impact of the Cocom 
Strategic export controls assessed. 

No. 1118, Price. £85 UK and Europe: 

US$180 North America; £88 Rest of Worid 
Published December 1987. 
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TEXTILES 


[] The Man-made Fibre Indu 

in Western Europe: 

A New Structure, A New Strength , 

After the doidrums of the late 1870s and earl 
1980s West European man-made fibre producers a 
lat are the reasons for their succes 


This report features profiles of 13 leading produ e 
in Western Europe and analyses markets and end 


uses for Western European fibres. Also examined a 


| thenew specialities and non-wovens, the growth. 
| Sector for which many of the new products are being: 
| targeted, Finally the threats and opportunities facing ^ 


the industry are assessed. 

No. 1107. Price: £150 UK and Europe; 
US$270 North America; £153 Rest of World. 
Published November 1987. 


[] World Textile Trade and 


Production Trends 

The world's textile and clothing industry is 
undergoing its most intensive period of change. 
Innovations in technology and investment are taking. 
place on a scale not seen before. This 360 page report, 
containing over 200 tables, examines ali the issues 
affecting the industry and identifies the threats as well 
as the opportunities for the future. 
No. 1108. Price: £150 UK and Europe, 
US$295 North America; £153 Rest of World. 
Published June 1988 
All prices include airmail postage 
To order please tick the boxes by the titles 
required, complete the address details 
below and return the whole page. 
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And miles to go 


USSIANS are fond of fairy tales. The one 
to remember this week is about the 
wicked wolf who huffs and puffs and blows 
down houses built of straw or wood; only 
bricks can thwart it: Mikhail Gorbachev is 
trying to preserve perestroika with bricks that 
will withstand a wicked Communist party bu- 
reaucracy. That is why he summoned a special 
narty conference and presented to it on June 
h what he hopes is a huff-proof new design 
for Soviet society. 

Thirty years ago, Khrushchev built reform -~ 
out of straw. The party apparatchiks blew it, and Khru- 
shchev, away. Mr Gorbachev hopes to avoid that fate by en- 
listing the Soviet people against the conservatives in his own 
party. Hence the dramatic deepening of glasnost in the run-up 
to this conference in Moscow. Hence, this week, his stealthy 
attempt to transfer a slice of power from party to people. 

The main proposal is to move, as early as next spring, to a 
presidential system. The president (who will presumably be 
Mr Gorbachev himself) would have wide executive powers 
and would be chosen—and could be recalled—in a secret bal- 
lot by a new “Congress of People’s Deputies”, whose 2,250 
members would be elected in a multi-candidate contest. In 
theory at least, such a system would be unlikely to pick a 
Chernenko as Soviet leader, or put up with a senile Brezhnev. 

The Congress itself would meet only once a year, once less 
than the present Supreme Soviet; but it would choose 400- 
450 of its members to sit as a permanent parliament, which 

Gorbachev presumably intends to do more than play with 
rubber stamps. Abolition of the Central Committee's ma- 
chinery for economic supervision, and a cut in the size of the 
party staff, are meant to prevent party-bureaucratic meddling. 
Management of the economy is to be left to elected bodies, 
both national and local. 

As a grand design it is impressive, unthinkable a year or 
two ago. But it is still only a blurred outline, probably because 
the party's conservatives made sure it stayed that way. A close 
look at the details—or lack of them—raises questions about 
the soundness of the structure. | | 

How will the candidates for the new Congress be selected? 
Hungarian voters have a choice of party-approved candidates 
at election time, but that does not make Hungarians feel any- 
thing like truly democratic. What powers will the new, perma- 
nent parliament have? In 1981 Poland's parliament had out- 
spoken independent : members,  muscle-flexing non- 
communist parties, and free-ranging debates. None of that 
stopped General Jaruzelski's martial law. The greatest uncer- 
tainty is about the new presidency. From Stalin to Brezhnev, 
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all Soviet experience suggests that the party 
leadership is the job that matters. Would the — 
party leader automatically become president _ 
(thus making the constitutional change a 
mere formality), or would the choice of presi- 
dent dictate the choice of party leader? If dif — 
ferent people were in the two jobs, how would y 
a Soviet version of cohabitation work? 3 

The battle over these details will be deci- _ 
sive. It is naive to suppose—as many people in - 
the West but few in Russia do—that Mr — 
Gorbachev's blueprint will smoothly become 
reality. Consider the impotence, so far, of his much-trum- 
peted Law on the State Enterprise. Or look at the twisting 
and breaking of rules that enabled conservative apparatchiks - 
to get so many seats at this party conference. The true test of — 
Mr Gorbachev's ideas about democracy-which-is-not-quite- — 
democracy is how they are put into practice. He reckons it — 
could take a generation to transform Russia. The next couple 
of years will give some idea of his chances of success. 


What to watch for * | 


The clearest signposts will be economic ones. The queues, - 
and the man in the street's cynicism, have been growing. Hav- _ 
ing done virtually nothing yet to improve things, Mr - 
Gorbachev's economic reforms are still eminently reversible. — 
If perestroika is to endure, large numbers of Soviet citizens _ 
will soon have to see it is good for them. -o 
The best hope is small co-operatives—code for private en- — 
terprise—both in the cities and, especially, on the farms. Mr — 
Gorbachev is now preaching the leasing of land to families or. 
small teams of farmers, an idea that has helped to bring about 
a green revolution in China. It is harder in Russia, whose 
farmers are more reliant than Chinese ones on technology, - 
and where big, long-collectivised farms are less readily divis- _ 
ible into family plots; but co-operatives could do wonders for, 
say, vegetable and meat production. A sharp rise in the num- 
ber and output of co-operatives, in the face of opposition 
from local bureaucrats, would mean one layer of bricksin Mr _ 
Gorbachev’s house. Another layer would be in place ifatruly — — 
radical price reform—without which Mr Gorbachev's in- 
tended decentralisation of the state sector is meaningless—is _ 
approved next year. The greater the factories’ freedom to set — 
their own prices, the better the chances of defeating the — 
bureaucrats. | 
Mr Gorbachev rightly attaches much importance to “the — 
rule of law"—an end to the arbitrary use of state or party — 
power. Watch out for his promised laws on individual and 
religious freedoms, and check that the new tolerance of street 
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emonstrations continues. gee: neither economic nor 
orms will be safe from dictatorship unless there is a 
: 3 ntralisation of politics. 

The political signposts will be hardest to read, because 
then Mr Gorbachev talks of “unconditional and full- 
looded democracy” he means nothing so simply efficient as 
he freedom of different parties to compete for power. He 
means, roughly, a bit more say for ordinary people within a 
ontinuing one-party system. One indication of progress 
vould be a drastic cut in the size of the party apparatus, dras- 


3orbachev's speech this week: the precise role of the prési 


belt this week stops as suddenly as it started. The drought 
goes on, and on. The spring wheat fails, then the maize. 
xà bushel reaches the silos. Cattle are dying i in the feedlots, 





peculators grow fat as butter. And the world starves? — 
It does not. Millions of poor people well might, though 
.not one need do so. World grain prices would indeed go 


the silos hold enough to feed the entire human race, plus live- 
merican crop. Vigorous reaction to the risk of a far smaller 
ply. The rich world’s farming systems are already biased 


owards chronic oversupply; America's drought is no reason 
fo reverse recent modest attempts to reform them. 





arithmetic of baada 


'aside the rice-eaters of the East, who, on n the whole, feed 
emselves. In round figures the world last year grew 1.3 bil- 
jn tonnes of wheat and coarse grains (notably maize and 
ey). Overall, the United States produced about 275m 
nes of this—four-fifths of it maize, food for animals rather 











| anada 50m. Within the total, China, Russia and Western 


acreage set aside. And the world began the present B year 
with about 350m tonnes in stock. | 
- Against harvests of this size, the men ‘Gade in these 


90m tonnes of other grains (50m of that from the United 





nn is), Japan (27m), í China (15m) and Egypt (9m). - 








| persuade the ruling elite that i T" 


ic enough to stop it interfering in the operations of govern- i 
ment. Besides that, look for the details missing in Mr ^ 


! arched crops in America’ s Midwest are no reason to backtrack on 


UST suppose. The rain that has watered ‘Ametica’s grain o America’ s farmers, taking’ a | third of their 


armers by the prairieful face bankruptcy, Chicago futures- | 


hrough the roof—they are already up a third in one year. Yet 
tock, at present standards through one total failure of the - 


ailure i is not absurd— but it should look at distribution, not. 


an people. The Soviet Union grew 200m tonnes, Western . 
Europe 185m, China 180m, Eastern Europe 90m, India 70m, _ 


Europe produced around 85m tonnes of wheat apiece, the - 
United States only 57m, but that with one-third of its wheat 


grains is small: around 100m tonnes of wheat exported in. 
1987-88. (43m from the United States, 22m from Canada, | 
nearly all the rest from Australia, Argentina and the EEC), and | 
States). The -main. importers are the Soviet Union (32m | 


figures show how important international trade is 


deat the powers of the new parl iamer 
offered to voters in next springs elections. ^ 
Mr Gorbachev is trying to steer an ic orobable path be- 
tween two dangers. The liberals fear that the selection of a 
president, and his equivalent in the local councils, will be a 
charade. The conservatives' terror is that a fight between the 
will of voters and the resistance of the party apparatus could 
split the party into feuding factions. Mr Gorbachev wants to 
give up some of its power 
Áarx observed, are 


le ee of choice 












1 not t easily persuaded of that. ‘Russia's s revolution has miles to 





- lant Mr g orba ev , his po kept, can i. 


Drought's little local - 


rain. But they 
also show how unimportant it is to most other countries. Of 
the four, main importers, three could look after themselves. 
The Chinese——who:also grow 190m tonnes o of rice—are near 
self-sufficiency, and at rising levels of consumption, because 
since the mid-1970s they have forgotten communism. Similar 
freeing.of agriculture could make Russia self-sufficient, if it 
chose. Nothing could. do so for Japan, but then only politi- 
cians hogtied by its rural vote would choose any ud folly; 
sensible ones would free their countrymen to buy more of the 
imports. which they can more than amply afford. . 

Of the four big importers, only Egypt. really depends on 
the outside world (let alone on America) for its food supplies. 
So do many other poor countries, mostly in Africa. But vital 
as the supplies may be, the volumes concerned are tiny: the 
whole of black-ruled and Arab Africa in 1987-88 apne a 
mere 25m tonnes from the rest of the world, 

This does not prove the. world’s food supplies are secure 
for ever. The 242-fold expansion of its total grain harvi 
since 1950 has come from the spread of fertilisers (up nine- 
fold), of irrigation (up. threefold) and of high-yielding seeds. 
The first two of these processes are slowing down; genetic en- 
gineering will speed up:the third. Around 50m tonnes of 
America's grain comes from areas which are particularly 
prone to erosion, or. which-have falling water tables so that 
today's irrigation cannot goon definitely: Even though bio- 
technology is helping to boost upplies, the world's popula- 
tion and standards of nutrition are rising. 

Yet today's problem is not-a global lack of food. It is an 
occasional, local lack, as in Ethiopia; and a constant. lack of 
money among the poor to buy what there is. The right an- 
swers are sound economic and-farm policies in poor coun- 
tries; and a switch of research effort to their crops (such as 
cassava) that have barely been looked at. The wrong answer 
would be for Europe and America to go. slow on farm re- 
straint. Some American farmers may need temporary income 






























| support; no one neds pemanent overproduction. 









































if blue corner, a shirt stuffed at Xn in the red cor- 
ier, à shirt stuffed at Harvard. Even in the boxing ring, 
both wear dark suits. For the Yalie, the sombre clothes come 
in v handy at all those foreign funerals he has to attend as the 
nation's chief mourner. They also befit his executive status 
ode two). He takes them off only to play tennis at the coun- 
"tty club, or to affect the habits of such working folk as truck 
drivers and: building workers. The Harvard man never takes 
his suit off at all. sometimes, however, he slips into the kind 
Ir riate for the master-manager of the 
y. His is a high-tech, low-mess job, so 
























se it without getting your coat dirty. 


think so. They are clearly unexcited by a choice between Gov- 
ernor Michael Dukakis and Vice-President C eorge Bush, 
even though the opinion polls equally clearly suggest that, at 
present, they prefer the manager to the mourner. Yet the fact 
that neither Mr Bush nor Mr Dukakis sends. the adrenalin 
coursing through the: body politic does not mean that this 
presidential campaign is irredeemably dull. Each of the two 
candidates represents a distinct political outlook. Just as sig- 
nificant, each represents a distinct kind of American. It is ap- 
propriate that they should be political opponents, for the two 
kinds of American whom they personify offer different les- 
sons to a CORDE that i Is eing to feel its pets: o nc 








The search. for youth - 


Now in its third century, the United Stites hd been ar 
pendent country longer than most members of the L 






Jnited 
Nations. It has been a democracy longer than most European 
veuntries, It is the oldest self-created nation. But the world's 
. t new nation is new no longer. And lately. its ability to 
m inte n the vigour of youth has been in question. When 
efore Americans vote for a new president in November 
to some extent, be voting for the man they feel can. 
he formula of America's eternal youth. 
is? The Greek-American one generation from 
ei dn à Lesbos i is Pee "— about the pitfalls and 






















w, of the exchequer, Mr Nigel 
$ eae for — A Ac 
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Dotless. The miracle of Massachusetts is that you 


The apparet oft proclaims the man? Americans seem to 


Jackson, exuberance to Kitty, his wife. That may serve him : 


people. He seldom pulls it off. He knows, no doubt, th 


- either Mr Bush's reserve, or his false bonhomie, obscur 
- fact that his life says as much about modern America 


ing trade gap is only one sign among many diac R Britis 
economy is over-heating. The writing on the wall outside 
Downing Street now reads “danger: excessive demand : 
Mr Lawson isn't worried, he should be. : 


possibilities that await the immigrant in ihe United tà 
than the Italian-American governor of New York, Mr 
Cuomo, but the Dukakis success story still goes do 
Immigration, self-confidence, hard work: Mr Duk 
claim to them all. In his hands, he suggests, the 
virtues of the pioneers can keep America great. - 
And Mr Bush? George Herbert Walker Bush, bor 
patrician New England family, privately duced. 
ously upper-crust as most social-climbers obv riously a 
an improbable regenerator of the American spirit. Yer’ 
may not prove so alien to Americans as his privileged 
ground suggests. The immigrant forebears of most Ar 
cans, after all, arrived more than a generation ago. Thei 
scendants today have no reason to scorn a life that led yo 
Mr Bush into the navy (as its youngest pilot in 1944) and: al 
to the entrepreneurial uncertainties, and minimal oth E 
tractions, of the oil industry in Midland, Texas. 1f Amer 
today is a mature nation, benefiting from its savings and di 
dends and struggling with the fight against flab, the exam 
of the Bush family, also mature and also benefiting from 
herited wealth, could yer strike a chord. : 
The problem for both the candidates, TE " theta: ex 
troverts, is how to convey to the voters some sense of wh 
has made their lives remarkable. Even exciting tales, w wh 
told by unexciting men, will come out flat. Mr D Dukakis seer 
to know this, and accept it. Although he can move an a 
ence on occasion, he shows little inclination to try to bes 
he is not; he is content to leave flamboyance to the Rev Jes 





right. His story speaks more loudly for itself than Mr Bus! | 
The vice-president tries more often to be a man of t 


Americans are suspicious of well-born conservatives, tecko 
ing perhaps that they owe their politics to their position, n 
to their principles. The best-liked Republican presidents a 
those who have struggled up from below. It will be too ba 



















peas s does. 













ety, wae 
— True, only a few die-hards any longer take much notice of 
- Britain's various measures of money and credit. These have 
been growing rapidly for several years, with no upsurge in 
3 in tion. Monetarists are themselves split on whether the 
. credit boom is a signal of inflation heading for double-digits, 
or a harmless by-product of financial deregulation. However, 
. almost every other indicator is now pointing to excessive 
. growth in demand: nominal GDP has risen by almost 10% 
- over the past year, pay settlements are creeping up, capacity 
and skill shortages have emerged, house prices continue to 
rocket. And then the trade figures. 
Britain's external deficit of £1.2 billion in May took 
1988's total to £4.7 billion so far—more than the Treasury's 
recent forecast for the whole year. The government rightly 
f argues that there is nothing wrong with a current-account def- 
- icit in itself, as long as foreigners are willing to finance it. The 
. question is, are they? When investors lose their appetite for 
 sterling—as they surely will if the trade gap continues to 
-. widen—then, as the pound plunges, inflation will rise. 
= The surge in domestic demand could be slowed in three 
_ ways. First, through higher interest rates. This is Mr Lawson's 
choice: rates have gone up four times this month, a rise of two 
| percentage points in all. But there are several snags with 
dearer money. The main source of the credit explosion, per- 
sonal borrowing (particularly for house-buying), is insensitive 
o interest rates. This is especially so when rises are adminis- 
tered in gentle half-points—or, indeed, not at all. Even the 
wo-point rise in banks’ base rates has left Britain's building 
“societies in no great hurry to raise their own lending rates. So 
ifi interest rates are to be the sole barrier against inflation, they 
might have to soar. If this is Mr Lawson's unspoken commit- 
- ment, is it really a credible one? 
a Tighter fiscal policy i is the second way to curb demand. 
Britain's budget is in surplus but, taking account of the eco- 
omic cycle, policy is less right than i it seems. Remember too 
— that the tax cuts of last March are only now feeding through 
to salary cheques. A prudent Mr Lawson would be planning a 
- summer mini-budget of spending cuts plus higher and wider 


Uncle Sam's Poland 


EXICO should have spent the past 20 years leading 
Latin America out of protectionism, oligarchy and cor- 
1 Beton: Instead it spent most of that time giving its own bu- 
 reaucrats and businessmen the temporary comfort of high 
E _ tariff walls, a near-ban on foreign investment, and a state sec- 
— tor that accounted for as much as 30% of GNP. A large chunk 
- ofthe $100 billion in debt that foreign banks were glad to let 


-— trolled the heavily regulated and licensed economy. The past 
- six years, under President Miguel de la Madrid, have started 
to put these disasters right. The correction has been painful, 
— but more successful than many would have dreamed possible: 
b P Mexico! s ability to expand its economy and service its debt is 
: 12 zi a - | | "M 
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‘ A freer Mexico, good. A Mexico sinking into chaos could scare Americans stiff 


- an oil-rich country accumulate was stolen by people who con- | 
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indirect t taxes. (Higher Sick on alcohol would Fide ied 


niently with fashionable concern about excessive drinking.) 
The size of the package need not be large: just enough to sig- 
nal that the party was getting out of hand. 


The command solution 
If credit is the nub of the problem, would it not be better to 
tackle it directly, by reimposing quantitative controls? This 
third approach, which a year ago would have seemed un- 
thinkable, is winning support. But no system of credit con- 
trols can save a country which is hell-bent on borrowing. Peo- 
ple will find ways to get round controls, as they did with the 
"corset" on bank lending in the 1970s. Today, it would be 
infinitely harder than it was then to make controls stick. 

Absurd though it is to pine for centrally controlled credit, 
it might make sense to cause a temporary and specific fuss 
about housing finance. The surge in mortgage lending is fuel- 
ling house prices; these spill over into general inflation by 
raising wage demands and, more powerfully, by making peo- 
ple feel wealthy enough to borrow and spend more. When- 
ever they can, they borrow for "house purchase" even if th 
plan to buy a hi-fi or a boat, because tax relief on mortgage 
interest makes that sort of borrowing artificially cheap. 

For this and other reasons, abolish the tax relief. On top 
of that, Mr Lawson could introduce official guidelines for 
mortgage lending: restrict new loans to three times household 
income, and—for properties costing more than, say, 
£75,000—to 70% of a house's value. Leaky though such rules 
would be, a case might be made for them on strictly pruden- 
tial grounds. But their real virtue is macroeconomic: they 
would give the housing market a much-needed shock. 

Picture Mr Lawson explaining his new package on televi- 
sion. His mini-budget tightens fiscal policy slightly and regis- 
ters official unease over house prices; to conclude, he sol- 
emnly snips his credit cards in half. Not quite Nigel, is it? Yet, 
by making a public show of concern, that approach might 
avoid the.risk of higher inflation more effectively and less 
damagingly than the next few half-point rises in interest rates. 








greater now than it ras been for a decade. 

If Mexico’s. economy is looking up, its political future is 
not. The clearest evidence of this is that the winner of next 
Wednesday’s presidential election has been known for nine 
months. He is Mr Carlos Salinas de Gortari, the candidate of 
the Institutional Revolutionary party (PRI), which has incred- 
ibly provided Mexico with all its presidents, state governors 
and senators since 1929. Mr Salinas is just 40. He thinks of 
himself as the embodiment of a new generation, with a sound 
grasp of economics, three degrees from Harvard, and children 
at Mexico City’s Japanese school. Will he now open up Mexi- 
co’s politics as efficiently as he has helped Mr de la Madrid to 
start opening up its economy? 
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gn trail Mr Salinas has been. most un-PRI- 
s al for an honest election. That party’s bureau- 
dislike the thought of honesty in this election even more 
n usual because, for the first time in ages, their man has a 
_ teal fight on his hands. His main challenge, for the very first 
. time, comes from the left. Mr Cuauhtemoc Cardenas, the 
man with the perfect Mexican name, appeals to a populist 
nationalism that is the legacy of his father, the president who 
tionalised Mexico's oil in 1938. On the right, Mr Manuel 
i tier, candidate of the National Action party, stands for 
r opening of the economy. Here is a. rough test of 
e. If Mr Salinas is said to have won more than 60% of 
popular vote when the count is announced, there has 
widespread fraud; if he is awarded less than. 5596, con- 
der this election, by Mexican me pretty. clean. 


2 Pluralism’ s angry voice 
And then take something to steady the nerves. For if Mexico 
. really has changed, some of the comfortable assumptions 
latly in the United States, will have to change 
el d PRI seriously worried only those people in Wash- 
T ho confused bloodcurdling rhetoric with real life. 
Now a clear force of the left has emerged in Mexico. Mr Car- 
denas believes in the nationalist populism he preaches. He 
has gathered a quarter of the voters around old- fashioned so- 
cialist ideas. These ideas will (and should) be heard. If Mexico 
turns pluralist, expect more talk of cancelling its debt, sup 
porting the Sandinists in Nicaragua, doing down the yanquis. 
The United States will not be able. to count on Mr Salinas 
to resist these pressures. "EN His re = 


W hitehall u buttons | 































Britain's s new secrecy law will be 'ett 
TNTRODUCING her first private ‘member’ s bill into the 


House of Commons in 1960, Mrs N argaret Th 
ed these stirring words: ' "The; > Paramount functio 
distinguished House is to safegt betties rather than 








to think that administrative convenience should have first. 


place.” For most of the past eight years, she has ignored these 
youthful sentiments, But this week’s white: paper on official 
secrecy d deserves two cheers. for being more consistent. with 
her 1960. views than had been expected. Us 
TheC Official Secrets Act was rushed. cut the Be * 
mmons in less than an hour on a hot August day of 1911. 
s been criticised ever since—mainly for a wide-ranging 
ion two that theoretically makes revelation of Whitehall's 


ion of tea leaves a criminal offence. The« epi- 
















sheep" o Lond Franks's mess", have been exceeded may by 

the a ber of unfulfilled promises of reform.» — 

" The new promise, bya government with a secure majority 

nd four years to run, is more likely to succeed. The essence of 

roposed. change is to narrow the catch-all section two to 
elating to defence, ay and intelli 














collapse of the Reagan policy in Central Americ 


greater. After 20 wasted years, Mexicans are. demandir g 


the obsession that Eastern Europe promises to be, at the same 


tei than the old paranoia, but sil well short of ideal 


ns sow in eR EA e or r those irap Ox 

ated with them will remain: . Fé 

. ófferice would be committe: | 
or potential harm. This would be a matter for a ju 
. The home secretary, Mr D Douglas Hurd, has sé ibly dropp: 
‘the idea that ministers should have an t anchallengeable 


example, neither prior publication nor the public inte 
. though both could be pleaded.as reasons for disputing ha 


Civil servants will still be subject to disciplinary proce 
and the rule of confideritiality to employers that che Jo 


ction two, from Richard Crossman's “mangy 


does not make him anything but a M 
anyone, it will be to the Japanese, eae facto 
He will go on telling the United States to stop fus 
Central America. Mexicans still blandly believe t 
tle countries to their south do not matter. 
If that is all that happens, the United States can relay 
things could turn out much worse. Mexican migration 
the United States is on the rise again, which is one irt 
between the two countries. Another is the constant 
that protectionism will close the American border to thes 
of exports Mexico should be pouring out if it goe 
ing its economy. And all this against the backg 



































If a Sandinist triumph in Nicaragua brings more 
als on that unhappy isthmus-—defensive right-wing co 
El Salvador, Guatemala, even Honduras, then strengt 

left-wing counter-attacks—the newly emergent Cardena: 
ment in Mexican politics will surely respond. Of course, i 
ico's troubles are home-grown ones; but the Mexicans’ E 
that they are insulated from- C entral America is too con 
cent by half. Mr Salinas says he is worried about a huge it 
of refugees over his country’s southern border. Ideas 
passions, as well as people, clamber across frontiers. - 

Even a democratic Mexico: would be at risk of i impor 

trouble from the south. If it stays undemocratic, the risk is fa 


change. If they are not given it, the prognosis for the 199 
turbulent. Mexico could then: become for the United Sta 


time, for the bd Union. All its friends should fear thar. 


















criminal off af 
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to certify that disclosure of a document would be harm 
Mr Hurd has not gone as far as some would wish 


be available as absolute defences against prosecutio 


ment has sought to establish in the "Spycatcher" case 
the changes are nevertheless far-reaching: leaking budg 
crets, for instance, will no longer be a criminal offence.: 
Nor should the change be resisted on the grounds. tha 
replaces the ineffectual blunderbuss of section. two w 
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— armalite rifle that might be deadlier. For one thing, prosecu- 
$ tions under section two do succeed (17 of the past eight years’ 
. 22 have led to conviction). More pertinently, some secrets do 
need to be protected. Mr Peter Wright's book should have 
been neither written nor published: a law that deters poten- 
tial authors deserves support. 


E Rasedom of information too 


— These sensible changes to the Official Secrets Act will not, 
however, change the way Whitehall works. Government will 
still be conducted on the presumption that everything should 
- be kept secret unless it has to be published. The quality of 
. policy debate—and thus policy itself—would be greatly im- 
. proved if the presumption were the other way round: that 
E should be disclosed unless there are strong argu- 
ments for keeping it secret. The current review of the health 
= service, for instance, would have a better chance of convinc- 


The AIDS clause 









$ pe about health 
VER since AIDS was identified as:an infectious aid incur- 
- b. 44 able disease, insurers have tried to use medical tests to 
. weed out its victims, This looks like the normal and proper 
| practice. of their trade: insurers employ every means at their 
_ disposal to assess and limit risk. Already life- and health-in- 
_ surance are sometimes denied to people with certain diseases, 
. such as schizophrenia or diabetes. But the AIDS test is differ- 
h d and is setting some unhealthy precedents. — 
Actuaries have never used anything quite like it before. 
4 .. Nobody yet knows how many people will die of AIDS, or even 
Lu, many of those who test positive for the disease will actu- 
ally get it. Insurers are used to dealingwith unambiguous mor- 
. tality statistics. They can plausibly argue that a 30-year-old 
j man with high blood pressure stands an. above-average 
. chance of suffering from coronary heart disease. The records 
_ are there to prove it. But they cannot base such cut-and-dried 
i eeneioe on the new generation of medical tests. Even the 
most sophisticated AIDS tests are.unreliable (see pages 74-75). 
— This is partly because of the complexity of all biotechnol- 
- ogy tests. They usually identify a set of "markers" that scien- 
A EU esi ave liaked cod resiculrdiseaee. The search for 
.. markers can throw out confusing signals. Consider the ge- 
netic tests that measure susceptibility to heart disease. So far a 
- dozen or so of the relevant genes have been picked out: any- 
— body who has all of them is at risk from the disease. But what 
if only one or two of the genes are found? 
What started out as a diagnostic tool has become some- 
p thier more menacing. One company in America was denied 
-~ group insurance after one of its employees had had a positive 
.. result in an AIDS test. The:result of such hasty reckonings is 
. that some doctors now advise people who ask for such a test 
|. pot to have one, unless they are likely to have the virus. 
Although. Alps is an unusually frightening disease, the is- 
sues it raises have implications for other, more common con- 
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Insurance companies are coming up with bad answers to awkward 
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ing the public if its terms of reference, membership and back- 
ground papers were available for comment. 

Reliance on promises to publish more is not enough. A 
1977 directive instructed departments to publish background 
material to their policy proposals. Little came of it. A full-scale 
freedom-of-information act is needed to get any further. Such 
acts operate in America, Canada, Australia, France and Swe- 
den without making the task of government impossibly hard: 
most of them contain enough exemptions (eg, for tactical ad- 
vice from civil servants) to avoid that. Nor are the acts expen- 
sive to comply with: last year Canada’s government spent just 
£6m on doing so. Governments in these countries are begin- 
ning to realise that more disclosure brings more open-minded 
policy formulation. If Britain’s government went beyond se- 
crecy reforms to embrace freedom of information, two cheers 
would become three: and Mrs Thatcher's s 1960 dream would 


come true. 








ditions. Despite the flaws in biotechnology tests, insurers plan 
to make increasing use of them. The new tests cast their net 
wide. Already one mouthwash can provide enough genetic 
material to yield an albeit-hazy guide to a’ person’s medical 
future: susceptibility to Alzheimer’s , heart disease, 
manic depression—even alcoholism—can be read off. Carry 
the hunger for information to its logical conclusion and peo- 
ple could eventually be denied insurance at birth because 
there is, maybe, a slightly-greater-than-average chance that 
they will be struck down by heart disease in 50 years’ time. 


Don’t ban information, use it intelligently 

Banning medical tests for insurance purposes is not the way to 
stop this snowball. Two years ago insurers in Washington, 
DC, were prohibited from asking for an AIDS test or discri 
nating against people who had already had one. Insurers th... 
stopped doing business there. Such a move would also run 
counter to the principles of insurance underwriting: it would 
deny insurers the ability to assess risk. 

Insurers have tried ways of doing business that do not in- 
volve medical tests; they fail. Insurance schemes that rule out 
benefits for certain diseases are unworkable because doctors 
can and do fudge death certificates and diagnoses. (This is 
Barer? easy in the case of AIDS, whose victims die of all 

r of things.) Similarly, insurance companies can get 
their. reri des back by arguing that, say, a car accident was the 
direct result of stress caused by Alps. Another option is to 
spread risks among healthier policy holders. Any insurance 
company charitable enough to do that would be deluged by 
sick people. So let insurance companies take on board what- 
ever medical information they can. But they should avoid the 
mistake of assuming that every test which medicine designs 


for its own purposes has a useful message for them. 
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Whether it is President Bush or President Dukakis, the next man in the 


White House will have to 


face up to the economic co 


R . Just what that might mean is examined by Fred 
of the te em 


uences of Ronald 
rgsten, director 


nstitute for International Economics in Washington, DC. He has 
served in both Republican and Democratic inistrations 


T international. gold crisis of early 
1968 persuaded Congress to pass Presi- 
dent Johnson's income-tax surcharge, and 
thus to begin paying for the Vietnam war 
and the Great Society. The free fall of the 
dollar in late 1978 compelled President Car- 

to start tightening fiscal policy and the 

leral Reserve to raise interest rates, com- 
mencing the ultimately successful effort to 
end double-digit inflation. 

With America's trade and budget defi- 
cits requiring it to borrow $10 billion-15 bil- 
lion a month from the rest of the world, will 
1988 witness the third occasion, with inter- 
ludes of a decade each, in which external 
events induce a fundamental change in 
American economic policy? The answer is 
almost certainly no. Only an extreme finan- 
cial crisis could persuade America's politi- 
cians to make a serious attack on the budget 
deficit this election year. The world's central 
banks recognise the futility of attempting to 
discipline the United States during a presi- 
dential campaign—so they are likely to pro- 
vide another $100 billion or so, if private 
lenders do not, to finance America's deficits 
in 1988. 

The dollar crisis will therefore probably 
remain in suspended animation for another 
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six-twelve months. The new American ad- 
ministration will have to act decisively on 
the budget in early 1989, however, to restore 
confidence. The private markets and foreign 
central banks will foresee four more years of 
large twin deficits and probably stop financ- 
ing the United States in the absence of such 
action. The dollar would then crash, driving 
up inflation and interest rates. The economy 
would turn down sharply. Financial distur- 
bances would follow. A world recession 
could result, bringing with it a final eruption 
of the debt: crisis of the third world and 
much greater protectionism. 

Two issues thus dominate the world 
economic and financial outlook. First, can 
the financial authorities. skate through 
1988? Second, will the United States act on 
its budget deficit early in 1989? The answers 
will turn heavily on market perceptions of 
an enormous paradox in the outlook for 
America’s external economic position. In 
volume terms, as calculated for GNP pur- 
poses (in 1982 dollars), America’s merchan- 
dise trade balance will improve enough vir- 
tually to eliminate the current-account 
deficit by the early 1990s. This would be a 
spectacular achievement. That deficit was 


headed above $200 billion when the dollar 


peaked three years ago. Exports were only 
60% of imports, so had to grow more than 
twice as fast to narrow the gap appreciably. 
In value terms, however, no respectable 
model shows the current-account deficit fall- 
ing below $100 billion on current exchange 


rates and national policies. This is because .— 


two adverse developments offset the volume 
improvement to the tune of about $50 bil- 


| i 


lion each by 1992: the higher price of im- — 
ports as a consequence of the fall in the dol- s 


lar itself, and the steady rise of the servicing 


costs on America’s foreign debt (which will — i 


rise to nearly $1 trillion before any. flatten- 
ing out is possible), It is this nominal current 


account which counts for financial pur- 
poses, and its continuing deep deficit could — 
trigger a severe dollar crisis at any moment. _ 

The triple market decline in mid-April, 
albeit short-lived, reminded everybody once : 


again how easily this can happen. Investors 


will sell dollars whenever their attention is A 


drawn to the huge international imbalances 
by bad monthly trade figures, by higher in- 
flation, perhaps by the political outlook as 
the election nears, or by several other possi- 
ble triggers. The resulting fall in the ex- 
change rate and rise in interest rates push 
down equity prices. This sequence was the 
underlying cause of the steep fall in Ameri- 
can bond prices in early 1987 and of Black 
Monday in the autumn. 

Foreign central banks have stepped in 
each time to avoid adverse effects on the real 


economy. But it is not clear that they willbe 


either willing or able to do so for ever. More- 
over, the United States must avoid with- 
drawals from the $1 trillion or so in liquid 
assets already held by foreign investors in 
the United States. A flight of American cap- 
ital could add still greater pressure. 


The needed adjustments 


The United States can remove this Sword of 
Damocles that overhangs its economy only 
by achieving an improvement of something 
like $200 billion in its trade position (in 
nominal terms; hence at least $250 billion— 
over 6% of present GNP—in real terms). The 
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current-account deficit is still running at _ 


about $150 billion. Debt-service costs, as al- 
ready noted, will rise by about $50 billion by 
the early 1990s. A trade swing of $200 bil- 
lion is thus needed to restore balance in the 


current account and stop the build-up of — 


foreign debt. 
A reasonable target is to achieve this re- 
sult over the coming five years, shifting 


about 1% of output per year into trade im- 


provement. Internally, the arithmetic of 


such an adjustment requires that the growth — d) 
of American domestic spending be held be- 


15. 








low the ‘ond " sabe by boot 196 a year 
uring this period. This would reverse the 
tern of the past five years, when America 
icreased its domestic spending by about 
% a year more than output grew at home. 
e only possible reconciliation was the 
ady increase in the trade deficit. 
"he United States also invested more 
t saved domestically, requiring the 
ital inflow from abroad that simulta- 
ously financed the trade gap. As a result, 
Jnited States shifted from world’s larg- 
reditor country to world’s largest debtor 
st three years. The miracle of supply- 
ide economics stands revealed: foreigners 
upplied the money that financed the Amer- 
an spending boom of the 1980s. 
American productive potential is grow- 
ng at 212-3% a year. About 1% of this out- 
ut must be directed to improving the trade 
ture, Private investment also has to in- 
e, to produce the necessary exports and 
bstitutes for imports. Hence domestic 
sumption will have to grow slowly, if at 
“But America need not suffer a recession 
ichieve the adjustment—output and jobs 
continue to grow. The key domestic re- 
ment is sufficient restraint in domestic 
nding to free up enough resources to im- 
ove the trade balance. Export-led growth 
n replace consumption-led growth. 
"Trade statistics bear out this analysis. 
ce the deficit peaked in real terms in the 
ird quarter of 1986, American exports 
ave increased at an annual rate of 20-30%. 
ut American imports, up 10-1596, have 
iso outpaced the 596 increase in world 
trade volumes. It is clear that American 
products have regained their price competi- 
iveness, but that strong domestic demand 














improvement“ in the. trade balance. The 


nge rate of the dollar. - 
he internatiónal side of the ended 











is to cut its trade deficit 


‘ontinues to suck i in imports and limit the — 
'oblem now is the composition of Ameri- 
n économic: growth: rather than. the ex- 
ust also be handled properly. 


ion, the surplus countries must 
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cut their cumulative surpluses by a like 
amount. Japan will need to accept a trade 
adjustment of about $100 billion (while 
maintaining a sizeable current-account sur- 
plus because of the rapid build-up in its in- 
vestment earnings as the world’s largest 


. creditor country, with ‘ag assets of perhaps . 
$500 billion by the early 1990s). West Ger- 


many and a few smaller countries in Europe 
must accept a cutback of about $70 billion. 
The Asian newly-industrialising countries 
(Nics), notably Taiwan and South Korea, 
should contribute about $30 billion. 
Despite the much lower dollar and the 
burst of domestic demand in Japan, both 


the American and foreign adjustments have 


only just begun. No more than one-half of 
the needed improvement is in view. Much 
more is needed, particularly with the dollar's 
recent rebound. 


In America it is conceivable that auton- 


omous changes in the economy will ease the 
transition. Consumers could decide to save 


more to rebuild their personal credit posi- 


tions, as appears to hae occurred to a mod- 

est extent since last autumn, and thereby re- 
duce the need for foreign capital. Increases 
in government spending have already been 
heavily pruned. But the needed expansion 
of private investment will use some or all of 
the resources likely to be freed up. 

The only reliable and desirable tech- 

nique for achieving the needed cutback in 
domestic spending thus remains the elimi- 


nation of the structural component of the. 


federal budget deficit. This virtually equals 
the actual budget deficit at present since the 
economy is so near full employment. Cumu- 
lative cuts of $40 billion annually would be 
required for four years (smaller cuts, per- 
haps $30 billion a year, would do the job if 
private savings stay at recent levels). 


Such a programme, though its imple- 


mentation will take time, must be fully credi- 
ble to the markets when it is launched. The 
‘component measures must be inherently 
sustainable and preferably accelerating in 


their budget effects: These criteria are best - 
met by changes. in the payments formulas 
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and by consumption-oriented tax increases, 


both of which can be legislated to take effect 


over several years. 


~ If such measures were adopted in 1 Am 


ica a (and if West Germany as well as Japan 


sharply increased domestic growth) any fur- 


ther near-term fall in the exchange rate of 


the dollar could probably be contained at 
10% or less and limited to the currencies of 
the surplus countries. Without such changes 
in the fundamentals, the dollar could tum- 
ble by another 20-30%—to ¥100 and 
DM1.30, or even less. With the American 
economy near full employment and capacity 


already tight in some industries, inflation 
could jump sharply. Real interest rates could 


soar, pethaps by thrée to five percentage 


- points, and trigger. a sharp turndown. The 


trade adjustment would be achieved by the 
resulting compression of imports and the 
further enhancement of America’s price 
competitiveness, but at a painful cost. 

Moreover, America would enter such a 
recession without policy tools to combat it. 
The budget deficit would be far too high to 
permit fiscal stimulus (and. would be shi 
increased by the recession itself). Monet 
policy would still be cramped by a ray dol 
lar. So the downturn coüld last much longer 
than i is ‘normal. Such an outcome is quite 
| sence of pre-emptive policy 
3 type — 


ects for 1989 LORS 
tunately s udi is no edu e 
ited States will adopt such policy ac- 















| tions s during’ this election year. Nonetheless, 


the prospects for 1989 are not bad. The un- 
derlying strength of the American economy 
appears likely to make a dose of fiscal re- 








'straint quite feasible. With the budget still in 


2% of GNP with the economy es- 
sentially at full employment, such a step is in 
fact called for on purely domestic grounds. 
Politically, the newly elected president 
vill naturally focus immediately on his pros- 
pects for re-election, and. will almost cer- 
tainly recognise that he cannot possibly.rely 














































"You'd think our export performance 
` would be rather dismal, what with so much 
` excess manufacturing capacity in the world 
- Steel industry. | 
But the reality is pleasingly bright. 
In. America, for example, there ar 
. buildings framed and clad in British steel 
from sea to shining sea. 
Andeed, you'll find our steel around the 
.. world: in railways and razor-blades, cans 
< and cars, bridges and fridg 





























. BRITISH STEEL MAKES 
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competitive, So our products, our prices, 
our deliveries and our after-sales service 
must add up to a very good deal for the 
customer. 

They certainly add up to a great deal for 
Britain's economy. Because British Steel is 
the western world's fourth largest steel 
producer. Last vear's sales: £3.5 billion. 
Deliveries: 10.3 million tonnes, over a third 
of which were exported. . 


We've reduced our costs, increased 
productivity and turned ourselves into one 








































of the world’s most profitable steelmakers. 

But the right steels at the right prices 
wouldn't get anywhere if the world didn't 
know about them. | 


So we've made sure our marketing 
skills have kept pace with our products by 
developing new markets for them. Earning. 
dollars in Canada, Hong Kong and 
Australia as well as the USA. 

Then there's France and India and 
China. ... As far as we're concerned, the 
buck doesn't stop anywhere. 















































issues effectively would probably doom his 
.presidency to failure and to a single term. 
The Reagan precedent suggests taking the 
onsumption cutback early and reaping the 
lectoral rewards of subsequent expansion. 
Mr Carter tried to keep expansion going in 


lationary pressures and had to try to re- 
tench.at the worst possible time—just be- 
ore his bid for re-election. 


more likely than the Republicans to read 
his history correctly and to take the neces- 
aty fiscal actions. They will be less resistant 
ọ tax increases, which must be a part of any 
uccessful adjustment. They will be keener 
o restore flexibility for fiscal policy, in order 
o pursue desired spending programmes 
ater, whereas many Republicans actually 
Welcome the budget deficit as a ready 
ounter to all proposals for additional gov- 
rnmental intervention. Congress will re- 
in Democratic, so a Democratic presi- 
t would have an easier political path to 
cy agreement. But whoever is elected 
resident, there is a reasonable chance that 
* United States will commence its struc- 
tural adjustment about a year from now. ` 
_ The new president should pursue such a 
rogramme in two steps. First, closet himself 
with the new congressional leadership to 
gree on both the amounts and specific pol- 
cy changes by which the budget correction 
will be achieved. Second, convey to Bonn 
-and Tokyo the readiness of America to act if 
hey play their parts—ie, continue the 
esent rapid growth of domestic demand in 
apan and introduce such expansion in 
West Germany (and therefore throughout 
ontinental Western Europe). An extraordi- 
ary summit could be held to announce the 
xact rö the world. Market reactions would 
e euphoric; the new administration would 
be off to the strongest possible start. 


Skating through 1988 


Even if such developments were widely ex- 
pected for early 1989, periodic bouts of mar- 
cet pressure seem likely in the intervening 
months despite the recent strength of the 





he absence of the required adjustment, is to 
nd ways of financing the imbalances which 
void a hard landing and keep options open 
or the new year... 


whether to promote continued private in- 
flows by raising interest rates in America or 
by lowering them abroad. The Treasury 
ould periodically renew its appeals to Japan 
.and West Germany, but with little if any 


ries are around postwar. lows. Moreover, 





ore years. Indeed, a len: to s aed 


he face of large external imbalances and in- 


Paradoxically, the Democrats might be. 


dollar. The challenge for the rest of 1988, in 


The fitst issue for the authorities i is then 


prospect of success since rates in both coun- . 


apanese growth. is already booming and E 
needs no monetary stimulus while the Ger- 
man aversion to inflation will as usual tilt 


the Bundesbank à to » prefer currency app n 


ciation instead. - 


The Fed can thus be enid to con = 


tinue to let rates rise gradually, despite elec- 
tion pressures. As with fiscal policy, the 
strength of the economy and renewed infla- 
tion fears are allies that enable the Ameri- 
can authorities to hedge now against the risk 
of a sharp run-up later. 

In any event, it is highly unlikely ‘that 
private money will finance the full An 
deficit in. 1988 even though investors have 
been buying dollars because they suspect the 
officials will not permit a sharp fall this year. 


Direct investment will continue to come in, 


but it is virtually offset by similar outward 
flows by American firms. Many Japanese in- 


stitutional investors have completed the in- 


ternational diversification of their. portfolios 
and some are now reducing the dollar com- 


ponent. Investors are extremely sensitive to 


currency instability. They could cut and run 
at a moment's notice. 


Foreign-currency borrowing 


The major operational issués are thus the 


terms on which the monetary authorities— 


in Japan, West Germany and Taiwan i in par- 





ticular—will fund America’s» 
As already noted, there is no: possibility that 


the United. States will undertake a serious . 
budget programme in 1988..No American 


official now in office could-commit the. ae 
administration, let alone Congress,” 

changes in policy. (The. central: bakers 
should, however, note the close relationship 


between Mr George Bush and Mr James 


Baker, the treasury secretary, and. at least 
suggest the relationship between: financing 


now and adjustment later if the Republicans _ 
retain office—aided by the continued süp-. 


port. from: abroad). The. foreign officials 


must therefore’ sanction the continued - 


American deficits in 1988 and simply hope 
for better in 1989, or risk the hard tanding. 
rtainly 


On this count, anes almost 3 






in earl y Mary and d mi Apr Li h he : , süt | 
countries will make every effort to: ster ilise 





terest rates may drift up: asa result. of this 


process, and require a further rise in Ameri- 
can rates to maintain the differentials 
needed to avoid private withdrawals. . 

The most likely demand of America's . 


funders will: be that America accept a much 
greater share of the exchange-rate | risk. 
There have already been numerous calls for 
“Reagan bonds”, through which the United 
States would bottow foreign currencies and 


use the proceeds to defend the dollar. The ^ 


issue may well arise during the remainder of 
this year if large official financing turns out 
to be needed. It will surface even more insis- 
tently in 1989 and beyond if the new budget 
programme fails to restore full private fund- 

ing for the (longish, at best) transition pe- 








riod back to current ba 


otiducted pro- 





grammes of such foreign-currency borrow- 


ing on two occasions in the past. During the 
1960s the Treasury issued about $344 billion 
worth of "Roosa bonds" to foreign central 
banks in five different currencies. In 1979 
over $6 billion of Carter bonds were sold to 
private German and Swiss investors. 
Several lessons emerge from these ex- 
periences. Foreign-currency borrowings can 
be a powerful signal to markets and foreign 
officials that America is serious about deal- 
ing with its external deficits. But they are 


. much more likely to. convey such a signal 
- when they are linked to vigorous adjustment 


measures. Moreover, they carry a large fi- 


‘nancial risk for the Treasury. Given the dis- 


mal outlook for budget action in 1988, and 
the possibility that the dollar may fall much 
further, there is a compelling case against 
"Reagan bonds" now. Given the more posi- 


tive prospects for 1989, the case for Busl 


Dukakis bonds might be more persuasiv 
There are, however, other ways for 
America to contribute to co-operative pro- 
grammes of official financing for the dollar. 
The Treasury has already indicated that it 
will acquire more yen by selling some of its 
$10 billion-worth of sprs to Japan. It could 
use its $11 billion stock of foreign curren- 


cies, draw more than $10 billion of uncondi- 


tional funds from the iMr (as in 1978-79) and 


sell gold—worth over $100 billion at near- 


market prices—for foreign currencies. 

The United States could thus mobilise 
some of its foreign-currency assets rather 
than take on new foreign-currency liabil- 
ities. It could also activate some or all of the 
$30 billion of swap arrangements, whose ex- 


change-rate risk is much less public than for 
Reagan bonds and which could readily be 


rolled over. beyond the election into the pe- 
riod when adjustment becomes possible. 


Self-denying prophecy 


If a dollar crisis is avoided for ché rest of "T 
year, if the new president tackles the budget 
decisively, if Congress co-operates and if for- 
eigners do their bit, confidence can be te- 
stored and the hard landing will have be- 
come a self-denying prophecy. That makes 
four ifs, which looks daunting. One poten- 
tial Democratic candidate for the presi- 






ribed i in "this iile E E that 


— America was going to need another Herbert 
Hoover before it could have another Frank- 
: lin n lie He S = to run. 





ac ung to ae dde f De alobal 


economy. If it does, the 1990s could be the 


most prosperous decade since the 1960s— 


and the new president could replicate Roo- 
zelt rather than Hoover. 
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Now Vietnam, too, falls back 


N TRYING to fathom whether Vietnam 
is going to leave Kampuchea, it is worth 
beginning with Alexandre de Rhodes. He 
was a missionary sent by the French to Viet- 
nam in the eighteenth century. In the man- 
of European zealots who discover the 
_..t, Alexandre became obsessed with the 
Vietnamese, whom he thought superior to 
their Chinese masters. The French who 
later conquered the country seemed to 
agree. They appointed many Vietnamese to 
senior jobs in their colonial administration, 
not only in Vietnam bur throughout their 
indochina empire, meaning also in Cambo- 
lia (later Kampuchea) and Laos. When the 
"rench were expelled, the Vietnamese took 
t for granted that they were the natural in- 
Yeritors of all Indochina. Has the cost of 
heir Kampuchean adventure, in treasure 
ind international isolation, at last dissuaded 
hem from that view? 

The Vietnamese have repeatedly said, 
ind been disbelieved, that they plan to with- 
lraw their soldiers from Kampuchea’ by 
1990. The sceptics became marginally less 
iceptical in May when Vietnam said it was 
»ulling out 50,000 of its 120,000 or so men 
his year. If true, this was something more 
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than the troop rotations advertised in the 
past as withdrawals. This week some western 
journalists were allowed into Phnom Penh, 
the Kampuchean capital, to watch the Viet- 
namese waving goodbye. It reminded them 
of the Russians’ well-publicised withdrawal 
ceremony in Afghanistan. Some in Phnom 
Penh say that 10,000 Vietnamese troops 
have already gone; others claim the figure is 
as high as 40,000. Something important 
may be happening in Kampuchea: 

China seems to think so. The Chinese 
have been practising a particularly hard- 
nosed kind of Realpolitik. After the Viet- 
namese invaded Kampuchea in 1978, China 
gave aid to the defeated Khmers Rouges, un- 
deterred by revelations of the horrors they 
had committed while they ran the place. 
The Chinese saw any enemy of Vietnam, 
and of its patron Russia, as worth support- 
ing. The Khmers Rouges, armed by China, 
have become the largest and fiercest fighting 
force of the anti-Vietnam resistance. In 
many eyes the Khmers Rouges are an uncon- 
trollable monster that terrifies its allies as 
much as it does the Vietnamese. If the Viet- 
namese really go, what is to stop the abomi- 
nable Khmers Rouges from taking over? 


Some weeks ago the United States dis- 
creetly asked China to think out the conse- 
quences of its continued support for the 
Khmers Rouges. China indicated that it 
would, and that it was in favour of a coali- 
tion to take power in Kampuchea when the 
Vietnamese left. When this was reported in 
American newspapers as a change of policy 
by China, the embarrassed Chinese angrily 
denied any change. Like most other people, 
they were caught on the hop by Vietnam's 
move, and have yet to make up their minds 
what to do. For years China's main aim in 
the area has been to keep Vietnamese power 
under control (and to get some retribution 
for the bloody nose it got from Vietnam in 
their brief border war in 1979). 

Privately, Chinese officials say that the 
Khmer Rouge regime of 1975-78 made "er- 
rors”, a euphemism for the Im or more peo- 
ple it killed; but Pol Pot, who led the 
Khmers Rouges when they were in power 
and is still their chief strategist, has been 
promised a comfortable life in China when 
he retires. Even among the respectable 
members of the resistance—in the groups 
led by Prince Norodom Sihanouk and Mr 
Son Sann—there is a reluctance to con- 
demn the Khmers Rouges out of hand. 
What would Britain have done without 
Stalin's Russia during the second world war? 

Like Stalin, Pol Pot and his men will be 
hard to control when the spoils of battle are 
divided (see box on next page). They may 
not be tamed even if the Chinese cut off 
their supplies. The Khmers Rouges have ac- 
cumulated large stores of arms; they could 
fight on, perhaps for years, with these and 
the weapons captured from their adversar- 
ies, All these matters will no doubt be in the 
minds of those who attend the long-awaited 
"cocktail party" on Kampuchea's future, 
due to start in Indonesia on July 25th. 

Bringing together all the parties with an 
interest in this fearful story may merely ex- 
pose their differences. On June 28th the 
Kampuchean president, Mr Heng Samrin, 
dampened the party spirit by declaring that 
his government was not going to be sacri- 
ficed as part of any settlement. On the same 
day Vietnam turned down as "irrational" a 
request by Prince Sihanouk to talk face-to- 
face at the party with Vietnam's represen- 
tatives. The party host, Indonesia, is among 
the countries suspicious that China wants to 
be the power that Kampuchea answers to. 

Still, just as the Afghan settlement was 
in the end fixed by America and Russia— 
and as an Angolan one may be being fixed 
now (see page 39)—so a Kampuchean deal is 
likely to be fixed, far from the cocktail party, 
by China and Russia. Those countries’ prin- 
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cipal calculations involve not Kampuchea 
bur their relations with each other. 
The best guess is that, even if Vietnam 





withdraws, it will try to hold on to a strip of 


Kampuchea along its border. It was along 
this border in 1975 that Pol Pot launched 
the series of raids into Vietnam which 
helped to bring Vietnam's invasion in 1978. 
Incredible as it seems, Pol Pot apparently be- 
lieved he could force the Vietnamese to sur- 
render part of southern Vietnam that had 
belonged to the ancient Khmer empire. 

For years the Vietnamese have been 
colonising the border area with farming 
families to provide a buffer against possible 
attacks by anyone holding Kampuchea: not 
just the Khmers Rouges, but (Vietnam fears) 
maybe one day the Chinese, even the Thais. 
Vietnam will also try to control the Kampu- 
chean army, despite assertions by the Heng 
Samrin government, repeated this week, 
that it is now running its own show. That 





army is woefully short of men. So many 
Khmer men were killed during the Pol Pot 
vears that the country's population is still 
only 4096 male. Laos is unlikely to be part of 
any early deal, although it is under Viet- 
nam's thumb quite as much as Kampuchea. 

It will not be easy to create the genuinely 
neutral and pluralist Kampuchea that the 
members of the Association of South-East 
Asian Nations long for. Yet there are forces 
which push Vietnam in that desired direc- 
tion: the near-terminal condition of its econ- 
omy, and the fact that Mr Gorbachev wants 
to end all the expansionist communist ad- 
ventures of the 1970s. If Vietnam became 
less of a pariah in western eyes, it would be 
more eligible for western aid. It has high 
hopes of France, its favourite westerri coun- 


try. Vietriam believes, and may be right, that ' 


the French are waiting for.an excuse to em- 
brace their long-lost prodigies. 





The message from the camps 


FROM OUR SOUTH-EAST ASIA CORRESPONDENT 


ITY the 300,000 or so Kampuchean 
refugees living in camps in Thailand. 
Without hope of resettlement or (so far) 

| return to their own country, harried by 
the Thai troops who are supposed to po- 

| lice them and by occasional Vietnamese 
| shelling, they all lead pretty miserable 
| lives. Those who live in camps run by the 
Khmers Rouges lead the worst lives of all. 
There are said to be around 72,000 refu- 
gees entrusted to the Khmers Rouges, al- 
though the numbers (see chart) have pre- 
sumably been inflated a bit, in order to 


THAILAND 


" Kampuchean 
A Khmers Rouges 
© Khmer People's National Liberation Front (Son Sann) 


SITE 2 165,940 
GREEN HILL 52,840 





qualify for extra aid. 


Complaints are heard that food aid in- . 


tended for these refugees ends up in the 


stomachs of Khmer Rouge soldiers. More _ 


solid evidence suggests that, in order to 
get food, refugees sometimes have to serve 
as porters for the guerrillas fighting inside 
Kampuchea. Most of the inhabitants of 
these camps would like to be moved to 
other refugee sites in Thailand, but the 
Khmers Rouges will not let them go. The 
situation has become so bad that the 
United Nations Border Relief Operation 
has halted aid to one camp run by the 
Khmers Rouges and is considering 
whether to halt it for a second. Since May 
Ist the 8,880 refugees at Huay Chan have 
had to depend entirely on the rice that 
China supplies to Khmer Rouge soldiers; 
the 9,680 at Ta Luan may soon be in a 
similar position. 

The difficulty facing the UN operation 
is that the Khmers Rouges will not let it 
supply any food unless it relinquishes 
practically all control over its final distri- 
bution. It has to hand over the rice to 
Thai soldiers, who pass it to Khmer Rouge 
administrators, who in turn are supposed 
to give it to the refugees. Having heard 
many complaints about abuses, the UN's 
relief workers have tried to visit all the 
camps. The Khmers Rouges have let them 
into one camp, called Site 8; but they have 
often been prevented from visiting the 
smaller and less salubrious camps such as 
Huay Chan and Ta Luan. 

The uw's decision to limit food sup- 
plies appears to be related to the talks, due 
to start on July 25th in Indonesia, about 


Japan 








Doing quite well, 
actually 


FROM OUR TOKYO CORRRESPONDENT 


HE first few months of Mr Noboru 

Takeshita’s prime ministership seemed 
to confirm the fear that he would be as 
vague and forgettable a leader of Japan as his 
earlier career as a political fixer foretold. Yet 
he has recently sprung to life. His perfor- 
mance at the rich world's Toronto summit 
won him cheers in the American press. 
There have been bigger things to applaud. 
In the eight months since Mr Takeshita 
took over from Mr Yasuhiro Nakasone, Ja- 
pan has reduced its trade surplus while en- 
joying its strongest boom for 15 years {see 
page 56). Mr Takeshita has ended three 


ending the ten-year-old Vietnamese occu- 
pation of Kampuchea and establishing a 
new coalition government. Would such a 
coalition include the Khmers Rouges? 
That might be acceptable if the Khmers 
Rouges had become a half-way respectable 
lot who could be expected to co-operate 
with their coalition partners. 

By cutting off some of the food aid, the 
UN relief workers seem to be sending the 
message that, in some of the camps at 
least, the Khmers Rouges are still impossi- 
ble to work with. In some of these camps 
the murderous old leaders thrive. Ta 
Mok, one of the most vicious, is still an 
active guerrilla leader. If the Khmers 
Rouges are to have any share of power in 
Kampuchea, such people would have to 
go—and it may not be easy to ensure their 
departure. | 
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long-running trade rows with America, over 
imports of beef and oranges and some other 
farm products, and over American access to 
Japanese public-works contracts. A fourth 
agreement, making it easier for American 
manufactures to get into the Japanese mar- 
ket, was signed on June 25th. 

Mr Takeshita is now poised for the hard 
one. This week the cabinet approved a 
broad-based consumption tax. Although 
the tax rate is only 3%, getting it through 
parliament will not be easy: similar schemes 
have been blocked twice before. By making 
concessions (in particular, exempting small 
establishments from the tax) Mr Takeshita 
appears to have secured the support of all 
factions of the ruling Liberal Democratic 
party. One of the opposition parties will 
probably back him too. Last week Mr 
Takeshita was confident enough to declare 
that he was “staking my political life on tax 
reform". The bill needs to be passed by the 
-tumn for the fuss to die down in time for 

> upper-house parliamentary election due 
next June or July. If Mr Takeshita is to win a 
second two-year term as prime minister, this 
election must go well for his party. 

As a former secretary-general of the 
party and the leader of its largest faction, Mr 
Takeshita could have been expected to do 
well in the. horse-trading over tax reform. 
Surprisingly, his administration is becoming 
something of an innovator in foreign affairs. 
On June 28th the International Institute for 
Global Peace—a would-be Council on For- 
eign Relations or Chatham House—was 
launched. This was the brainchild of Mr 
Nakasone, but it has been enthusiastically 
endorsed by the present government. 

Japan now seems more willing to use its 
huge economic power to influence world 
politics. In the process, the ruling party may 
pick up some extra votes. The Japanese peo- 
ple are proud to be told that this year Japan 
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is likely to surpass America as the world's 


biggest aid donor. Foreign affairs may also 
serve to distract attention from thorny 
problems at home: an archaic education sys- 
tem, astronomic land prices. 

Mr Takeshita has made 13 trips to ten 
countries since he took office, and was on 
his way to Australia this week. Japan is tak- 
ing part in the United Nations monitoring 
of Russia's withdrawal from Afghanistan. 
This week the foreign minister, Mr Sosuke 
Uno, returned from the first-ever ministerial 
trip to Israel. Japan, which relies on Arab 
oil, is wary of trade with Israel. Mr Uno felt 
it necessary to urge his hosts to withdraw 
from the West Bank. Israel thanked him 
anyway for dropping in for a visit. 

Japan is even venturing on to the sensi- 
tive ground of South-East Asia. It is taking 
an interest in the future of Kampuchea, and 
this week Mr Tsutomu Kawahara went to 
South-East Asia: the first visit there by a Jap- 
anese defence minister since the end of the 
second world war. His aim was to reassure 
Singapore and Indonesia that Japan's in- 
creased military spending means them no 
harm. Singapore's Mr Lee Kuan Yew, at any 
rate, may have been receptive: he has al- 
ready indicated on several occasions that he 
is growing less mistrustful of Japan. 

Each of these things may be small in it- 
self; together they add up to quite a change. 
At the Toronto summit the surprising Mr 
Takeshita put forward a $1 billion debt-for- 
giveness scheme for Africa and South-East 
Asia, a more complicated and controversial 
proposal to help out with Latin American 
debt, and the idea that Asia's little dragons 
should be represented at future economic 
summits. It seems unfair that Mr Takeshita 
found himself at the edge of the summit 
photograph, dwarfed by the mountainous 


Mr Helmut Kohl. 
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Burma 


Pagoda militant 


HE shimmering stupa of Rangoon's 

Shwedagon pagoda was turned into-a 
strike headquarters on June 23rd, by 100 or 
so disgruntled students from Rangoon Uni- 
versity. They were soon ejected. In Manda- 
lay and Pegu, as well as in the capital, street 
fights berween the security forces and 
groups of demonstrators ended with dozens 
of people killed and injured, and rumour 
running wild. Then calm returned. The 26- 
year-old government of General Ne Win 
seemed to have withstood its third serious 
challenge within a year. 

Most of the demonstrators were univer- 
sity students, just back from their holidays, 
though some spectators joined in the Ran- 
goon rioting after an army truck drove into 
a crowd of onlookers. The latest of the stu- 
dents' many grievances is an official report 
on a previous bout of rioting in March. The 
report blames the students and, according 
to them, minimises the number of demon- 
strators killed at the time and the number 
still in detention. The government says two 
people died; western diplomats reckon it 
was 40-60, most of them beaten to death by 
policemen. The police privately admit that 
1,000 or so demonstrators were arrested; the 
real figure was probably several times that. 

Burma is needlessly poor. General Ne 
Win's Burma Socialist Programme party 
sticks obstinately to its policy of isolation 
bordering on quarantine. The Burmese way 
to socialism last year qualified Burma for the 
United Nations' list of 41 least-developed 
countries. Food shortages, astonishingly in 
such a climate, are common; rice production 
mysteriously dwindled last year and prices 
are still high. The Burmese are so used to 
shortages of petrol that the man-powered 
trishaw is a national institution. There is a 
thriving black market in western goods from 
refrigerator coolant to cosmetics—and in 
rubies and heroin. 

People may grumble about their leader, 
but the army still likes him. Soldiers, not po- 
licemen, are now keeping order in Rangoon. 
For 40 years the army has fought inconclu- 
sively against various local rebels on the 
fringes of Burma. The party and the army 
are so intertwined that, in spite of che worst 
political turbulence since the British left in 
1949, nobody tried to mount a coup during 
the recent absence in Europe of General Ne 
Win, who is 77. The general continues to 
stamp on opposition. One of his old friends, 
Brigadier-General Aung Gyi, wrote a 50- 
page open letter criticising the government. 
He is said to have been locked up. 

One of the first things the general did 
when he seized power in 1962 was to destroy 
the student union building at Rangoon uni- 
versity. Restoring the union was one of the 
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- latest demonstrations. Now the government 

- has again shut down the universities, and 

imposed a dusk-to-dawn curfew in Rangoon. 

But its intelligence services have failed to 

smother discontent so widespread that it 

seems spontaneous rather than organised. 
— Closing colleges will not solve the problem. 





J New Caledonia 


Give and forgive 


ERHAPS there is seta in the 

South Pacific air that encourages hope. 
The deal for the future of the troubled 
. French colony of New Caledonia, which was 
announced in Paris on June 26th, is not 
based on much else. 

The colony is to be divided into three 
provinces, one for the white settlers and two 
- for the indigenous Melanesians known as 

K Each province will run its own do- 
— mestic affairs, but, at least at first, all will be 
- under the supervision of the French govern- 





EE. E things the students demanded Kiss bes 






“ment. In ten years’ time the New n^ 


nians will have a referendum to decide 
whether they want independence. 

The deal is being applauded as a tri- 
umph for Mr Michel Rocard, France's new 
Socialist prime minister. For two weeks he 
kept the Kanaks’ leader, Mr Jean-Marie 
Tjibaou, and the settlers’ leader, Mr Jacques 
Lafleur, talking in Paris, sometimes through 
the night. Both have given ground. Mr 
Tjibaou has shelved the Kanaks' demand for 
early independence, which now may never 
come. Mr Lafleur has agreed to the scrap- 
ping of plans by France's previous conserva- 
tive government that would have given the 
settlers the main say throughout the colony. 

The two leaders now have to persuade 
their followers that the deal is a good one. 
Some settlers will feel betrayed that they 
have been allocated only one province, 
against the Kanaks' two. But Mr Lafleur can 
point out that this province will be the rich- 
est one, where most of the settlers already 
live. Mr Tjibaou will have the harder task. 
He is a reasonable man in a movement that 
has more than its share of hotheads. In May 
a gang of Melanesian separatists kidnapped 


| Next, Islamic flight manuals 


TROM OUR ISLAM CORRESPONDENT 


[ T IS not news that some odd things are 

done in the name of religion. But Pa- 
kistan's president, General Zia ul Haq, 
went to unusual lengths on ]une 25th 
when he presented his government’s “Is- 
lamic" budget. 

President Zia has lately been invoking 
Islam a lot in the affairs of state. He dis- 
missed the government of Mr Moham- 
med Khan Junejo on May 29th in part, 
he said, because it had not been brisk 
enough about bringing in his Islam- 
isation programme. On June 20th the 
president decreed that Pakistan's legal 
system would now be based on Islamic 
sharia law, best known for its ferocious 
and archaic criminal punishments. One 
of his men claimed that it would contra- 
vene the new legal regime for Pakistan to 
have a woman as head of government. 
Conveniently, this reading of the sharia 
would bar the main opposition leader, 
Miss Benazir Bhutto, from contesting a 
national election. 

But what is the general up to with his 
“Islamic” budget? In presenting it on 
television, he shed a few tears for Paki- 
stan's poor. The point of the budget, he 
said, was to do away with the gap be- 
tween rich and poor. 

If that were really the point, the gen- 
eral would not be reading the Koran for 

|. it. There is no such thing as “Islamic eco- 
nomics”. The Koran does sketch an ideal 


of social justice to be followed by all Mus- 
lims, but private property, trading and 
profit are all acceptable. Charity is an 
obligatory religious duty for each indi- 
vidual, and the rich cannot expect to be 
rewarded in the life hereafter if they are 
also selfish. But that is their problem, not 
the state’s. 

General Zia also promised his listen- 
ers "a totally interest-free economy", 
which goes a step beyond the purport- 
edly (but never actually) interest-free 
banking already practised in several 


Muslim countries. Here, too, he is on 


shaky ground. The Arabic word riba i in- 
hes Koran has been translated as "inter- 
. But no one, not even the most 
due Koranic scholars, knows exactly 
what the word was intended to cover— 
inrerest pure and simple, or usury. 

The budget is a complicated docu- . 
ment (the World Bank, which gave it a 
cautious welcome iri public, is r not so sure 
in private whether it goes as far as it. 
should to shore up the government's fr 
nances); the general's description of it is 
no-doubt intended further to obscure its | 
intent. The Islamic party Jamaat e-Islami, 
a long-time Zia supporter, does not ac- 
cept the religious gloss he put on the. 
budget. He might reflect on a slogan that” 
appeared in an opposition demonstra- 
tion in Lahore this week: “Pakistan be- 
longs to all, religion is one's own affair”. 
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a group of (STER In the assault 
mounted to free them 19 Melanesians and 
two French soldiers were killed. 

The shock of this helped to concentrate 
the minds of the two leaders in Paris. Their 
message to their followers, said Mr Lafleur 
hopefully, would be “to give and forgive”. 





Hit by a Bofors 
gun 


FROM OUR INDIA CORRESPONDENT 


SLIP of the tongue has got India’s 

prime minister more publicity, all of it 
bad, than a dozen speeches. After the ruling 
Congress party's spectacular defeat in the 
Allahabad by-election by Mr V.P. Singh, a 
former minister now leading an anti-corr — 
tion campaign, Mr Rajiv Gandhi felt he I 
to reshuffle his cabinet. Speaking at the 
swearing-in of new ministers on June 25th, 
he referred to "commissions" paid by the 
Swedish arms-maker Bofors in connection 
with sales to India. His hasty switch to the 
more prudent "winding-up charges" came 
too late; the damage was done. 

Most of the corruption stories about the 
Congress party have concerned India's pur- 
chase of 400 Bofors howitzers, along with 
the blueprints and machinery needed to 
manufacture the same gun in India. In April 
1987 the Swedish state radio reported that, 
in order to get the $1.3 billion contract, Bo- 
fors had paid large sums into the Swiss bank 
accounts of Indian middlemen. This ap- 
peared to make a mockery of a ban on the 
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d fire a ig jeg shell farther. 
Bofors made. it harder for the prime 
ster. to defend himself by repeatedly giv- 
assurances:that turned out to be false. In 
ril. 1987 the Swedish. company denied 
t it had used any middlemen. Later, after 
e disclosure that it had transferred more 
an $50m to Swiss bank accounts, Bofors 
isted that these were winding-up charges 
terminating previous agreements; the 
mpany claimed that none of the payments 
iad gone to > Indians. 
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s year of drought is over. The 
south-west monsoon has arrived: in 
ime. Farmers and businessmen have be- 
gun to pick up the threads of their dis- 


ptet ; 

the monsoon failed: in 1967 the eastern 
state of Bihar was saved from famine only 
by the timely arrival of 13m tonnes of 
foodgrains from America. | 

«Much has changed in the past 20 years. 
Now more than half the country's sown 
area is irrigated, and Indian farmers have 
learned to make modest doses of fertilisers 
go a long way. The country survived the 
pH of 1987 remarkably well. Last 
September there were predictions of 
doom: the rains had failed on half the cul- 
tivated land. Yet in the end 136m tonnes 
of foodgrains were produced. The best 
harvest ever, in 1983-84, had produced 
152m tonnes, only 11% more. The people 
were fed without de government having 





2.5m 


amount—some tonnes—of 
- foodgrains abroad. | 
Yet the drought did other kinds of eco- 


. nomic damage. Industrial production was 


1096 between April and December.1987; 
it slowed sharply in the following three 
months. Farmers usually have money to 
spend on industrial goods after selling the 
winter harvest. This year they did not, so 
. the 1988 fiscal year ended in March with 


only 896. 
The Indian meteorological | office is so 
pleased the drought has ended that it held 


à press conference to break the good 


e minister of ‘announ cing the ban three : ^» -ommis 
g "sions representing at least 1796-of the ro 


lives. People used to starve when 


. to ask for aid or to buy morethan a token = F 


increasing at an annual rate of well over ' sorce: Goverment statistics 


an annual increase in industrial output of. 
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billion contract. That is a far larger propor- 
tion than is normally paid to middlemen in 
government contracts. Clearly, the lion's 
share was destined for people who could ar- 
range things in Delhi; these could only have 
been bigwigs in the Congress party. 


The documents also show that, after Mr | 


Gandhi's ban on the use of middlemen, Bo- 
fors made a "settlement agreement" with 
one of its two main agents and halved the 
commission to be paid to the other. This 


brought the total charge down to around 


5.296. The timing of the reduction suggests 
that a saving of around $150m was. passed 


on to the Indian government. 


news. Its new monsoon forecasting model, 
based on 15 variables, shows that in:the 
past 30 years the rains had been good 


when nine or more of the indicators were. _ 
positive. This time 13 of the 15 are agreed - 


in pointing the right way. 


The weathermen have cheered up ‘the 


ministry of agriculture, which now ex- 
pects a harvest of 166m tonnes of food- 


India's: 
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grains this year. That NUN timid. Sines 
the last good rains, in 1983-84, the area 
under irrigation has increased by 14% 
and the consumption of fertilisers by 18% 
(see chart). Poor monsoons kept food- 


grain output at around 150m tonnes. All 
that spending on inputs should bring. 
higher production this year, adding some - 


15m tonnes of foodgrains to the record 
152m tonnes of 1983-84. Good rains in 
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Io parently complied’ With the fidian go 


| shortly before his assassination). 


f ien in : 1985 pu, 1986, Rowe 


licensing restrictions that had stopped 4 
"firms from making marginal increases in 
productive capacity. Slack demand from 


been expected last year. 


a i value in terms of foreign exchange rose.by 


! imports) i is well timed. India's debt-service - 
f 3 debt to the IMF. 


| seemed tó lose its way for a while. In the | 

Years ending March Stat -o past two mo 

. dustries to. make whatever investments 
. they want in existing plants. The govern- 


government licensing from medium-sized 


Mr Gandhi is taking his political knocks 


















ment's demand only because the late O 
Palme, then Sweden's prime minister, had: 
personally asked it to (he carried Bofors's as- 
surance to Mr Gandhi when he visited India: 

















































Although Mr Gandhi's reputation is: 
partly redeemed by the new revelations, he: 
will not emerge from them unscathed. He 
originally failed to understand just how hard. 
it was to reform a complacent and corrupt 








^ party from within. He then seems to have 






.up from the. attempt. After: 
such dithering, he cannot afford slips of a 3 
tongue. 5 
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the deylind areas schuld add another 5m 
tonnes, €i 12m tonnes ms 
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Gandhi cut direct taxes and swept away | 





drought-stricken farmers has kept much. 
of this capacity idle. Good rains will revive 
demand and reduce prices of agricultural 
raw materials. Industrial production 
should go up by at least the 1096 that had 


Exports are also doing well Their 


16% last year. The planners expect an in- 
crease of around 1296 this year. Part of the 
credit goes to a large devaluation of the 
rupee. Slack domestic demand also con- 
centrated the minds of producers on for- 
eign sales. The rise in exports (and fall in 







been ‘climbing. during the past - 
it has begun Fepaying a big 


ie 


two years, 


The government is pressing on with 
the economic liberalisation that had 


ynths it has allowed process in- 





ment has also restored tax write-offs on 
new investment.and lifted the curse of . | 





investments in backward areas. Profits lie 
ahead. No wonder stockmarket prices 
have been. rising sharply since mid-May. 





at the moment. The economy could yet 
come to his rescue. - 
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"light of the surveys that show that two out of 
every five voters hold him in active disfa- 
nat sort of visceral antipathy takes 
| trouble to change, and the vice- 
president, good in small groups, is dreadful 
on television. Democrats, absorbed in their 
own affairs, leave him in peace, But his own 
party, which picked him so early. and so 
smoothly to. be its presidential nominee, is 
turning on him, snarling. 

“George Bush is going to lose,” writes 
Mr Paul Weyrich, a conservative guru who 
runs a:cluster of tiny institutes with big 
names. His explanation: "You. can't beat 
something with nothing." Republican strat- 
egists, suggests Mr Kevin Phillips, a Republi- 
can Hr of long standing, have begun to 
worry less about. a November defeat than 





about the size of that defeat. Right-wingers 


who had. prophesied throughe 
ries that Mr Bush would be a we 


the prima- 
ik candidate 









are rallying to him now with all the enthusi- 


asm of carnivores: approaching a cress-and- 
lettuce sandwich. 


- The chorus is a little disingenuous. The 5 
right-wing critics, scornful - 
. he candidate and suspicious of his advis- _ 
ers, hope to galavanise, or panic, his came 


- P nresident's 


gn into ideological commitment. So far 
y have largely failed. Mr Bush has made it 












servat ves rich as s Mr E Phillips a | 
e $ vative Caucus. or Mr Richard 





'suasive ne e ih a x b summer, 


sud is ‘campaigning as silt more 
i Reagan’ s shadows = 


ni M Cure, Bish. At this a Pres | 
alee cam paign he. can OK De 


dn the o opinion a a is: o api ger " 


plain that he will not twist himself into. 


, these ni rva tives will withdraw their e ener | 


: sage. he risks Si 
heterogeneous group that 
lls. "cultural conservatives". 


| These untraditional Republican voters are 


lower-income and middle-income Ameri- 
cans who are conservative for social or reli- 


gious reasons. They may be born-again 


evangelicals, blue-collar Roman Catholics 


or middle-American Protestants. They may 


be registered as Republicans, Democrats or 
independents. | 
In 1984 they were € by Mr Rea- 
gan and voted for him in droves. In that 
election he was able to campaign on his 
claim to have brought America peace and 
prosperity; voters should please leave things 
as they were. Surveys now. show that cultural 


Conservatives, like many other Americans, 
are looking for. change, not continuity. 


What they want above all is a president who 
will have something done about drugs and 
crime and bad schools and what they see as 


the erosion of family values. 


Mr Bush is finding this a hard group to 


address. 3o the siongei message he can 


. come up from time to time (the 





m i running-mate. That. by itself 
little insulting, since it reveals what | 
expectations some conservatives Td 


















way to the areas In TOR insta 
servatives, it will be the decisive fa 
ing or keeping their aggressive sup 

Conservative support will 
say, if Mr Bush chooses somet 
raised taxes or hesitated over- 
Bush himself tempers outright: 
abortion with exceptions fó 
and danger to the mother- 
too large for many anti-abortio 

The tax and abortion tes 
quite a few candidates, incl 
three: Republican governors 













































whom the conservatives disapprove of 
Mr Thomas Kean of New Jersey, has 
chosen to make the keynote speech a 
Republican convention). The conservative: 
own shortlist includes Senator Rober 
Dole, Representative Jack Kemp (still: 
New Right's favourite), Mrs Jeane Kirkpai 
rick (unblemished on foreign, spotty on d 
mestic, policy) and Mr William Bennett, th 
secretary of education (top marks as def | 
er of traditional cultural values). =~ > —— 
Mr Bush insists that he has compl ed ni 

list of running-mates, short or long. F 
plods doggedly on, trying to convey his ow 
mesrage. The hard gne awards him a grudg 




















| di matt when he promises 
raise | taxes or when he expresses his scepti- 
cism of sincere change in the Soviet Union. 
In deference to the cultural conservatives, 
the Republican platform will dutifully 

mphasise education, drugs and research 
ate AIDS. 

The vice-president, doing his best to 
iden the gap between himself and Mr Du- 
akis, has been. painting.the Democrat as 
oft on crime: and even a mite e 
se efforts. have, on the whole, left Mr 
sh looking sill ly. The governor: of Massa- 
usetts is vulnerable on his policy of grant- 
ng weekend leave to convicted murderers, 
ut-he was following advice from constitu- 
tional lawyers in vetoing a bill that required 
teachers to-declare allegiance to the flag. It 
| sounds small beer. And how would he 
make his charges stick, Mr Bush was asked. 
the same way, he replied, as Mr Dukakis 
tries "to make naughty stuff stick to me". 

5; Mr Bush's trouble is that he has not yet 
found a way. to sound convincing. He is 
rt on details. And when he speaks in 
veralities, they in turn fall short on vision. 



















tractors find it easy to attack him as vague 
and passive. Conservatives wait for him to 
tell them, in detail, the principles that would 
uide him in appointing Supreme Court jus- 
tices, to define his policy towards freedom- 
fighters, to divulge his ideas about the Stra- 
egic Defence Initiative, education vouch- 
ers, tuition tax-credits, child-care, housing, 
money-raising or whatever. | 

It is just his style that puts people o£, 
ays Representative Robert Dornan, an exu- 
erant- Californian who was one of the few 
onservatives to support Mr Bush's cam- 
paign from the beginning. Even Mr Dornan 
sees no way to overcome the vice-president's 
generational better-bred inhibitions. There 
he was, says Mr Dornan, with a group of 
winnable, culturally conservative, parents 
worried to death about their teenage daugh- 
rs, but could he publicly get that Yankee 
tongue of his around a straightforward con- 
demnation of casual sex? 
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Scandals 


Make the i inquiry 


ASHINGTON, DC 


YO TWO ade T have been 
AN treated in more different ways. The 
| ale of Bd in defence e dune is 












¿rarely breaks ground on issues: his de- 

























Separate inquiries by Congress and iie 
Defence Department will be peripheral to 
the criminal, investigation. The hearings 
held by the House of Representatives' 
Armed Services Committee, which began 
on June 29th, are concentrating on defence 
procurement in general and what needs to 
be done to make it better. The secretary of 
defence, Mr Frank Carlucci, has said that 
his department may take steps of its own to 
deal with alleged offences. But the Justice 
Department is tight with its information. 


The Iran-contra scandal, by contrast, 


broke on a startled public because of a story 
in a Lebanese newspaper (though it was the 
Justice Department that found out that 
profits from the arms-for-hostages deal were 
destined for the Nicaraguan contras). The 
tale was then unfolded, first by a presiden- 
tial commission, and chen; at length and in 
full view of the television cameras, by con- 
gressional hearings. The. public, privileged 
observers at one of the strangest episodes i in 

modern history, watched. as-one gripping 
revelation followed another. - 


The downside of this spectacular Was 


that it created a legal mess of gargantuan 
proportions. Most of the witnesses who gave 
evidence at the congressional hearings were 
granted limited immunity from prosecution: 
their testimony could not be used against 
them at any subsequent. trial; The special 
prosecutor, Mr Lawrence Walsh, and his 
team, who had been appointed to find out 
whether the law had been broken, and to 


take offenders to court, first tried to delay 
the hearings. Once they started, he took val- " 
iant steps to close. ears, eyes and minds. to 


what was going on in Congress, - 
The result was a- banquet for lawyers. A 


federal district judge, Mr Gerhard Gesell, 
eventually tuled that four men, three ofc 


whom had been granted immunity, should 
be tried, but that their trials should be sepa- 
rate. Their wn evidence at the hearings 
could not. be used against them. On the 


| Y A ONE WERE = Tie BUFFALO DA 







































T nd hes sadid each use dis pe 
dence of others to defend themselves. 1 

lawyers protest every inch.of the way. The 
first trial, of Lieut€ olonel Oliver North, 


cannot begin: until CIA and National Secu- 
 rity Council officials untangle an impene- 


trable blockage of classified documents. The 
judge, in frustration, has.called upon the 
"highest authorities" in the administration 
to decide whether it was their intention that 
the case should come to trial. One issue at 
least has been cleared up: the Supreme 
Court ruled on June 29th that the office of 
special prosecutor is not unconstitutional. 
How much does trial and punishment 
matter in the Iran-contra affair? It would be 


| galling to their critics, no doubt, to see Ad- 


miral John Poindexter and Colonel North 
go free as birds. But, even if that happens, it 
may turn out to. have been a price worth 
paying to get the truth out quickly and com- 
prehensively, to kill rumour with fact. Rep- 


resentative John Dingell, a senior Democrat, 


draws a distinction. The alleged dishone 
in the Pentagon is bad. But the lran-con_. . 
affair, he says, was "an attempt to steal the 
Boves of the United States” : 
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Morals meet the 
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ary Beth Whitehead 
b Gould? The mother of Baby m has 





made it: harder for other women to have a 


baby for a childless couple for profit. She 
had agreed to a fee of $10,000, plus the fees 


- for doctors, lawyers and the broker who ar- 


ranged the match. In the énd she refused the 
money {there is no record that the profes- 
sionals followed her example). But her fight 


to regain her baby failed, though in the end 
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she was awarded generous, albeit mostly 
postponed, visitation rights. 

The case has set off storms of high mo- 
rality in almost every state. This week Michi- 
gan passed a law forbidding commercial 
surrogacy, in which brokers are paid to 
bring together a couple who cannot have a 
child of their own, with a woman willing to 
be impregnated with the husband’s sperm 
or, sometimes, with an egg from the wife (oc- 
casionally with both). In Michigan a con- 
victed broker may now be fined $50,000 and 
sent to prison for five years. 

Four other states, Louisiana, Indiana, 
Kentucky and Nebraska, had already made 
it impossible to enforce surrogate-birth con- 
tracts. Five months ago the Supreme Court 
of New Jersey, Mrs Whitehead Gould’s 
home state, ruled that commercial surrogacy 
broke the state's laws on adoption; these 
prohibit payment for a child. Now 20 other 
states are considering action. 

Commercial surrogacy is a small busi- 

ess. It is believed that only about 2,000 
children have been born to surrogate moth- 
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An end to crusades 


WILLIAMSBURG, VIRGINIA 


OME go to war and some to law: how 
about a good verbal punch-up in- 
stead? At Williamsburg last weekend 100 
or so distinguished Americans signed a 
charter, drafted by a committee of Protes- 
tants, Catholics, Jews and secularists, chat 
laid down Marquess of Queensberry rules 
for religious controversy in public life. 
Make your case robustly, suggest the 
guidelines, but allow the other fellow an 
equal right to do so too. 
Unexceptionable, you may say. But be- 
“cause a principle seems fair to reasonable 
people does not, of course, mean that it is 


generally observed. So this group of 


rather busy people gathered together to 

reaffirm their commitment to the 16 

| opening words of the first amendment to 

| the Constitution: “Congress shall make 
no law respecting an establishment of reli- 

| gion, or prohibiting the free exercise 
thereof." Williamsburg was a fitting place 
in which to do it because it was there that 
in 1776 George Mason drafted America’s 
first declaration of human rights and 
James Madison rejected the weasel con- 
cept of religious “toleration”, insisting 

that it was a man’s right to practise his 
own religion. 

The hope of those who signed the 
charter is that people may be encouraged 
to accept diversity, not just of different re- 
| ligious doctrines but of the doctrines’ dif- 
| ferent practical implications for everyday 
| life, especially in educational and sexual 
| areas where divergent views are most 


| 
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ers in America since the technique became 
known. But the business is growing. Indeed, 
Michigan's law is said to be designed to shut 
down the largest clinic in the country that 
arranges surrogate births, which happens to 
operate inside its borders. 

Typically the childless couple pays 
about $30,000: $10,000 for the mother, 
$10,000 for the go-between and the rest in 
expenses. Conscientious brokers are careful 
to examine the surrogate mothers' health, 
physical and mental, though even the most 
careful examination cannot always guaran- 
tee a perfect baby or perhaps one with red 
hair to match that of the parents. Rejection 
of the child by both sides is a horrifying 
possibility. 

The thought of a poor woman, driven 
by need or greed, selling her baby to a rich 
couple offends the national conscience. 
Passing a law against such contracts makes 
many Americans feel better. But so did the 
law prohibiting the sale of alcoholic drinks. 
And see what that led to. Some surrogacy 
brokers point out that the practice is already 


deeply held. Can discourse remain civi- 
lised on a subject such as abortion, which 
some see as a woman's choice over her 
body and others see as infanticide? Possi- 
bly not. The most passionately committed 
disputants—members of the new religious 
right and determined secularists—pre- 
ferred not to commit themselves. Neither 





With George Mason's blessing 
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being driven underground, with all the risks 
that can entail. They also note, with c 
cency, that the laws passed so far are simple - 
to evade. Michigan, for example, still leaves — 
it possible for the birth contract to be signed 
in another state where the practice is legal. — 
Non-brokered contracts between couples 
and surrogates are not affected. Feminists 
argue that a woman must be allowed to do _ 
what she likes with her own womb. | 
A recent book* is written by a surrogate 
mother who did just that. Not perhaps a ~ 
typical surrogate mother; Mrs Elizabeth 
Kane (a pseudonym) was not poor and had 
dreamt for years of having a baby for a child- 
less couple. She told her husband, before 
she embarked on the pregnancy: "I want to 
do this for the childless couples of the 
world" (she still accepted a fee of $10,000). — — 
The relentless publicity that her deci- — 
sion brought her came as a surprise. So did - 







*"Birth Mother: The Story of America's First Legal Sur- | 
rogate Mother". By Elizabeth Kane. Harcourt Brace — 


Jovanovich; $17.95. 
| 1 


the Moral Majority, fearing surrender, | 
nor the American Civil Liberties Union, 
fearing a hidden host of right-wing objec- 
tives, accepted the invitation to sign the 
Williamsburg Charter. But the Rev Billy 
Graham (who gave the keynote speech at 
Williamsburg), Mr Robert Dugan, of the 
National Association of Evangelicals, and 
Mr Robert Maddox, director of Ameri- 
cans United for Separation of Church 
and State, all signed it. So did ex-Presi- 
dents Ford and Carter (though they | 
skipped the Williamsburg. party) and | 
other illustrious men of reason: 

The organisers cherish the hope that 
their notion of vigorous but polite debate 
may even catch on beyond America's 
frontiers. Some have particular interests: 
Mr William Flynn, whose insurance com- | 
pany, Mutual of America, paid for many 
of the events, is the son of a Northern 
Irish father and a southern Irish mother. 

But the world has fiercer religious dis- 
putes even than Ulster's. Lebanon's am- 
bassador was at Williamsburg and so was 
Iraq's, speaking of the international and 
the civil wars that had been generated by | 
religious intolerance. Pakistan's ambassa- | 
dor spoke of the difficulties of reconciling | 
Islam with the requirements of modern 
society. And the chairman of the Soviet 
human-rights commission spoke of the 
new laws on religion being created in Rus- 
sia to replace the current legislation on re- 
ligion, written in Stalin's day. The revised 
laws, he said, would allow for mutual tol- 
erance, recognising the. importance of 
freedom of conscience. Well, good, said 
the Americans, trying not to sound too | 
smug. | 
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the sniggering of her neighbours, the dam- 
age to her own children, the blatant self-in- 
terest of her doctor and lawyer. Her hus- 
band lost his job with an insurance 
company. Mrs Kane became increasingly de- 
pressed as the moment came closer when 
she would have to part with the baby. 
While the much-publicised Baby M case 





was being fought she sent an affidavit to 
New Jersey's Supreme Court. It argued that 
surrogate motherhood should be banned by 
law, because of the "unexpected" damage it 
did to surrogate mothers, their children and 
their families. That has not happened yet. 
But some states appear to have started down 
the road. 





Buffalo 


BUFFALO 


town in New York state 


To most Americans, Buffalo 
has a "negative image”. It con- 
jures up boundless snowdrifts, 
rusting steel mills and intracta- 
ble unions. Try recruiting peo- 


ple from elsewhere to work there. Dr 


Thomas Tomasi does, in his capacity as di- 
rector of the Roswell Park cancer centre, 
and he admits it is an uphill struggle. Mr Ste- 
ven ple does, as president of the State 
University of New York's campus at Buffalo. 
He says getting staff to agree to move there is 
one thing; getting their wives or husbands to 
come too is a much taller order. 

Once there, they love it, say those who 
have stayed, such as Mr Jeremy Wainwright 
of M&T Bank, who came from London, 
Brussels and New York. And the weather is 
not so bad. Dr Tomasi recalls how he had 
more trouble with snow when he lived in Al- 
buquerque than he does now in Buffalo. 
Buffalo's one terrible snowstorm, in 1977, 
has simply stuck in people's minds, says its 
Representative Henry Nowak. What is 
more, says Mr Stanford Lipsey, publisher of 
the Buffalo News, the temperature in Buf- 
falo never rises above 100 degrees: though 
Lake Erie generates snow squalls in winter 
that can bury the city, it acts as a giant air- 
conditioner in summer. 

Until recently, Buffalo deserved its neg- 
ative image. At its nadir in 1983, the year 
Bethlehem Steel closed its plant there, it had 


1296 unemployment and little to show the 


world but the rusting hulks of its other 
heavy industry, grain milling. It was not al- 
ways thus. When the Erie canal, linking the 
Hudson river with the Great Lakes, reached 
the shores of the lake at Buffalo in 1825, fol- 
lowed later by the railways, the pent-up pro- 
duce of the prairies flooded out through the 
port like water over Niagara Falls. 

Buffalo, whose name comes from the 
French beau fleuve, handled and milled the 
Great Plains' grain. The city grew at a heady 
rate, producing millionaires and presidents 
(Cleveland and Fillmore called Buffalo 
home; McKinley was assassinated there and 
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Shuffling back to prosperity 


E dough few citizens of the Big Apple ise admit it, New York city is not 
y n one of a series of occasional 
some of America’s larger small cities, we look at Buffalo 


articles on 


Theodore Roosevelt inaugurated). Fhe best 
architects were commissioned to build some 
fine buildings. Those still standing include a 
splendid Louis Sullivan office block and a 
city hall reminiscent of Stalin’s more èx- 
travagant secular cathedrals in Moscow. 

As it grew, Buffalo rapidly filled up with 
Italians, Irish, Poles and blacks. Politically, it 
has remained a city typical of New York 
state, with pugnacious, often racially divided 
politics. City hall is now ruled by a former 
worker in a grain-elevator, Mr James Griffin, 
who has brought a baseball stadium and fis- 
cal sense, but not peace, to the city's affairs. 

Economically, though, Buffalo is a 
Great Lakes city. The abundant water and 
the cheap power derived from Niagara Falls 


Rescued be public honky 


attracted the steel and chemical industries. 
The port, however, has never recovered 
from the opening of the St Lawrence Seaway 
in 1959, which removed the need to unload 
the grain ships before they reached the At 
lantic. Buffalo rapidly lost business to Can- 
ada. Its economic fall was to be longer and 
more painful than thar of other northern in- 
dustrial cities. By 1975 Boston was recover- 
ing. By 1980 Baltimore. By 1985 Pittsburgh. 
Even Cleveland was on the way back when 
Buffalo was still gasping, its population 
shrunk to barely half its boom-time size. 
The decline bred an inferiority complex 


about more than just the weather. It took 


outsiders to tell Buffalo it had the sort of as- 
sets that many would yearn for at the end of 
the growth-weary 1980s. It is a city where a 
large farmhouse 20 minutes from the centre 
costs no more than a small apartment in San 
Francisco. Its policy of magnet schools (par- 
ents choosing their children's. school ac- 
cording to the subjects it specialises in) pro- 
vides unusually good education. It has a 
good philharmonic orchestra, a splendid 
collection of twentieth-century art and ac- 
cess to sailing and fishing. 

Of more practical interest to business- 
men are transport, sewer and power systems 
put in place for a much bigger population, 
huge chunks of fallow land in the heart of 
the city and a bridge that leads straight to 
the fastest growing part of America's biggest 
trading partner, the Hamilton-to-Toronto 
shore of Lake Ontario. There is also a big 
university, whose steady improvement is 
emphasised by the recent decision of its 
president, Mr Sample, not to apply for t- 
presidency of the better-known Univers 
of Michigan at Ann Arbor. Mr Sample's 
greatest achievement was to win in 1986 a 
big federal contract for the national earth- 
quake céntre in competition with the Uni- 
versity of California at Berkeley. 

Buffalo's renaissance is real. Five years 
after che steel shutdown, unemployment has 
fallen to 5.596, just below the national aver- 
age (though above New York state's). Yet 
the recovery is fragile. Buffalo still depends 
on old industries: making radiators for Gen- 
eral Motors and tyres for Dunlop, shipping 
limestone to power stations. Except for a 





handful of companies in the city centre 
(making things such as software for lawyers), 
high-technology, that balm of Boston and 
Pittsburgh, has stayed away. 

The renaissance has been led not by pri- 
vate investment, as in those cities, but by 
public money. Mr Nowak reckons he has 
brought home $900m in federal funds from 


- his membership of the House of Represen- 


tatives’ publiceworks committee, including 
urban-development action grants to help 
build everything from sewers to cinemas. 
The federal taxpayer forked out most of the 
$597m for a smart new electric train that 
goes up -and down the pedestrians-only 
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FOR EXTRAORDINARY GUESTS, 
A SUITE ON THE HOUSE 
TO PARTY ON TOP OF THE WORLD. 


It is a privilege not offered 
by any other hotel in Singapore. 

The complimentary usage 
of our breathtaking Botanical 
Garden Hospitality Suites to 
hold cocktail parties and private 
functions high above the rest of 
the world is merely one in our 
endless list of privileges. 

After all, rank should have 


its privileges. 






Something which only 
an extraordinary hotel 


can deliver. 





MARINA SQUARE, 7 RAFFLES BOULEVARD. SINGAPORE 0103. TEL: 336-8111 39 PAN PACIFIC HOTELS An Ocean of Hospitality PANPACIFIC SINGAPORE 


FOR RESERVATIONS AND INFORMATION, PLEASE CALL: TOKYO (03) 214-3001 © OSAKA (06) 227-1347 € HONG KONG (5) 891.5720 e SINGAPORE (65) 336-8111 e LOS ANGELES 
(213) 624-1450 e LONDON (UK AND EUROPE) (01) 491-3812 e SYDNEY (02) 264-1122 € USA (NATION-WIDE) (800) 663-1515 e JAKARTA (21) 323-707 € VANCOUVER (604) 662-3223 
KUALA LUMPUR (03) 441-3757 OR CONTACT UTELL INTERNATIONAL 
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Using global production sharing to make 
money means being in the right places at the 
right times. And for a growing number of 
international companies, now is the time to 
move operations to San Diego, California and 
Tijuana, Mexico. 

These neighboring areas can mean the 
best of all worlds for businesses from high 
technology electronics to consumer durables. 
Tijuana provides a large pool of stable, low 


res 
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cost labor. Minutes north, San Diego provides 
one of America's finest lifestyles, with its 
outstanding business infrastructure, 
universities, cultural pursuits and warm, 
coastal climate. 

Find out how our unique Maquiladora 
"Twin Plant" program can help make your 
business more competitive with a San Diego- 
Tijuana operation. Contact the San Diego 
Economic Development Corporation. 


San Diego Economic Development Corporation 
701 “B” Street, Suite 1850, San Diego. CA.. USA 92101. 1-619-234-8484. (FAX) 1-619-234-1935. 





NALIFORNIA? NS. approaching their 

16th birthdays may be forgiven if 
they are more eager than usual to secure 
a driving licence. Those who already 
have a licence will be exempt from a new 
law making its way through the state leg- 
iat would make it tougher, per- 
en impossible, for some teenagers 
cences until they are 18. 
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The proposal, which has easily passed 
the state Senate, comes from Mr Gary 
Hart, a state senator who used to be a 
teacher. Mr Hart (no relation) thinks 
that a driving licence can be used to en- 
, Courage teenagers to stay at school and 


rk hard there.. 

























" fora licence. School [e uts i eed n 
i "apply, nor anyo zr 
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| attra e support of teachers; par- 
cents and the California School Boards 


ate. But it has drawbacks too. What, 
Los Angeles Times asks, is to stop a 
ent. from. staying at school veil he 
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His idea is to withhold 
ces from hose fade do not do wel. —- 


! pr ogress’ " dowards gradua- Rm 
ing—a standard to be set by local educa- > 
|| tion authorities—if they are to be be slipibi dg 








um has proposed a federal |, 


Y law to withdraw. | 
wed highway money from'states. "that do not | 


LEE \ssociation, as well as nearly all the state ^ 


s s : vantages to: s explicit. M 
i New York 4 state apan fs hé. 
sitys $700m new complex at Am- 
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i 
has his licence and then dropping out | 
the next day? Others argue that it would | 
put black and minority students at a dis- — | 
advantage (a suggestion that implies that 
those students are more likely to drop 
out or do badly in school than are white | 
students). And, in sprawling southern | 
California, ill served by public transport, | 
how would a school drop-out denied a li- | 
cence ever find a job he could get to? | 
_ Partly because of these objections, Mr | 
Hart will have a tougher fight to get his | 
bill through the Assembly than he did to | 
get it through the Senate. There are, | 
however, signs that using driving li- | 
cences to bring about social change may | 
be gaining popularity. Mr Hart's idea is | 
not unique. | 
.  . Earlier this year, Mr John Sununu, | 
"New Hampshire's Republican governor, | 
tried unsuccessfully to require applicants | 
for driving licences to pass a literacy test. | 
Part of a wider programme aimed at im- | 
proving literacy in the state, the proposal | 
was rejected by the state legislature for | 
fear that it might stop those denied a li- f 
‘cence from getting to work. - p 
.- "Another idea, originall | 
the presidential ampaiy 






overnor of Delaware, 
is to use. driving licences 2 as part of Amer-., 
> ica’s frenzied war against drug: 
«B e Wilson, the Californian Repub 

fighting to hold his Senate seat this year, 














: conduct drug tests on young people ap- 
... plying for their licences. Mr Wilson has | 
"been. accused: of opportunistic election - 













to it. Happy birthday, sweet sixteen 
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_ shuffling d ie 
-And it is already bec 
centre. It hopes ti “more and more 
_medical-technology firms to the area around — 
S Roswell Park, making a sort of X-ray Valley. — 

Buffalo still makeés little use of its.po: 








l tion. Of the [4m people who visit Ngee : 
. Falls each year most sée nothing more of the. 
aa city than its airport. The shore of Lake Erie 
.. is all but inaccessible from downtown Bu 


falo, hidden behind urban freeways and a 
moonscape: ‘of slag left by the steel compa- 
~ nies. That mattered little when the lake was . 





"dead" from. phosphate eutrophication. _ 


Now it is clean, but if people: want to bathe 


At pes go to Canada. ae | 
Mr Nowak. hil procured federal money 


for a pier th: 


P .-ing gangs. 
~~ gangs ar fiot im rivalries ae 


eering and of proposing something that, | 1 
could cost as much as $5 billion. None |. 


theless, the proposal has a popular ring _ | E : Er along the street in Westwoo 


ik: ng the most E ts 
low rents, it.can offer back-toom banking, . 
paper for, Manhattan banks.. - 

ecoming quite a medical - 































at by- 
to give people a charice to f ; 
along the lake. A businessman ha 
redevelop the 1,400-acre Bethlel 
site on the waterfront as industrial 
fice parks, beaches and boating m 
Both admit that they are years | 
Cleveland in making use of Lake Erie 
Buffalo casts a competitive eye at 
Ohio neighbour. Yet: it has one thing tl 
Cleveland does not: a bridge to Cana 
Even before the free-trade agreement be 
tween Canada and the United States tal 
effect, Buffalo’s proximity to Toronto } 
brought both trade and investment ! 
the north. Canadians are building off 
blocks in Buffalo. More than 800,000 tr 
cross the Peace bridge every year into 
out of Buffalo. Most go straight throug 
but if Buffalo can get good at storing a 
trans-shipping products, as it did bef 
with grain, it could hardly fail to bene 
from its closeness to Canada. 





Gangs 


LA Lawless 


LOS ANGELES 


'OR Los. ru 1988 has béen hë 
of gang warfare. When the sun 
de city's mostly black south-central dist 
- the area turns into a war zone of drug 
killing to protect their turf. 
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E ot Beirut and Northern: v 
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pects. The enia RM Mr udi : 
frequently: sent as many as 1,000 pol : 
‘into the gangland, arresting anyone. su 
. pected of belonging to a gang. Mr Cus hi 
. vowed to-rid the streets e."rotten li 

cowards” 9 -Since Apell the police ha 
















mproved service has been an ongoing commitment by Belgium State Railways ever since 
it was founded in 1835. P» Its latest innovation, an electronic reservation system called RESELEC, is 
a good example. œ RESELEC enables passengers to make reservations for European rail travel at 
more than 50 stations throughout Belgium. M» This has been achieved by decentralizing existing 
data processing facilities with a unique data network from Philips. œ The uniqueness lies in the 
network's ability to interconnect computers, workstations and data bases of different makes 
and protocol so that they can ‘converse’ with each other and exchange information. œ Eventually, 
the network will also provide travel agencies with access to RESELEC, and even allow passenger 
to make their own ‘armchair’ reservations via the public Videotex service. PP Britain's 


Lloyds Bank also chose Philips technology to improve operational efficiency and customer 
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RAINS AND TRAINING. 





service. œ LaserVision disc players, controlled by personal computers, are used to run internally- 
developed programmes to train the bank's 46,000. personnel in procedures, bank terminal 

chniques and communication skills. B And being interactive, any segment or ‘page’ of the 
programmes can be accessed, skipped, repeated or held to suit the individual's. learning pace. 
> in addition to data networks and interactive training, you will find Philips audio, video, 


computer and lighting technologies used by banks and railway authorities the world over. P 


———— EST S 
ree SS THE SURE SIGN OF EXPERTISE WORLDWIDE. 


PHILIPS CORPORATE MARKETING COMMUNICATIONS, EINDHOVEN THE NETHERLANDS 
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EA fearsome subculture 


about 12,500 arrests at a cost of about 
— $50,000 per weekend. 

The department may be winning some 
— . battles, but it is a long way from winning the 
~ . war. The gangs outnumber.the police. Los 
-—— Angeles, with a population of 3.3m, has only 
- . about 7,300 policemen. By comparison, 
—— Chicago, with: nearly as many people, has 
— 12,500 policemen. In the 46 square miles of 
- - Los Angeles's gangland, police estimate that 
there are about 25,000 gang members. The 
— 4 police patrol the streets well armed. Some 
cruise in vans equipped with video monitors 
- that can receive pictures from police heli- 
__ copters tracking a fleeing assailant. None- 
theless, simple arithmetic haunts the Los 
_ Angeles cop: for every:man and woman in 
















Small is usurious 


[A AES years ago bank-watchers no- 
: ticed that big eastern banks were set- 
É ting up subsidiaries in two small states, 
E Delaware and South Dakota. They sur- 


mised that this was a cheap way to get the 
banks' paperwork done and, with all che 
new technology. around, the files would be 
just as accessible as if they had been stored 
in Manhattan or Chicago. They were 
right. But that was not the whole story. 
The Chicago Fed Letter has drawn at- 
tention to the amazing rise in credit-card 
loans in these two states: a growth, be- 
tween 1980 and 1987, of $25 billion in 
Delaware and of $12.3 billion in South 


the national increase in this form of debt 
during those years. At the same time 
Texas and Oklahoma were experiencing 
declines in credit-card loans of over two- 
l thirds. Yet neither of the small states con- 
E tains as many as Im people. 

The explanation is that they have 
made themselves attractive to the big out- 
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Dakota. Combined, they account for half 





blue, there are nearly four gang members. 
The sweeps have had some benefits: 
gangs complain that their drug trade has 
been hurt. But the Los Angeles crackdown 
has persuaded many gang members to take 
their drug dealing elsewhere. Indeed, some 
are travelling as far north as Alaska and as 


_ far east as Tennessee in search of customers. 


It is believed that most of the crack, co- 
caine and niarijuana comes from Mexico, 
Central America and Colombia. Unless the 
police can choke the pipeline, they are un- 
likely to be able to end the gang warfare. 
Much of the violence results from a desire to 
protect the gangs' sales territories. Drug 
sales help pay for weapons which the gangs 
use to. protect themselves against their ri- 


of-state banks, in the expectation that the 
new subsidiaries would contribute hand- 
somely to both state and local coffers. Tax 
revenue from banks in South Dakota shot 
up from under $3.2m in 1980 to nearly 
$21.2m in 1987, and in Delaware from an 
even lower level, $2.4m, to nearly $40m. 
It was the Supreme Court that made 
this possible. In 1978 it ruled that a na- 
tional bank (one with a federal, not a 
state, charter) could charge interest on 
loans to card-holders in other states at the 
rate charged in the state where the bank 
was domiciled. If states chose to do away 
with ceilings for interest on loans to card- 
holders or to fix them at a high level, they 
could persuade banks with big credit-card 
operations to move in. Having only a 
small population to complain about the 
high rates was a positive advantage. 
South Dakota led the way in 1980. It 
repealed its usury ceilings for credit-cards 
and amended its banking laws to allow an 
out-of-state bank holding company to set 
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vals. Besides confiscating the usual knives 
and pistols during arrests, police usually col- 
lect a booty of Chinese-made AK-47s, Israeli- 
made Uzis and other semi-automatic weap- 
ons, all which can be purchased in local gun 
shops without a permit. 

Gangs owe much of their popularity to 
the breakdown of family life in the ghettos. 
It is a tired but true story. Many gang mem- 
hers are born out of wedlock, come from sin- 
gle-parent families headed by a mother. 
About 90% of these families live on welfare. 
Girls prove that they are somebody by bear- 
ing children, boys by joining gangs. 

The two most notorious, the Crips and 
the Bloods, have their own uniforms, street 
talk, tattoos and gestures. Life as a member 
is regimented. Indeed, in some gangs, giving 
up membership could mean death. Most 
members do not want to. Being in a gang is 
an easy way to attain power and prestige. 
With the ability to earn five-figure and six- 
figure incomes through drug dealing, some 
gang members drive flash cars and lea’ 
rich life. Parents find it hard to persuac 
son to give up gang life for a regular job that 
may pay only the minimum wage. 

So the war against the gangs continues. 
The police go on with their arrests and com- 
munity groups try to discourage boys from 
joining them. In June the California Coun- 
cil on Justice set up a task-force to look into 
the gangs and find ways to make it harder 
for them to get weapons. The task-force will 
learn what the police already know: the 
cause of gang violence is easy to find, a way 
to end it much harder. 
ee a 
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up a single bank and transfer all its credit- 
card business to it. Originally the bank 
was meant to be in an area with few poten- 
tial customers for ordinary services. 
Delaware soon followed South Dako- 
ta's lead. Its Financial Centre Develop- | 
ment Act of 1981 in effect eliminated in 
terest-rate ceilings on all sorts of loans, , 
including credit-card loans. The state has | 
benefited handsomely, both in employ- 
ment and revenue, from the opening of 
eight new banks. Being in at the start was 
crucial. Other states that have tried to fol- 
low their example have done poorly. | 
But what of the consumer who has to 
pay interest rates on credit-card loans that 
stand at nearly 20% for the biggest issu- 
ers? Consumer advocates who have grown 
hoarse trying to incite a rebellion are now 
pinning their hopes on a bill that they per- 
suaded Congress to pass in December 
1987. It requires banks, department stores 
and other issuers of cards to make plain 
on their application forms what rates they 
charge annually and what conditions an 
applicant must accept. The hope is that 
consumers will start shopping around. 
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' does the Palestine Liberation 
‘Organisation not recognise Israel? 
silly question, Israelis would say. Destroying 
srael is the whole point of the PLO, as a mo- 
-ment's inspection of the unfortunate docu- 


3 Covenant. -Ihen again, it was all written. a 
| go, before Israel's great vic 

4n the war of 1967 and the peace which 
tpt made with Israel in 1979. Nowadays 







= many Palestinians’ attitudes to Israel are 


more ambivalent. Consider, if you will, the 
intriguing case of Mr Bassam Abu Sharif. 


Mr Abu Sharif has had a chequered a 


reer. He was once a member of Mr George 
Habash's Popular Front for the Liberation 
of Palestine, one of the bigger factions on 


the less compromising fringes of the PLO, 


and the chief rival of Mr Yasser Arafat's 


mainstream Fatah movement. The Israelis - 


held him responsible for some of the PELP’s 
bloodiest terror attacks. The letter bomb 
which removed an eye and much of his right 
hand in Beirut was probably posted by 
Mossad, the Israeli secret service. Later, 
3 though, Mr Abu Sharif switched his alle- 
- giance to Fatah, He is now considered one of 
© Mr Arafat's most trusted lieutenants. — 

3 Lately, Mr Abu Sharif has been dab- 
: bling in journalism, presumably with Mr 
— Arafat's approval. One article he wrote, cir- 






m 


ited at the Arab summit in Algiers at the. 


inning of June and subsequently re- 
ited in part in the New York Times, is 
cicating a stir. The American State Depart- 
i ment. has praised its "constructive tone" 
and it has been welcomed by prominent. Pal 





E and Gaza. Yet a few po leaders consider 


ationist” that they want to put him on trial. 
he small but deadly Abu Nidal faction has 
ated that it Shey even killhim: - —— 


ment may, it is true, read a little strangely 
Palestinian eyes. It says, for example, that 
the PLO's raison d @tre is not the undoing 
-of Israel”. It calls for direct talks with Israeli 
-leaders including, if necessary, Israel's ston- 
ily tatiompromising prime minister, Mr 
hamir. It says that the PLO does i in- 

pt the resolutions. of the United 
curity Council (numbers 242 and 





The road from the Covenant 


. ment known. as: the Palestinian National | 
< Covenant will tell you, Awkward thing, that 


estinians in the Israeli-occupied West Bank. 


p. what Mr Abu Sharif wrote to beso “devi 


¿Mr Abu Sharif affects surprise. His doc: | 


338) which imply recognition of Israel—al- 


though only in the context of other resolu- 


tions which recognise the Palestinians’ right 
to statehood. as well. But all these things, Mr 
Sharif insists, are based on existing PLO pol- 
icy..Not one of them is new. 

Perhaps. lt takes an expert to distin- 
guish between. the gradations of meaning 
implied by the numerous resolutions passed 
by successive meetings of the Palestine Na- 


duce. What dpud Mr P Abu bacis $ 
article is its clarity. It makes it plain to any 
unbiased readet that Mr Bassam Abu Sharif 
is not interested in destroying Israel, but in — 
creating beside it “a. separate, independent r3 


Palestine. That is different from the "libera 


tion” of all Palestine called for-by the PLO 
Mark 1 (before us or the Haii of 


camp, Bourj- el-Barajneh, could fall soo 


= s hel for the OM Apia may vof hav 


: views. if it were, it might open the way 1 


who: des | PLO's se iim dud. ) 
Salah Khalaf its pun ard chief and s 








| id a new: it was an attempt t 
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Israel with a “secular democratic": st 
sought by the PLO Mark 2 (since 1968). 
Who, though, does Mr Abu Sh 
speak for? Not, evidently, for his forr 
masters in the PFLP. Nor for several sma 
PLO groups, which have joined the PELE 
denouncing the article. A spokesman: 
the PFLP-General Command called the a 
cle "a great crime against the brave men y 
record a lesson of heroism every day in st 
ping up the armed struggle against the Zi 
ist enemy”. 

These groups may not marter all 
chs At the behest of Syria, most of the 
broke away from Mr Arafat’s wing of tt 
PLO in 1983. They have far less influen 
than he does among the mass of Pales 
ians. But Mr Arafat cares about Palestin 
unity, and about his relations with Syrias 
meeting in Algiers in April 1987, when m 
of the dissiderits ended their four-year.m 
tiny against Mr Arafat, was greeted with va 
relief by most Palestinians. So was. 
Arafat's tumultuous visit—the first for se 
eral years—to.,Damascus last April. Mr 
Arafat would be sorry to see Mr Abu S 
rifs article split the Palestinians, sorrier still 
to antagonise Syria’s President Assad agai 

. With. reason. On June 27th Palestinians 
from Farah Uprising, a dissident group c 
trolled by-the Syrians, expelled Mr Aral 
fighters:from Beirut’s Shatila refugee camp 
after a month of scrappy fighting. Another 





This suits the Syrians: keeping a grip on 
Lebanon is difficult enough even if the PLO 
does not rebuild its army there. But Mr As 





& authoritative" expression. of the-3 T 

















no voli He described ME Abi d 
| publie. activities as "vain 1 pol litical ge 








explain in "simple, direct, unequivocal 








= rs 
> 
sae 
" 


i 


ptr 


a aed "dp ay, a 
n A > í - b " * 


a. 
w 





j 





INTERNATIONAL 








guage what the PLO wants". Its publication 
proves that some people inside the main 
part of the PLO are ready to settle for peace 
with Israel and a mini-state in the Israeli 6c- 
cupied territories. But saying so aloud still 
gives Mr Arafat himself the jitters. He stays 
as evasive as ever. Asked by a journalist 
whether he agreed with the article’s views 
on the possible recognition of Israel, Mr 
Arafat said: "I will not reveal this to you but 
to an American representative, and I will 
speak to the Israelis only at an international 
conference." If the article was intended to 
be a trial balloon, it is in danger of popping. 





Mexico 


A small victory will 
be bigger 


FROM OUR MEXICO CORRESPONDENT 


OT since 1940 will the fight have been 
so close. Then, fraud smothered a dis- 
sident rightist general's challenge to Mexi- 


. €o's ever-ruling Institutional Revolutionary 


party (PRI). This year the party's candidate— 
Mr Carlos Salinas de Gortari, a 40-year-old 
economist—will win the presidential elec- 
tion on July 6th. But for the first time the 
party faces strong opposition from the left as 
well as from the right. If his majority is bla- 
tantly inflated the opposition will protest, 
Mexico will be visibly split and Mr Salinas's 
ability to govern will be under threat. 

Many of Mr Salinas's critics think he is 
sincere in declaring his support for a clean 
election. What they doubt is whether he can 
control the instincts of the ruling party's 
bosses, who in the past have always aimed at 
piling up.a majority of the whole registered 
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President-to-be Salinas: vote for me, but not too often 


electorate. Now the party's franker strate- - 
gists concede that its goal is a majority of ~ 


votes cast; but nobody believes it would risk 
anything less. 

The paradox confronting Mr Salinas is 
that a sharp fall in his party's voting score 
would do him good. An announcement that 
he had got something like the 7196 of votes 
attributed to Mr Miguel de la Madrid in the 
1982 election would simply not be believed. 
A score in the 50-55% range, especially if 
coupled with a few pri losses of seats in the 
senate, could be convincingly presented as a 
break with the murky past. Yet a scaled- 
down victory would be bitterly resented by 
the ruling party's labour and peasant bosses. 

For many ordinary Mexicans, the elec- 
tion's final arbiter may be a new figure in 
Mexican politics: the independent pollster. 
Opinion surveys have suddenly become a 
staple of election coverage in the press and 
of debate in campaign officés. Some of these 
surveys are shamelessly partisan, some are 
sneakily tendentious, and, in the absence of 
accurate electoral registers or censuses, most 
of them seem at least mildly flawed; but they 
all show PRI support at a historic low. 

One (pro-government) pollster has pro- 
jected a 6196 vote for Mr Salinas. A survey 


Yin May, this one supervised by America's 


Gallup organisation, gave him 5696, and 
some more recent polls indicate a decline to 
50% or less. On July 6th several news 
organisations plan to take "exit polls" of 
voters leaving the booths, not with the usual 
aim of projecting the result in advance, but 
to construct an alternative set of returns. Al- 
though the PRI machine may still try to 
pump up its score with fictitious votes, the 
pollsters represent a new constraint. 

A fall in PRI support this year was inev- 
itable, given the strong challenges from both 
left and right. In the 1976 presidential elec- 





‘tion the ruling party's nominee ran unchal- 
lenged. In 1982 the closest competitor was 
the conservative National Action party 
(PAN), which got 1696 of the vote. This 
year's PAN candidate, Mr Manuel Clouthier, 
is expected to get at least 2096. PAN crowds 
have been far larger than they were six years 
ago, and the party's Catholic middle-class 
supporters seem more vociferously es- 
tranged from the government. 

On the left, Mr Cuauhtemoc Cardenas 
has been doing even better. Most forecasters 
have put his support at around 25976. Mr 
Cardenas, the son of a PRI co-founder and 
former president, wound up his campaign 
with a rally on June 25th that filled Mexico 
City's central plaza with more than 200,000 
supporters. His four-party coalition has 
united the traditional left with a free-float- 
ing populist protest vote. It could be the nu- 
cleus of a permanent opposition party of the 
left symbolically rooted in Mexico's revolu- 
tion tather than Russia's—a striking new 
development in Mexican politics. 

Clearly, the Cardenas movement fl 
tered the pri organisers, who had designed 
their campaign to appeal to the conservative 
professionals they were losing to PAN. Yet 
some astute Salinas aides say that the emer- 
gence of a strong populist opposition should 
strengthen their hand in dealings with for- 
eign banks. At the same time the defeat of 
the left in the election should make it easier 
for Mr Salinas to claim a consensus for the 
economic reforms he is promising. 

Others of his colleagues are less san- 
guine. Some dedicated reformers say that 
Mr Salinas may be unable to fulfil his prom- 
ises to democratise the ruling party now that 
most of the dissidents who were demanding 
such changes have defected to Mr Carde- 
nas. The party's old-style bosses do not want 
to see its traditional claim to the heritage of 
Mexico's revolution being appropriated by 
the new left-wing front. 

Since Mr Cardenas is not expected ro 
be able to deploy trustworthy poll-watcl 
at even half of the 55,000 polling stations, 
many local PRI chieftains will be able to make 
his votes disappear with impunity; the more 
so because the places where he is particularly 
strong are scattered around the country— 
unlike the support for PAN, which is concen- 
trated in the northern cities. 

For all the new uncertainties, the opin- 
ion polls show that most Mexicans expect 
their ruling party to go on ruling for a good 
while yet. In a Gallup survey published on 
June 27th, 63% of those interviewed said 
the electoral system ought to be changed to 
improve the opposition's chances; but only 
1996 thought the PRI would be defeated this 
year. Another 1996 said they expected it to 
lose either the presidential election in 1994 
or thé one in 2000; and 1796 said it would 
lose in 2006, or later. But 31% said flatly 


that the PRI would “never” lose. 
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gola 
Camel-jockeys 


HE South Africans rated their visit 

“tremendously successful”; but then 
their diplomats are always thrilled by formal 
contacts with the African governments that 
usually boycott them. The Egyptians on 
June 24th gave South Africa’s foreign and 
defence ministers a handshake and a camel- 
ride round the pyramids. The real business 
they came for went less pleasantly, 

That business was the departure of Cu- 
ban troops from Angola and, linked but 
even trickier, South Africa's withdrawal 
from next-door Namibia. The South Afri- 
cans were negotiating with a joint delegation 
from the Angolan government and their 
Cuban friends. The United States was at the 
haad of the table to mediate. The Russians, 

Yough not formally in the negotiations, 
were giving the nod to the Cubans. 

This was the third in this series of nego- 
tiations, which began in London in early 
May. Two developments made the talks pos- 
sible. One was the start of Russia's with- 
drawal from Afghanistan, and Mr Gorba- 
chev's apparent wish to pull his country out 
of the other foreign adventures it got into in 
Brezhnev's time. The second is the military 
stalemate in southern Angola, where Rus- 
sian-Cuban intervention has increased the 
cost of the war to the South Africans. 

The Cubans are pleased with their 
men's performance, and have moved artil- 
lery to within range of the Namibian border. 
They say (probably sincerely) that they have 
no intention of crossing it; but, especially by 
providing air cover, they enable the Ango- 
lans to control their own territory again. 
The South Africans blame the Cubans for 
their losses. On June 27th, they say, 12 of 
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their white soldiers were killed in a fight for 
control of the Calueque dam (see map), 
which provides water from Angola to north- 
ern Namibia; they claim they killed 300 Cu- 
bans and Angolans in exchange. 

Like the South Africans, the Americans 
want the Cubans out of Africa altogether, 
and hope Mr Gorbachev will help. In Cairo 
the Russians obliged by telling the Cubans 
to stop talking about ending apartheid, 
which would have caused a South African 
walk-out. They also accepted that America's 
“covert” supplies of weapons to Mr Jonas 
Savimbi's Angolan rebel movement should 
be left out of the negotiations for now. The 
Americans returned the favour by telling 
the South Africans to drop their opening 
demand that Mr Savimbi be taken into an 
Angolan coalition government within six 
weeks of the Cairo meeting. 

The South Africans and the Americans 
hope that negotiations between the Ango- 
lan government and Mr Savimbi's UNITA 
guerrillas will start once a timetable for the 
departure of the Cubans has been fixed. Mr 
Savimbi was at first angry at not being asked 
to the Cairo talks, but seems to have 
cheered up. This week he began a tour of 
America and Europe saying: "The Ameri- 
cans will speak for us." 

Both sides are tempted to play for time. 
The Angolans and the Cubans hang on in 
case the Democrats win the American elec- 
tion in November and cut off Mr Savimbi's 





Bursting cities: Cairo 


Fading lady of the Nile uU 


FROM OUR CAIRO CORRESPONDENT 


Educated Egyptians bemoan their capital's poverty and tisation. The - 
once jovial Meeher of the wor » they lay, is tired and bedraggled. Her . 
and humour - 


sons and daughters marvellously preserve patience, decency 


66 A H, YOU should have seen Cairo in 

my boyhood,” sighed the Egyptian 
journalist Ahmed Baha Eddin. “It used to 
be one of the most beautiful and clean cities 
in the world.” No longer, alas, as any visitor 
to this dogeared but convivial capital 
knows. Yet, hard as it is for newcomers to 
appreciate, some aspects of Cairo have im- 
proved in recent years. 

Egypt has benefited from more than a 
decade of lavish western aid, including $4 
billion from the United States. Some of its 
effects are visible in Cairo. New sewers, built 
with British and American money, mean 
that fewer streets are prone to noxious 
flooding. The telephone system is much im- 
proved. A decade ago Egyptian businessmen 
sometimes flew to Greece or Cyprus for the 
day just to make telephone calls. They now 
use a digital system better than those in 
some European capitals. 

Maddening two-hour traffic jams have 
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weapons. The South Africans wait to see if 
the Russians tell Cuba to pull out anyway, — 
agreement or no agreement. Then comes 
the question of whether the South Africans | 
will clear out of Namibia, as everybody else — 
insists they must; they have said they willgo, | 
if the Cubans leave Angola, but they have — 
yet to be pinned down. The next meeting in 
this negotiation is set for July 11th in Amer- 
ica—if South Africa recovers its temper af — 
ter the losses at Calueque. | 
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given way to merely irritating 20-minute | 
ones, thanks to resurfaced roads and the — 
construction of flyovers. The World Bank — 
has paid for Cairo's first parking garages - 
and scores of new traffic lights. Since Octo- 
ber a French-designed metro, including five 
underground stations, has linked the south- 
ern industrial suburb of Helwan to down- - 
town Cairo; it is being extended to the | 
north-east. The huge holes in which subway, | 
sewer and telephone workers laboured for - 
years, further tangling traffic, are being filled | 
in and covered with grass. A Japanese-built 
opera house is to open this year. : 
All this stuns people returning to Cairo — 
after a few years’ absence. Yet keeping up — 
with the city's problems remains a Sisy- - 
phean endeavour. Local planners worry that. 
improvements are not reaching the city's — 
fast-growing fringes, that the rich have bene- - 
fited more than the poor, that Egypt will not - 
be able to maintain the new infrastructure: - 
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Every day, 1,000 new Cairenes 


in short, that everything now being done is 
only a “tranquilliser,” as one Egyptian plan- 
ner put it, to keep a chronically sick patient 
shambling on. 

Each improvement sucks in more peo- 
ple. Few third-world capitals dominate their 
countries as Cairo does Egypt. It is the seat 
of government and the centre of industry, 
culture, education and religion. For Egyp- 
tians (and still for Arabs from other coun- 
tries) Cairo is New York, Washington, Hol- 
lywood, Detroit, Oxbridge and the Vatican 
combined. Two-thirds of Egypt's non-agri- 
cultural jobs are in Cairo, and between. a 
fifth and a quarter. of its; population. The 
metropolitan area, planned for 2m people, 
now has more than 10m by official estimate 
(15m by some reckonings) and is growing by 
3% a year, nearly 1,000 people a day—two- 
thirds from natural increase and one-third 
from migration. By 2000 it will probably 
have between 16m and 20m people. 

For Egyptians, the centrality of the city 
is such that they use the same name, Misr, 
for both capital and country. "Cairo" (in 
Arabic Al Qahira, or “The Conqueror — 
after the planet Mars) was the name of a sec- 
tion of the garrison city founded in 969 and 
mistaken for the whole by an Italian mer- 
chant of the time. Cairo was once a-beauti- 
ful place. The Turkic Mamelukes’ elegant 
mosques, schools, inns and tombs so im- 
pressed the Moroccan writer Ibn Battuta in 
the 1300s that he dubbed it “mother of 


cities... boundless in the multitude of 


buildings, peerless in beauty and 
splendour.” 
However, by the time Napoleon in- 
40 





vaded Egypt in 1798 Cairo had become a di- 
lapidated city of 250,000 people in which 
the ruins of collapsed buildings were hard to 
distinguish from new hovels, “They build as 
little as they can help: they never repair any- 
thing,” wrote Vivant Denon, one of the sa- 
vants who accompanied Napoleon. 


The urge to expand 

In the nineteenth century the Albanian Sul- 
tan Muhammed Ali and his grandson Ismail 
pushed Cairo westwards to the banks of the 
Nile. Egyptians and Europeans continued 
the expansion under British colonial rule, 
and created exclusive suburbs for the rich 
such as Zamalek and Heliopolis. These areas 
remain relatively prosperous, although no 
part of Cairo can be called exclusive today. 
Pockets of poverty exist everywhere—as 
does surprising wealth. 

Mercedes cars have even been spotted 
in the “city of the dead", the lively necropo- 
lis that stretches along Cairo's eastern edge. 
Thousands of people live in and among its 
tombs (the 1986 census surveyed the area 
for the first time, but officials have not yet 
produced a number), because housing there 
is cheap and close to work. Flats in conven- 
tional houses are hard to get: rent-control 
laws, in effect for decades, have diminished 
the incentive to maintain older buildings, 
which are gradually-collapsing. They are be- 
ing replaced either by commercial buildings 
or by high-rise blocks of flats that most peo- 
ple cannot afford. 

Officials, embarrassed by the sight of so 
many Cairenes living in tombs, have long 
sought to push people out into the desert. 


Master plans drawn up since the 1950s and 
spasmodically implemented since the 1970s 
call for the resettlement of nearly 3m people 
in a dozen new desert communities. Most 
have been expensive flops. Sadat City, 
about 45 miles north-west of Cairo on the 
road to Alexandria, had fewer than 2,000 
residents in 1986, Planners would like it to 
absorb 500,000 by the turn of the century. 
On the other side of Cairo, the Tenth of 
Ramadan, a new city sprouting about 30 
miles along the road to Ismailia, has done 
better: it had about 8,500 residents in 1986. 

New towns might flourish if there were 
better transport into Cairo. One reason for 
the success of Heliopolis, the desert suburb 
developed by the Belgian Baron Empain 
early in this century, was that it started with 
a tram-ine. . So-called satellite towns 
planned closer in to the central city may 
turn out to be more successful. But much of 
the housing built by speculators is too ex- 
pensive for ordinary Egyptians. More than 
half the housing in the Fifteenth of May 
new development near Helwan, is vacant w- 
unfinished. Meanwhile there are long wait- 
ing lists for public housing. 

The most explosive new growth has 
been unplanned, and has taken place near 
the Nile on precious farmland that Egypt 
can ill afford to lose. Officials estimate that 
1.500 acres of agricultural land are lost each 
year to so-called "informal" or unlicensed 
housing, which accounts for 8096 of new 
construction. The disappearance of farm- 
land has been particularly marked in the 
once largely rural areas of Qalyubiya, to the 
north-east, and Giza, to the south-west. Be- 
tween 1976 and 1986 Giza's population rose 
by 50%, to nearly 4m. If the pharaohs came 
back to life they would find it hard to 
recognise the area around their great pyra- 
mids. The metropolitan area now laps at the 
base of the Giza plateau. 

To the west of the 20-year-old middle- 
class Giza neighbourhoods of Mohandise^^ 
and Dokki (themselves expanding both E 
izontally and vertically as high-rise blocks 
supplant villas), new tracts of raw red-brick 
buildings of three or four storeys sprawl 
along narrow lanes filled with sewage and 
trash. A recent visitor to one such district, 
Boulaq Dakrour, saw children swimming in 
an old irrigation ditch alongside the rotting 
carcass of an ox. 

- Conditions like these spawn Islamic mil- 
itants. But economic activity also thrives in 
the warrens. The number of small busi- 
nesses and workshops is growing. So are the 
social services organised by charitable and 
religious groups, Somehow, Cairo manages. 
“I don't find happiness when I go to Eng- 
land,” says the Egyptian film-maker Youssef 
Shaheen. “Here the people are much 
warmer. I love this mess." He opens his arms 
wide, as if to embrace the whole city. Lots of 
other people feel the same way. 
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The argument is just beginning 


 Jemocracy in one party 


FROM A MOSCOW CORRESPONDENT 


S AN introduction to "democracy it 
was oddly, though perhaps unavoid- 
ably, dictatorial. On June 28th, in his open- 
ing speech to the conference of the Soviet 
Communist party, Mr Mikhail Gorbachev 
revealed his ideas for a "socialist democ- 
racy”, an attempt to introduce some checks 
and balances into one-party rule. Having 
promised for months that his recommenda- 
tions would be based firmly on suggestions 
made in the lively pre-conference debate, 
Mr Gorbachev then produced the most dra- 
matic of his proposals straight out of the 
blue, surprising everyone but the tiny group 
of politicians who knew about them. 

Mr Gorbachev offered his audience an 
_.tline of a presidential-cum-parliamentary 
system, in which the Communist party 
would be shorn of most of its present med- 
dling bureaucracy and Communist officials 
would be subject to at least a semblance of 
democratic accountability. He tried to per- 
suade the 5,000 conference delegates that 
this would not mean a lessening of Commu- 
nist party control, just a more efficient way 
of exercising that control. 

His proposed new constitution would 
abolish the present Supreme Soviet (or par- 
liament), which consists of 1,500 delegates 
who. meet twice a year for no more than 
three days to rubber-stamp decisions already 
taken by the party's Central Committee. In- 
stead, there would be a larger “Congress of 
People's Deputies". This would consist of 
1,500 deputies elected directly by the coun- 
try's voters, from a choice of (presumably 
party-approved) candidates, plus 750 cho- 
sen by “public organisations"—the party, 
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trade unions, women's organisations, youth 
leagues, cultural bodies, and so on. 

The Congress would meet only once a 
year, and would have two main functions. 
One would be to elect a state president, who 
would have all the powers over domestic, 
foreign and defence policy now exercised by 
Mr Gorbachev. as party leader. (Mr 
Gorbachev himself would surely be elected 
to the presidency, though he was too tactful 
to say so.) The other function would be to 
elect 400-450 of its members to a two-cham- 
ber parliament, which unlike the present 
one would meet full-time and in theory be- 
come' a real debating chamber and legisla- 
tive organ. The president, as in France, 
would nominate the prime minister. There 
would also be a new "constitutional review 
committee" to ensure that proposed laws 
complied with the constitution. 

The presidential system would be mir- 
rored in the provinces, where each local so- 
viet (council) would have a new chairman. 
Here Mr Gorbachev's proposal bore signs of 
(nervous) compromise. He said that local 
party bosses would be "recommended" for 
the post of chairman of the local soviet, 
though they would have to stand against an 
alternative candidate, and if they lost "the 
party would have to draw the necessary con- 
clusions”. This was a muddled—and 
controversial —way of saying that the most 
important elective posts in the provinces 
would almost always go to party bosses. 

At present, all the Moscow ministries 
and local-government departments are su- 
pervised by corresponding party depart- 
ments, which issue mountains of instruc- 


tions on the day-to-day running of the 
country. The Gorbachev plan envisages the 
abolition of all these "branch" departments 
of the party. The party, he said, would im- 
plement its policy “via the Communists 
working in bodies of state power rather than 
through directives to these agencies”. 

All this adds up to an attempt to cut 
down the bureaucracy and make Commu- 
nists accountable not just to their own party 
committees but to the population at large. 
That is brave, but distinctly limited. It stops 
well short of democracy as understood in 
the West. The Communist party is not 
about to risk being defeated in truly free 
elections for the posts that really matter, 
Nor is Mr Gorbachev's proposal free of fuzz- 
iness. Some of the fuzzier parts may have 
been forced on him in the drafting process 
by the party's conservatives. In the debate 
after his speech, reform-minded delegates 
sought to impose some clarity. 


Over to you, comrades 


One of the first speakers was Mr Leonid 
Abalkin, an economist and a leading re 
former. He expressed "grave doubts" about 
the prospect that local party bosses would 
almost automatically chair the local soviets: 
that was hardly a triumph for local democ- 
racy, and did not bode well for the intended 
separation of state and party powers. 
Another inconsistency concerns the 
post currently held by President Andrei 
Gromyko. He is chairman of the Praesidium 
of the Supreme Soviet, the small body that 
runs the parliament's affairs between its rare 
sessions. According to Mr Gorbachev, it is 
envisaged that this post will continue even 
after a new full-time parliament, electing the 
new sort of president, is established. Per- 
haps Mr Gorbachev was just too tactful to 
tell Mr Gromyko, who was sitting behind 
him, that he was about to take over his job. 
The debate was lively, and not without 
moments of humour. One delegate was 
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slow-hand-clapped for reverting to old for- 
mulae of party flattery, whereupon Mr Al- 
-  exander Yakovlev, one of Mr Gorbachev's 
— close allies, read out a proposal to ban such 
babble. There was pressure for specific 
amendments to Mr Gorbachev's proposals; 
- — some of these changes may be welcomed by 
| Mr Gorbachev himself, as a chance to oblit- 
- erate the compromises he had to make in 
getting his speech through the Politburo. 
E The pre-conference “Theses” contained 
| a loophole that would allow senior officials 
i to break the rule about a maximum of ten 
years in office; should this be closed? And 
what is to be done about the plans of inde- 
pendent political groups to set up.a “patri- 
=- otic front" which would cheerfully support 
— perestroika but would be independent of the 
| Communist party? "Let's discuss this", said 
Mr Gorbachev, seemingly not ruling out the 
possibility of some sort of political structure 
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FROM AN EAST EUROPEAN 


| HE spectre haunting Europe today is 
| not the spectre of communism. For a 
recent observer at three communist party 
congresses (those of Hungary, Yugoslavia 
and the Soviet Union), it is striking that 
| nowadays there are fewer red banners with 
| slogans like “Communism is the youth of 
| the world”. Maybe there is more realism in 
communist politics, or maybe there is just 
a shortage of red cloth. The spectre haunt- 
ing Eastern Europe is the spectre of ubiqu- 
itous shortages, unpayable debts, unnec- 
essary investment, unfulfilled promises. 
History may explain why there have 
been 70 years of bad harvest weather in 
the Soviet Union, and similar malicious 
mishaps among its allies. History will also 
disregard the phrase communist countries 
like to use to describe themselves—“real 
E socialism". 
"Real" does not originate from the 
conviction that everything has been ac- 
i complished. It expresses contempt to- 
| wards Eurocommunists, or Socialists of 
| the Scandinavian brand, who have a child- 
| ish approach to the question of power. 
They naively believe that the aim of social- 
1 ists is to improve social services, create 
[ more jobs, equal life's chances. "Real" 
ones know that it is to hold on to power. 
1 Life has confirmed how right the real ones 
i have been. The left has lost power many 
times in the West, but never in the East. 
Yes, there have been crises in the East 
too: East Germany 1953, Hungary 1956, 
Czechoslovakia 1968, Poland 1981. All 
were extinguished with military power. 
But the communist world's rulers are intel- 
ligent enough to know that brute power 
won t do any longer. After 1953 the Soviet 
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How it feels down there 


parallel to the Communist party. But this 
will not be a rival party. Mr Gorbachev 
earned a solid round of applause by attack- 
ing the idea of opposition parties as an 
"abuse of democratisation”. 

He also ruled out what he called "un- 
democratic goals”, such as redrawing the in- 
ternal boundaries of the Soviet Union. That 
remark will not have gone down well with 
Armenians. They consider their claim to 
take over the Armenian-populated enclave 
of Nagorno-Karabakh from neighbouring 
Azerbaijan as perfectly democratic and 
constitutional. 

Mr Gorbachev's hope is that his latest 
proposals will make perestroika “irrevers- 
ible". Nobody, least of all Mr Gorbachev, 
will underestimate the strength and ingenu- 
ity of the conservatives in the party, who are 
determined to resist any loss of power. But 
the conservatives will have to move fast. Mr 


Union and its allies renounced war repara- 
tions from, East Germany, so that East 
German workers could eat. Hungary was 
given huge economic assistance three years 
later instead of the freedom the nation de- 
manded. The "real socialism" camp had 
more economic means at its disposal then 
than it has now. When Poland had to be 
supported after martial law was imposed in 
1981, its neighbours complained of the 
economic burden this imposed on them. 
How things have changed. Today the 
Soviet Union is more willing to offer free- 
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Not what Lenin had in min 








Gorbachev wants the legislation for his new 
constitution passed in the autumn, in time 
for an election of his new-style parliament in 
the spring. The swollen party bureaucracy is 
simultaneously to be put on its crash diet. 

There is a whiff of the “voluntarism” 
and “hare-brained schemes” of one Nikita 
Khrushchev, ousted by a discontented party 
in 1964. Will Mr Gorbachev do better? 





Soviet demonstrations 


Street life 


LE party bosses confabulate, other 

people demonstrate. In the days lead- 

ing up to the special party conference in 
Moscow, hundreds of thousands of Soviet 
citizens were on the streets, demanding 





dom to Eastern Europe than money, 
which it does not have enough of. Mr 
Gorbachev is pushing his East European 
colleagues—who are older, and therefore 
more conservative, and run smaller coun- 
tries, and are therefore more cautious—to- 
wards braver experiments in economy, 
management, even politics. When he says 
that every communist party is sovereign to 
choose its own way to socialism he really 
means it, because he is not going to bear 
the financial responsibility for insisting 
that all of them follow his line. 

Mr Gorbachev is quite happy with the 
new guard in Budapest. He would proba- 
bly like someone with more guts than Mr 
Jakes in Prague. He is looking forward to 
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more democracy, denouncing local despots, 
expressing nationalist longings. It ‘was 
mostly in the spirit of Mr Gorbachev's 
hopes for the conference; but, when the 
party is over, will the demonstrators go 
home? 

@ In the Baltic states, up to 100,000 Esto- 
nians saw off their conference delegates with 
cries of “bring independence back with you 
from Moscow". In Lithuania, about 60,000 
people took part in demonstrations in the 
capital, Vilnius, in support of economic in- 
dependence for the republic. They were 
joined by Mr Algirdas Brazauskas, a Com- 
munist official, who read out demands that 
Lithuanian be made the official language. 
Even in Latvia, usually the quietest of the 
three. Baltic states, about 50,000 demon- 
strators in Riga marked the anniversary of 
the mass deportations of Latvians by Stalin 
in June 1941. They displayed the flag of the 





t-g Mr Jaruzelski on his feet at last in: 


Poland, no matter how much the Polish 
leader will have to beg the West to restruc- 
ture his debts. But Mr Gorbachev is not 
prepared to see a Soviet worker financing 
a Polish, Hungarian or Bulgarian one any 
longer. The fate of perestroika depends 
less on what Mr Ligachev says in Moscow 
than on how the Ivanovs in the street feel 
in Kiev, Kaluga or Irkutsk. 

The Soviet leader seems to understand 
that a country's own workers pose more of 
a risk to communist rule than bourgeois 
class remnants and western intelligence 
agencies combined. Communists know all 
too well, out of their own experience, that 
hungry workers ask why the system is un- 
just, and then how to change it. This is 
why "real socialism" is eager to adopt all 
ithe plagues of contemporary capitalism: to 
rejuvenate the private sector, to accept 
shareholding, to welcome foreign capital, 

ve up planning. Lenin would turn 
awice in his mausoleum if he could hear 
ithe vocabulary of communist party confer- 
iences today. 

All possible plagues except one: real de- 
imocracy. Just as Henry Ford sold cars in 
any colour, provided it was black, commu- 
mist rulers now accept free political compe- 
&ition, so long as they stay in power. Their 

ffer to their peoples may be generous by 
950s standards, but it is too little and too 
ate in the 1980s. It consists of more auton- 
»my for state companies and local authori- 
Kies, sometimes a choice betwen two party 
nembers in local elections, the people's 
-ight to consultation (but not decision) on 
ome issues. After 70 years of bad harvest 
weather, it may take another 70 vears of 
wmergency conferences before communist 
oliticians come to understand that they 
"annot reform the economy without re- 
worming the rules of the political game. 
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old independent Latvia and called for more 
economic freedom from Moscow. 
e [n Armenia and Azerbaijan the dispute 
over control of the enclave of Nagorno-Ka- 
rabakh rumbles on. The Armenians of Na- 
gorno-Karabakh, according to Pravda, were 
holding meetings and demonstrations day 
after day, "as though in the grip of mass hyp- 
nosis”. Strike organisers said that Armenian 
workers in the region would go back to their 
jobs by the start of the party conference, but 
by June 29th little more than a half were 
thought to have done so. Violence on June 
18th and 19th was reported by dissidents to 
have killed 12 people, Armenians and 
Azeris, in the town of Masis, a few miles 
south of the Armenian capital of Yerevan. 
An official Soviet spokesman denied that 
anyone had been killed but said 16 people 
had been injured. 
@ Along the Black Sea coast, about 5,000 
Tartars were reported to be on strike, de- 
manding that the Crimean homeland from 
which their parents had been ejected by Sta- 
lin in 1946 be made an autonomous repub- 
lic. Their compatriots were demonstrating 
in Moscow for the same reason. On June 
18th and 19th the police detained five Cri- 
mean Tartars who wanted to present a peti- 
tion to the party conference. The day the 
conference opened, 150 Tartars demon- 
strated in front of Moscow city hall. Police 
stopped the demonstration and arrested 30 
of them. Two days earlier policemen in 
Tashkent broke up a demonstration by 
20,000 Tartars. 
e In Yuzhno-Sakhalinsk, on Sakhalin island 
in the Far East, there have been at least two 
big demonstrations, both against the local 
party's choice of delegates to the conference 
and the general unsatisfactoriness of the lo- 
cal party boss (complaints were heard too 
about shortages of housing and fish). One 
conference delegate, Mr Pyotr Tretyakov, 
lost his seat; and on June 17th the party boss 
was sacked. 
e [n the city of Omsk complaints about the 
non-democratic selection of -delegates 
brought out a crowd of around 7,000 on 
May 29th. In the city of Kuybyshev 10,000 
people gathered on June 23rd to demand 
the resignation of the local party leader, Mr 
Yevgeny Muravev, and about 6,000 are re- 
ported to have signed a petition demanding 
more democracy in the selection of confer- 
ence delegates. 
e In Moscow leaders ofa would-be political 
party, the Democratic Unión, have been 
calling for a multi-party system. On ]une 
llth six of them were detained and on June 
28th at least seven more were arrested. On 
June 25th, for what is thought to be the first 
time, Soviet officials joined a public dem- 
onstration of dissent, in which more than 
300 people (including Mr Andrei Sakharov) 
called for more democracy and a monument 
in Moscow to the victims of Stalin. 

The outcome of the conference is un- 


People power will out 


likely to persuade such demonstrators that, 
having tasted these pleasures, they should 
now renounce them (unless one day they 
find themselves facing guns). If they judge 
that the conference has helped the liberal 


cause, they will presumably ask for more. If 


they judge it to have been a disappointment, . 


the crowds may call for their small portion 
of democracy to be restored. What will 
glasnost say to that? 





Hungary and Romania 


War, almost 


N AN earlier age, troops might have 

started moving into positions along the 
border, guns been heaved into place, hospi- 
tal trains been shunted into convenient 
sidings. Such is the level of bitterness be- 
tween Hungary and Romania. 

Their argument is over Romania's treat- 
ment of the 1.7m Hungarian inhabitants of 
its Transylvania region. Since both coun- 
tries belong to the Warsaw pact, their armies 
move only when the Soviet Union says so. 
Indignant Hungarians have therefore had to 
content themselves with a large demonstra- 
tion in Budapest on June 27th, including a 
march to the Romanian embassy. President 
Nicolae Ceausescu of Romania promptly ac- 
cused Hungary's rulers of having supported 
this "chauvinistic, nationalistic, anti-Roma- 
nian and anti-socialist” action, and retali- 
ated by closing the Hungarian consulate in 
Cluj, the chief city of Transylvania. 

This new vehemence in an old quarrel 
has been caused by the Romanian govern- 
ment's plan to bulldoze more than 7,000 vil- 
lages in Transylvania, to rehouse their in- 
habitants in tower blocks (not necessarily in 
the same area), and to put them to work in 













































































Blood and grit — 


FROM OUR MADRID CORRESPONDENT 


i3 SPANISH bullfighters continue 

Ato show the style of Mr Pedro Gu- 

tierrez Moya, the sport may yet re- 

. cover from the embarrassing embrace 

“of Ernest Hemingway. On June 28th 
Mr Moya stepped into the world's 
most prestigious bullring, Las Ventas 

| in Madrid, for what was billed as the 

"greatest spectacle of the century”. 
Allowing for Mediterranean exuber- 
ance, the billing was reasonable. 

The matador planned to fight six- 
bulls in a row, all from the ranch of 
Victorino Martin. A victorino beast 
is to bullfighting what Mr Mike 
Tyson is to boxing. Usually, the six 
bulls killed in a corrida are fought by 
three matadors in turn. Only twice .. 
before had a bullfighter faced six - 
-victorinos at Las Ventas. King Juan 
Carlos came to watch. Mr Moya, 
known as El Niño de la Capea (the. . 
cape-work kid"), did not disappoint. 

_ Twice thrown to the ground, and 
within inches of being. gored, he | 
killed all six bulls and returned to cut 

three ears, a sign of an unusually good 
day's work in bullfighting. But why | 

would an already famous bullfighter 

. risk so much danger? His answer, like 

.. bullfighting itself, was an echo of the 

|- spirit of that pre-industrial Spain 

|. which still lives on: “I think that to 
` kill six of Victorino's bulls i in Madrid 

. isaromantic gesture.” — 

i As he left the arena on the shoul- | 

ders of his fans, it was clear. that. - 

Spain's ‘European partners, the less 

macho folk of the north who are un- 

comfortable about this blood-soaked 
sport, will have to wait a few years xe. 
| forits disappearance. | 
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| large ' aito mdüssrl coniplexes": The gov. 


ernment claims.that the aim is better use of 
land and more efficient agriculture. : 
— The Hungarians say that Romania has 
plenty of land and can find better ways to 
make farming more efficient. They say Mr 
Ceausescu's real intention is to disperse 
Transylvania s Hungarian population. A 
charge of genocide was included among the 
slogans used by the demonstrators in Buda- 
pest: in their view, the Romanian plan 
means the destruction of the Hungarian 
presence in Transylvania (which was part of 
Hungary before 1918); The anger in Hun- 
gary has been further inflamed by the arrival 
of a large number of refugees from Romania, 
most of them from its Hungarian minority. 
< Unfortunately for Hungary, there is not 
much it can do to put pressure on Romania. 
The Romanians have relinquished most-fa- 
voured-nation treatment for their trade with 
the United States, in the well-founded belief 
that the Americans would anyway soon stop 
thinking of Romania as deserving of favour. 
It has also paid off a large part of its foreign 
debt, so it is not-particularly vulnerable to 


financial pressure: At the Vienna confer- 


France 









TRANSYLVANIA ~n 





ence on European security and. co-opera- 
tion, part of the. process started at Helsinki 
in 1975, the Hungarians. have raised the 
plight £ their minority in Romania as a hu- 
an-tights issue. Romania retaliated by pre- 
rS. the conference from adopting a fi- 
nal. declaration, which required the 
agreement of all the 35 participating states. 
. Vill Mr Mikhail Gorbachev urge Mr 
C eausescu to call off his bulldozers? Proba- 
bly not. The Soviet Union has less influer _ 
in Romania than in any other East Eu_- 
pean country except Albania. Besides, Mr 
Gorbachev has enough trouble trying to 
sort out his own Armenians. and Azeris. 






| The road to coalition 






FROM OUR PARIS CORRESPONDENT 


T HAS has been a testing six weeks for Mr 
Michel Rocard, France's new prime min- 
ister. Yet the apparent success of an agrée- 
ment for New Caledonia has clearly cheered 
him up. After a period of procedural ma 
noeuvre, his minority Socialist government 





is at bat up dnd running. 


"Since he is 12 seats short of an outright 


' majority in parliament, Mr Rocard has en- 


larged rather than reshuffled his team. He 
has 48 ministers, a record for the Fifth Re- 
public. The EET „ministries. remain in the 













r Roland Dumas (foreign af- 
Lionel Jospin (education), Mr 
xe (interior) and Mr Jack Lang (cul- 
E h teh Re Sal friend, Mr Maur 















: This | is part of the famous 
o the centre". From the now 
entre-right come two supporters 
aymond Barre: the mayor of Metz, 










10 is the new minister of foreign 
ade; and Mr lean-Pierre Soisson, a rene- 
de Republican, who becomes minister of 
- labour. There are non-party appointments, 


“too. Mr Léon Schwartzenberg, a cancer spè- - 


cialist and campaigner against racial 
discrimination, is minister of health. Mr 
Théo Braun, a pensions: specialist and a 
fund-raiser for centrist candidates, is minis- 

ed people. Mr Michel Gillibert, a 
ntrepreneur crippled in an accident, 
is secretary of state for the handicapped. . 
As for his programme, Mr Rocard has 
promised ' 'concrete" policies: ones, he 
means, that meet the everyday concerns of 





ordinary people. He emphasises that repre- - 
sentative government means appealing . 
broadly to the country as a whole, not just to 


supporters of one party. The big debates 
about the 1989 budget will wait until the au- 
tumn. So will such questions as the reimpo- 
sition of a wealth tax and the introduction 
of a small monthly income for the very poor. 
These things apart, Mr Rocard had little 
"concrete" to offer parliament on June 
29th. Opposition deputies said his § govern- 
ment was already stalled. As previous prime 
"ministers have done, Mr Rocard presented. 
.his programme witt 








‘has in parliament will also wait. 7 

© “The elections to parliamentary posts 
used. unusual interest. Mr Laurent Fa- 

us, pipped for the first secretaryship of the 







ssembly. Communist votes were 
needed; their support may be repaid byaSo- 
cialist proposal to lower the minimum num- 
ber of deputies needed to form a parliamen- 
-taty group. This is 30, and the Communists 
e only 27 seats. Besides the perks agroup 














ay-to-day business. 





away group. from the in i. i 
i ro the Union du Centre has d 32 











eludir " Mr Barre, who Sod daly a more 
cor al to the new government, Though 
not; àsa minister, in parliament, Mr Soisson 
is an ally of this group. Coalition gov- 






ands: } Mr Pierre Bérégovoy i 


Marie Rausch, a Lorraine industri — 


out asking for a vote of- 
‘confidence. Testing how much support he 7 


list party, wonelection as president of. 


ys, it gives a party a bigger iyi in pai E 


stain, ho sud have loved 
! right to hold together so that he 
lead itin “constructive Opposition" to 
Rocard. As things are going, Mr Giscard 
d'Estaing may have to content himself with 
leading a broken parliamentary group and 
with chairmanship of the committee on for- 


eign affairs. Others back Mr Francois Léo- 
Gaal who favours an alliance un the r neo- 


| wihgs, eneh d Sue 
GB: ullism. and c a more mod- 





ace E dnd car out ni sight. sinice. his presen: 
tial drubbing, But he is still mayor of Paris 


and remains, for. the time being, “ impossi- 
ble, but irreplaceable”, 
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A borderline case 


HORT of the College of Cardinals, there 
can be no more improbable forum for 
Ulster Protestant politicians than the High 
Court in Dublin. But Irishmen, Protestant 


or Catholic, rarely lose their capacity for 
paradox. Two stalwarts of the Official Ulster - 


Unionist party have brought a case in Dub- 
lin against the Irish government, claiming 
that the Anglo-lrish agreement of 1985 vio- 
lates their rights as Irishmen under the re- 


. public's constitution. 


.. Since Irish law gives citizenship to every- 
óne born on the island of Ireland, the Dub- 
lin High Court has had to allow two British 


-subjects from Belfast, Messrs Christopher 


and Michael McGimpsey, to appear. Quite 


apart from the damage the case could do to 


the Anglo-Irish agreement, the McGimpsey 


brothers’ suit presents a disquieting chal- 


lenge to the Irish. Just how seriously do they 
take the claim, laid down in article two of 
the 1937 constitution, that the Irish na- 
. ‘includes the. six counties 





: known as Northern. keland? - 


The McGimpseys say; Unionist tongue 


firmly i in cheek, that the Anglo-lrish agree- 


ment recognises the legitimacy of British 
control of Northern Ireland and so violates 
the constitution. The ; agreement. has been 
disputed by Unionists since it was signed i in 


. November 1985 by the British prime minis- 
. ter, Mrs Thatcher, and the then prime min- 
ister of Ireland, Mr Garret FitzGerald. 


Unionists believe the agreement gives the 
Dublin government an official hand in the 
running of Northern Ireland, and, British 
sovereignty or not, they want Dublin out. 

. The ingenious brothers are not pretend- 
ing that their only purpose is to protect their 
rights as Irishmen. They want to see the 


agreement collapse. The Irish government, 
now led by Mr Charles LA wants it to 


have no standing in the case, Anyway, 


~ from looking beaten. 


That, courtesy of Mrs ` 


Hanover summit on June 27th-28tt 


.pose concrete stages' ' leading towards e 


tral bankers, to examine the issue if the 


— 







continue. Mr Haughey reckons i 
the agreement’s somewhat woolly 1 
tion of the British in the north, it 
make life better for Catholics caugh 
permanent minority in the six count 
Can the McGimpseys win the cas 
ter three and a half days of argument. 
in the High Court on June 17th , judgm. 
was reserved, probably until the endof ] 
The Irish government appeared confid 
its lawyers said the brothers were not p« 
sonally deprived of a constitutional right 






























agreement did not conflict with 
stitution. But the McGimpseys 
















































Even if they have not deféatud the: 
Anglo-Irish agreement, they have made 
Irish republic re-examine its claim to the 
counties. If Ireland's laws and constitu 
are genuine in their assertion that bot 
population and the territory of North 
Ireland are as Irish as Cork or Kerry, t 
the northerners’ traditions and Protesta 
religion are just as much a part of the | 
nation as are the Gaelic tradition an 
Catholicism. 

But would the Catholics whe now c 
trol the Dublin government ever fashion à 
all-Ireland state that could admit with justi 
a million fellow-Irish who want no part of 
Catholicism or the illiberal government it 
has produced in Ireland? It is a question that 
makes the most vocal republicans uneasy. If 
the answer i no, the Dublin governmer 
would do well to get rid of article two of th 
constitution, and tell the McGimpseys the 
are foreigners after all. 





EEC umm 
The rival routes - 
to 1992. 


FROM OUR BRUSSELS CORRESPONDENT HANOVER 





V ES A e will study the idea ofá án EEC c 
à tral bank. No, we won’ t actua v 


message from the Europei 





The British p prime minister got hi 
leagues to drop any specific reference 
central bank: from the. instructions 
group of experts who are to “study an 





nomic and monetary union. But, as even: 
conceded at a press conference, those. 
structions are wide enough for the gro 
chaired by the European Commission's re 
appointed president, Mr Jacques Delors 
and including member-countries’ own cen 





choose to do so. M 
The French, notably, were less thar 
happy with this. President Mitterrand 











EUROPE 





led the campaign for a central bank, which 
he thinks is an essential element in the 
Community's project to create a single mar- 
ket by the end of 1992. This is not the only 
difference between Britain and France over 
the road to 1992. The British, on most 
points, take a liberal and non-intervention- 
ist line. The French prefer a dirigiste ap- 
proach, seeking often to replace national 
regulations with Community ones rather 
than scrap them altogether. Yet France has 
already made much use of the 1992 project 
as an argument for liberalising its own econ- 
omy. The other countries stand between the 
two, often hiding behind French or British 
attitudes to avoid declaring their own. 

In Hanover, Mrs Thatcher did not hide 
her dislike of the French approach. Only 
cissies, she made clear, need a set of EEC tax- 
fraud directives to stop investors placing 
hidden wealth abroad. So far she has done 
pretty well in the argument: the main inter- 
nal-market decisions of recent months—on 
liberalising capital movements, opening up 
insurance markets, freeing road haulage 


from. quotas and licences—smack of good 


June in the EEC 


For the first time in years the Community 
| had an agony-free summit, without an ar- 
gument over the budget or farm policy. In- 
stead, the EEC's leaders turned their 
minds to higher things: they commis- 
sioned a study on economic and monetary 
union. They also appointed Mr Jacques 
| Delors to another stint as head of the Eu- 
| ropean Commission. 
Foreign affairs 
The Community and Comecon, the So- 
viet world's economic club, signed a joint 
| declaration under which Comecon ofh- 
cially recognised the EEC 30 years after it 
was set up. The declaration operis the way 
to trade agreements between the Commu- 
nity and individual Comecon members. 


The Twelve signed their first co-operation 
agreement with the Arab countries of the 
Gulf Co-operation Council. The agree- 
ment is a preliminary to a more substan- 
tial trade deal on which negotiations will 
begin later this year. 


Finance ministers decided to abolish all 
remaining capital controls within the 
Community by mid-1990. The poorer 
countries—Greece, Ireland, Spain and 
Portugal—will-have until 1992 to comply. 








Thatcherite deregulation. But the Commu- 
nity is only a third of the way through the 
286 directives of its 1992 project. Much of 
what remains involves things distasteful to 


Mrs Thatcher. 


Besides economic and monetary union, 


The agreement is a precondition for the 
liberalisation of financial services. within 
the EEC, an objective of the 1992. single- 
market programme. 

Directives 

The Twelve approved several directives 
which are part of the 1992 project. One 
liberalises road. haulage, eliminating li» 
censing and quota, restrictions among 
truckers by the end of 1992. Another pro- 
vides for the acceptance by EEC govern- 
ments of each other's university diplomas. 
Practitioners of many professions will 
thus be able to work in the EEC country of 
their choice without having to pass extra 
professional exams—although some may 
have to take a language test, and where 
relevant a test on local laws. A third series 
of directives fixes rules for food additives 
and the: packaging of foodstuffs. 


Trade and industry 
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The Community ended its system of pro- 
duction quotas for steel, exposing EEC 
steelmakers to competition for the first 
time in eight years. 


The commission imposed penal duties on 
polvester fibre and thread from Mexico, 
the United States and several countries in 
Eastern Europe and the Far East, saying 
these goods were being dumped on the 
EEC market. It also began an anti-dumping 


which she dismissed in Hanover as not go- 
ing to happen "in my lifetime", these in- 
clude fiscal harmonisation and giving the 
EECa “social dimension". Mrs Thatcher's 
spokesman, a man not usually short of ideas, 
said he did not have the slightest clue what a 
social dimension was. 

He should read the summit communi- 
qué. He would see that it means, yes, more 
regulations to improve working conditions; 
more consultation between employers and 
trade unions; and some form of worker par- 
ticipation. These measures are backed by 
the majority of EEC countries, seeking a bal- 
ance to what they perceive as a strong busi- 
ness bias in the 1992 project. The communi- 
qué also proposes binding rules on the 
environment, even regulations on television 
commercials and non-European input to 
programmes. 

If Mrs Thatcher has her way, none of 


these will happen. Beneath the calm surface 
of Hanover, the battle between liberals ` 
interventionists for the control of the 1 
project was at last launched. 
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investigation into ball-bearings assembled 
in the Community by Japanese firms for 
use in the electronics industry. EEC manu- 
facturers claim that these bearings are be- 
ing put together from components im- 
ported from Japan, to avoid the penal 
duties applied to finished bearings from 
Japan. 
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Three months behind schedule, ministers 
agreed on farm prices for the 1988-89 sea- 
son. There will be a general price-freeze, 
but several EEC governments, including 
Britain’s, will be allowed to pay their farm- 
ers back-door price rises by manipulating 
the complex exchange-rate system used ii 
the common agricultural policy. Greece 
temporarily vetoed the deal in the hope of 
being bought off with a handful of extra 
EEC cash for its farmers. 


Court of Justice 

The court ruled:that certain goods and 
services which have a zero rate of value- 
added tax in Britain and lreland must 
carry a positive rate. These include, in 
Britain, the construction of industrial and 
commercial buildings as well as water and 
sewerage services and the supply of news 
services to banks. In Ireland the supply of 
electricity to industry can no longer be 
zero-rated. The court does not contest the 
principle of zero-rating (for instance, on 
children's clothes) but said the items in 
this case did not directly benefit the final 
consumer: a precondition for zero-rating. 
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Rachman on one side, council 
blocks on the other 


UBLIC housing, the Conservative gov- 
ernment has long believed, is bad for the 
poor. In the past nine years it has reduced 
the number of local-council tenants by 
around 1m to 6m, mainly by allowing them 
to buy their homes. Now the latest housing 
bill aims to find an alternative for those who 
remain—still over a quarter of all house- 
holds, mainly the worst-off. By helping to 
` ak up the estates on which they live, and 
allowing private landlords to charge mar- 
ket rents, the bill aims to reverse the 70-year 
shift from private to public renting, 

But a totally free housing market has 
never produced decent homes for the poor. 
For them, ministers accept the need for a 
new form of social housing. Although the 
housing bill has just completed its passage 
through the House of Commons, the details 
of how that new sector will develop are still 
being worked out. The bill proposes to: 
€ End rent controls and security of tenure 
for all new tenancies; 

e Allow the government to appoint housing 
action trusts to take over the worst-managed 
council estates; 

@ Force councils to hand over estates to 
housing associations or other approved 
landlords who approach them, except where 
tenants in a majority of the homes involved 
oppose such a transfer; and 

@ Require housing associations to. use pri- 


THE ECONOMIST JULY 2 1988 


EP —— ras L 


vate as well as public finance to build new 
social housing, and accordingly to charge 
rents that are influenced by market costs as 
well as by social justice. 

In the Commons, ministers have tried 
to present the bill as one which does not just 
attack local authorities but gives positive 
help to tenants. The cabinet minister re- 
sponsible for housing, Mr Nicholas Ridley, 
does not disguise his contempt for local 
councils. He believes that breaking their 
power as landlords will in itself be of great 
social benefit. His housing minister, the 
more centrist Mr William Waldegrave, is 
aware of the dangers that may await tenants 
freed from the supposed tyranny of the 
council, only to end up with an unrespon- 
sive "social landlord" or a bullying private 
one. Mr Nicholas Hoogstraten, a thuggish 
landlord whose activities were shown on 
television this week, could become as power- 
ful a symbol of the evil private rentier as did 
Peter Rachman 30 years ago. Mr 
Waldegrave, far more than Mr Ridley, has 
the political sensitivity to realise that. 

In the bills committee and report 
stages, Mr Waldegrave has tried to make it 
seem more friendly to tenants. They have 
been given the right to be represented on 
housing action trusts, and new guarantees of 
fair treatment if they are transferred from 
councils to housing associations. The bill 


will make it easier for tenants to prove ha- — 
rassment by landlords, and make bullies like 
Mr Hoogstraten, who empty tenanted prop- 
erties to increase their value, liable to pay 
compensation up to the level of such gains. 


Cash for people, or for property? 


Unlike some of his colleagues, Mr 
Waldegrave does not think that the housing 
bill will herald the end of councils’ role as 
landlords. Most transfers to housing associa- 
tions, he believes, will be of homes in better- 
heeled districts which do not require sub- 
sidy and are best managed outside the 
council bureaucracy. Such transfers are al- 
ready taking place with the consent of coun- 
cils. On worse estates in deprived areas, the 
threat of forced transfers with the approval 
of tenants might act mainly as an incentive 
for councils to provide a more efficient ser- 
vice. Mr Waldegrave envisages the councils 
running a residual welfare-housing service 
which, together with a subsidised housing 
association sector, would attempt to cater - 
for households in the greatest need. 

For the first time since 1979, a Conser- 
vative housing minister says he is prepared 
to look systematically at low-income families 
and assess the level of low-cost housing that 
they need. Mr Waldegrave is also prepared 
to reconsider the level of subsidy that goes 
into their housing. In the past few years such 
subsidy has increasingly come to be directed 
through tenants in the form of housing ben- 
efit rather than through their homes in the 
form of payments to council housing ac- 
counts. That is causing a nasty poverty trap, 
and Mr Waldegrave would consider shifting 
the balance the other way. 

The result could be to make public 
housing more viable than it has been for 
years, though catering for a smaller, more 
specific group of tenants than in the past. 
How should those tenants be selected? That 
question needs urgently to be resolved. 
Councils are finding it harder to allocate 
fairly as a diminishing supply of vacancies is 
matched by a growing number of people 
presenting themselves as homeless. In Lon- 
don 5796 of new lettings in 1986-87 went to 
the homeless, who must be housed under 
the Homeless Persons Act. The government 
is now reviewing that act; in doing so, it will 
need to think about how to ensure that the 
needy get housed in areas where councils 
have disposed of all their property. Mr 
Waldegrave thinks it might be best to define 
national priorities on whom to house, and 
require landlords who take over council 
stock to adopt them. 

Housing campaigners who have long 
been telling the government to sort out the 
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night be expected to give a cautious wel- 
ome to Mr Waldegrave's views. In particu- 
ar, he has glad tidings for those worried by 
he running down of the public-housing 
ck: transfers of council housing to gov- 
nment-approved ‘landlords will be made - 
nly on condition that such landlords main- 
nan adequate supply of low-cost rented 
sing. In future; homes built and relet by 
using associations will be - protected 
igainst the right to buy. 

But the campaigners are: fuming, not 
lebrating. In particular, they are claiming 





he odds will be ka kenil against 
tenant in the private rented market. Pro- 
ding better legal redress. against harass- 
ent does: not always help: Mr 
ogstraten’s tenants know that if they go 
‘court they will get beaten up. — 

Thegovernment is not really interested in 
lowing council. tenants to choose their 
ndlord. In the proposed ballot on transfer 
vayfrom the council, those tenants who 
: to vote will be counted as being i in fa- 


he level of subsidy that the Taun will 
low-éouncils and housing associations will 
` produce truly affordable rents. Under 
ie new housing-benefit system, low-income 
milies will find it harder to pay high rents. 
ntral-government s subsidies for council 
housing are unlikely to return on anything 
ce their former scale. And housing associa- 
tions getting private-sector finance will be 
forced to charge their tenants much higher 
ent than inthe past. - 

The government incantation "housing 
associations good; local authorities bad" isa 
angerous simplification. No study has 
Yown that, in similar conditions, housing 
ssociations make better managers. Mr Rid- 
ends to use the inefficiencies of some in- 
er London boroughs to describe the per- 
mance of over 400 quite different 
uthorities. One particular concern is that 
he characteristic of housing associations 
ich has set them most apart from local au- 











enants—may not endure. As they take over 
vore properties, they could become increas- 
ngly large and bureaucratic; as the housing 
jill removes some of their cushioned finan- 
ial treatment, they will be under pressure to 
duce their staff-tenant ratios. 

“Me Waldegrave is treading a delicate 
ine between satisfying his political superiors 
who want him to open up rented housing to 
he free market, and meeting criticism from 





“Rachman. It is strongly in his party's interest 
hat he prove those critics wrong. If he suc- 
eeds, he will have shown that the Conser- 
atives’ third-term promise of a good: deal 
or the inner-city poor, as well as. for the 
middle classes, was no hollow ideal. _ 


Desmond Fennell, the a how 3 who has 
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Ti first part of the inquiry into che fre 
at King's Cross underground station last - 
November has just come to-an-end. Now Mr- 
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The London underground i is the oldest 


public transport system in the world. Each 
~~ working day it carries about 2.5m passen- 
D ;gers; more. people take trips on it than on 
P» E Rail. Som have RA: disliked i it. In 
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For once, the left coheres - 


RUE socialists do not give up hel 

od struggle when told by opinion poll- 
P Russia's economic statistics— 
that their views have gone out of fashion 


ways. While Mr Neil Kinnock's supporters 
palatable, an unusually cohesive coalition 
trying to büild a new movement that will 
some of the most intelligible (and most 


| wishful) r 
party is coming from its disaffected, left. 





like to outflank him on ideas. Mr Benn 


constantly claims that personalities are un- 
important, but just as often gets a raptur- 


ous reception from his many supporters. 


At the recent. meeting of the newly 


with the electorate. They patiently set out 
to educate the electorate in the error of its. 


.— agonise over how to make socialism more 


policy thinking in the Labour 


The focus.of the new movement is Mr < 
Tony Benn, who will fail in his attempt to. 
unseat Mr Kinnock in October, but would i ni 
à sign of producing a coherent programme 
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for government. The left is good at con- 
demning past Labour governments, which 
jt claims never adopted true socialism. It 
says they opted instead for corporatism— 
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Don't Londoners know it. In the same 
period, average loads per train have in- 
creased by 57%. Translation: your com- 
muter train is so hellish it is bearable only if 
you get to your destination safely. Recently 
commuters on the Northern Line have be- 
come so fed up that they have staged sit- 
down strikes. They have not been surprised 
by the horror stories of the inquiry: of staff 
who had no training in safety procedures, 
lost maps, poor co-ordination between LRT, 
the police and the fire brigade, and. much 
more. 

One aspect of Mr Fennell's report can 
be confidently predicted. The recommenda- 
tions it makes will cost money, and finding 
that cash will add to the debate already tak- 
ing place within LRT and the transport de- 
partment. Plainly, London's underground 
services cannot continue as they are; LRT 
concedes that "congestion is a serious prob- 
lem". The difficulty is easing it. LRT has re- 
cently published a strategy document. In 

farch Mr Paul Channon, the transport sec- 
ietary, announced a study into the rail needs 
of central London; preliminary findings are 
promised soon. They could include under- 
ground extensions of British Rail’s ‘lines 
through central London, néw underground 
lines, or new light-rail lines on the model of 
the one opened in Docklands last year. 

The levels of investment required will 
dwarf the growth of capital spending that 
the underground has recently seen. But who 
will provide the money? Of the remaining 
nationalised industries, only British Rail 
gets a bigger public subsidy than LRT, and 
the Treasury will wish to keep LRT's external 
financing limit (£221m for 1988-89) on a 
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an unholy alliance between the state, la- 
bour and capital, in which workers are de- 
nied real power. Mr Benn increasingly be- 
lieves that the key to socialism is greater 
“orker democracy, both within the insti- 
utions of the state and in industry, What 
he does not spell out, and his supporters 
are divided on, is the long-debated role of 
public ownership. 


Beyond economics 


Some delegates to the Chesterfield confer- 
ence showed the same naive faith in public 
ownership as their grandfathers: 
nationalise banks, land and the top 500 
companies, they argued, and the economy 
can at last be run in the interests of the 
workers. But most had to acknowledge 
that the internationalisation. of capital 
would make such a programme more diffi- 
cult to implement, as would European 
harmonisation: the implications of 
“1992” perplex radical workshops almost 
as much as they baffle the Department of 
Trade and Industry. 

Many activists now argue that, rather 
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Victims of success 


falling trend. Almost certainly, new invest- 
ment under ground will involve a large com- 
ponent of private money. The debate on 
how that money can be found should be ab- 
sorbing Mr Channon's men and Sir Keith's. 
So far, it is not. The LRT strategy document 
does not discuss private finance, and the 
transport department seems to have ruled 
out any possibility of privatising the 
underground. 

Quite soon, this lack of forethought is 
going to cause difficulties. As a public util- 
ity, London Underground will have to ask a 
parsimonious government for more money 
than it is ready to give. Some private money 
is certain to be levered by selling the air 
rights above. stations to developers, but 





than concentrating on state ownership, 
the state should look for ways of influenc- 
ing the economy through strategic inter- 
vention, especially through local initia- 
tives like the former Greater London 
Council's enterprise board. That view may 
be adopted by a steering committee which 
will soon be drawing up policy proposals 
for a future Socialist Conference. Only 
when such policies are fleshed out will che 
new-found unity of the various left-wing 
factions be tested. 

[n the. 1980s the left has appeared far 
less interested in economics than in peace 
and civil liberties. That is largely because 
fewer of its grass-roots activists are based 
in the (shrinking) trade unions, and more 
in groups standing for women, greens, 
blacks, gays and peace. For that rainbow 
coalition, issues like unilateral nuclear dis- 
armament, gay rights and curbing the 
power of the police are far more exciting 
than economic management. That, even 
more than their views, makes these new so- 
cialists look like a force of dissent rather 
than of government. 
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there is at present no grand strategy for rais- 
ing the huge sums required. Mr Tony Rid- 
ley, chief executive of London Under- 
ground, knows that privatisation has 
allowed somè once-nationalised industries 
to increase their capital spending, but he 
hesitates to pursue that option. 

Meanwhile, congestion can be reduced 
only by cutting demand. The government 
has so far told LRT to keep price increases in 
line with inflation. In the new strategy docu- 
ment, howevet,.LRT says that costs to users 
have fallen since 1980. It is inclined to raise 
fares by enough to drive some of its passen- 
gers away. Where they would then go is in- 
triguing; London's roads are also more 
crowded than ever. 





Freemasons 


No job for the 
police 


HOULD policemen in Britain be allowed 

to be freemasons? No, thinks Mr Dale 
Campbell-Savours, a Labour member of 
Parliament; 118 other MPs, most of them La- 
bour, agree with him. They voted this week 
for his ten-minute rule bill which would re 
quire all newly appointed policemen to un- 
dertake that they would “abstain from any 
activity which is likely to interfere with the 
impartial discharge of my duties or which is 
likely to give rise to the impression amongst 
members of the public that it may so 
interfere”. 

The words were carefully chosen. They 
are based upon the guidance for police offi- 
cers issued three years ago by Sir Kenneth 
Newman, then London’s metropolitan po- 
lice commissioner. Şir Kenneth went on to 
say, “a freemason's oath holds inevitably the 
implication that loyalty to fellow freemasons 
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The controversy over police. ind: ma- 
$ was started by the case of Chief Inspec- 
Brian: Woollard. In 1981 Mr Woollard 
ered widespread masonic membership 
g senior officers of the metropolitan 
‘public-sector corruption squad. He 
the time a member of the squad, look- 
into allegations of corruption in the 
ding-works department of the London 
ough council of Islington, several of 
se officials also turned out to be masons.. 





ME | o LOSE a a amne fi its ee ou 
A. spell financial disaster for a business. 
For Britain’s trade unions, the disaster has 
been political rather than financial. Mem- 
bership of the TUC has fallen from 12.1m 
dn 1979 to 9.1 m this year. But most unions 
have sustained the blow to subscriptions 
without becoming poorer in real terms. In 
986 the unions were still wealthy, with 
et assets of nearly £580m: as much, in 
eal terms, as in 1975. How have they 
one it? 


as been offset by hugely increased sub- 
cription receipts. A recent study* of the 
nances of British unions found that, of 
he 20 largest in 1985, 16 were actually re- 
eiving a higher real overall income than 
hey had been a decade earlier. So al- 
hough the TGWU had 2396 fewer mem- 
ers in 1985, its real income was 16% 
| UTR as had increased by 
8%. The Nur lost 11% of its members, 
ut a 143% rise in subscriptions more 
han doubled its income. This pattern ap- 
plies to many unions. As a proportion of 
earnings, subscription rates have risen 
quite a bit: they were 0.31% of earnings d 
1975, 0.3796 in 1985. On top of that, real 


weekly earnings rose over the decade by 




















In most unions, a dropin membership | 









mason.” 





officer to Mr Roy (now Lord) Jenkins when 
he was home secretary. Then Mr Woollard 
found" himself. transferred to a backwater. 
When he insisted on exposing the extent it of 


























Although subscriptions have risen fur- -- 
ther since 1985 (to an average of 90 pence. 
a week), they still take only half the pro- s 
portion of earnings levied in West- Ĝer+ 
many, and two-thirds that in France and 











Italy. But unions have not found it easy to 
increase rates, mainly because of their un- 


_wieldy system of decision-making. Of the ~ 
24 unions which had over 100,000 mem- © 
bers in 1986, only six let their executive — 


committee raise rates between confer- 


scriptions are taken by the entire delegate 


. conference— which takes place sometimes. 


only biennially. 


‘importance of investment income as a 


source of union cash. The employment- — 


department study confirmed that, in gen- 


eral, blue-collar (especially single indus: = 
try) unions have large assets but shrinking i 


membership, while white-collar unions 


are poor and dependent on their: mem- Ay 
bers’ money. A few unions survive en- fo 


tirely on investment income, charging no 


- subscriptions. By contrast, the Royal Cob 


lege of Nursing receives all its income 


from its members and has no financial as ‘The 


sets at all. | 
The more money a union can T 





Pu lic Prosecutions who: Was. "abo. a 


Mr Woollard was a  disringuishëd police: - 
. officer who spent 14 years in: the special ^ — 
ill branch. He served at Buckingham Palace, at 
amie Street and as personal protection 
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a national strike for a year until March 


subscriptions. for 97% of its 
ences. In the others, decisions on sub- 
was sitting in 
no interest. A 

^ c that do invest do so badly. The average 
One consequence of dediuing: aee - return on. all union i ' 


bership has been to increase the. telative DE 
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i from | orce for “ ‘neglect of 
le now platis to sue the metropoli- 
e for wrongful dismissal, mainly as a 
o presenting his evidence i in court. 
; Dritte s masons number well over 
200,000 and have royal patronage. The 
Duke P Kent is grandmaster of the crafts- 
men masoris and Prince Michael of Kent is- 
grandmaster ‘of the 61,000 higher-grade 
"mark master.n 3". Both Edward VII 
and George VI were enthusiastic masons. 
Prince Philip was persuaded by his father-in- 
law to become a mason; but Prince Charles 
has avoided any involvement. 

Although more open than their conti- 
nental counterparts, and free from t 
of scandals which: racked Italy some years 
ago, British masons are still regarded with 
suspicion. Some see them as grown men in- 



















|  dulging in infantile rituals and occasional. 
=- actsof charity (lady masons exist but are not | 
recognised by male masons); others regards 


them as members of a deeply conspiratoriz 
old-boy network. In Northern Ireland the - 
| Protestant Orange las isa branch of 
| masonry. SEND UNE 
Policemen who are masons claim that to 
dene them membership would be to infringe 
their freedom. Yet policemen already accept 
| aher restrictions. The y cannot, for exam- 









dispute, chen jd mI 
e'and the union pays | 
"than the other way 


union, the NUM, which was able to sustain 


1985, depended on its members for only 
46% of its income in-1986. 

_ Given the importance of their invest- 
ments, many unions are surprisingly slap- 
dash: at ‘handling them. In 1986 the tech- 
nicians union, ASTMS, depended on | 
income, but 
1 .£l0m—2496. of which 
current accounts, earning 
many of those unions 
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Like. iani unions it 
: , partly because of a politi- 
re luctance to dabble in capitali 


4 ices of British Trade Unions: 1975- 85. By 
Paul Willman and. Timothy Morris: Department of 
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ple, be members of trade unions, take part 
in party politics or go on strike. 

The reputation of Britain’s police for in- 
tegrity is not strong enough for them to be 
able to justify masonic membership when 
this has aroused such widespread suspi- 
cions. If they are unwilling voluntarily to 
abandon masonry, then Parliament, with 
all-party support, should compel them to do 
so. 





Church of England 


Trouble with Eve 


EN the general synod of the 
Church of England meets next week, 
its proceedings will again be dominated by 
the question of whether to ordain women as 
priests. The synod, the church's main legis- 
'ative body, agreed 13 years ago that there 
vere no fundamental objections to ordain- 
ing women. Now it will vote on a bill— 
"measure" in church-speak—which, if even- 
tually enacted, will allow women to be or- 
dained. The synod will then vote on a sepa- 
rate measure on financial compensation for 
clergymen, deaconesses and licensed church 
layworkers who resign because they object 
to women priests. Does that mean women's 
ordination is a foregone conclusion? 

Not at all. Even if the two measures are 
passed next week—only simple majorities 
are required in each of the three houses 
(bishops, clergy and laity) of the synod—the 
whole complicated. procedure of amend- 
ment and referral to dioceses will cake until 
1992, the end of the present synod's man- 
date, after which it would go to Parliament. 
By then there would be a new synod with, 
quite possibly, a new set of attitudes and 
new voting majorities. 

This obstacle, long expected, has now 

een compounded by another: members of 
wae church establishment have suddenly got 
cold feet. The archbishop of York, who has 
been a vital supporter of the ordination of 
women, has changed sides, and he is not the 
only bishop to do so. Although a majority 
supports women's ordination, some other 
bishops are so strongly opposed that they 
would be prepared to leave the church if 
women were to be ordained. 

The possibility of a schism has scared 
even some of the supporters of women's or- 
dination. They feel that no issue, whatever 
its merits, must be allowed to split the 
church. The traditionalists have also man- 
aged to convince the rest that not enough 
theological reflection has gone into the de- 
bate. Those who feel that a delay would help 
heal the wounds—including those opened 
up by the suicide earlier this year of Canon 
Gareth Bennett, a determined opponent of 
liberalism—have gratefully accepted the 
proposal for a longish truce. 
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The fruit of this decision is a report on 
the theology of the ordination of women 
prepared by the house of bishops, which will 
be discussed next Monday, as preparation 
for the debate on the two measures the fol- 
lowing day. The report, presented as a col- 
lective statement by all the bishops, is not an 
authoritative statement of doctrine, but a 
survey of both sides of the argument. It sets 
out the traditionalist view that the pattern 
of creation itself is reflected in God's choice 
to be incarnate as a male and so, as the priest 
represents God in Christ, only men ought 
to be ordained; and the liberal position that 
the emphasis in incarnation is on the hu- 
manity, not the maleness, of Christ. 

The one thing on which the bishops all 
agree is their opposition to the concept of 
women as bishops. That, they say, would im- 
peril the unity of the Anglican Commu- 





Dock-labour scheme 


Quaint seaside customs 


HAT infamous relic of post-war trade- 

unionism, the dock-labour scheme, has 
survived the 1980s unscathed. It still enjoys 
the explicit backing of the law. Yet its days 
may now be numbered. 

The scheme was set up in 1947 as a reac- 
tion to the way casual dockers were treated 
before the war. It lets national and local 
boards (half-controlled by the dockers them- 
selves) guarantee minimum dock wages, fix 
the size of dock labour forces, and stop non- 
dockers doing dockers’ work. A 1967 
amendment even provided a near-right to 
lifetime employment. One measure of the 
scheme’s effect is that a docker in Port Tal- 
bot, south Wales (the second-cheapest la- 
bour market in Britain) earns an average of 


The jobs wen gone, the: wages risen 
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nion. This is an attempt to influence the « 
bate at the Lambeth conference of thi 
Anglican Communion, which opens i 
Canterbury on July 17th. In four countrie es 
the Anglican church now ordains women a 
priests (Canada, Hongkong, New Zealand 
and the United States); in one—Am : 
the first woman bishop is about to be cho- 
sen, probably in Massachusetts this autumn. x 
At the Lambeth conference, which will. 
be attended by more than 500 bishops, ee 
200 or more from America will plead for 
greater liberalism. They will call not only for 
the ordination of women, but also for the 
use of language and a liturgy which does not 
attach gender to God, and for the accep- 
tance of homosexuality in the church. Not. 
surprisingly, the archbishop of Canterbury 
spoke last week of the need to learn to live 
with an "impaired communion". 1 
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£418 a week. ) 

In the four decades of its life, the scheme - 
has fostered a goodly set of abuses: "ghost- - 
ing", where dockers are paid to watch others — 
do dock work; “bobbing”, where twice as - 
many dockers as necessary are given a job, so 
half of them can “bob off’; “moonlight 
ing"; and "disappointment money", w 
an expected ship fails to come in. 

All this has made ports covered by hen j 
scheme uncompetitive. (Unloading a box of - 
fish in Aberdeen costs £3; non-scheme . 
Peterhead would charge only £1.44 for the - 
same box.) It has also encouraged the 
growth of ports outside the scheme: their - 
share of Britain's non-fuel port tonnage rose - 


from 8% in 1965 to 32% in 1987. In turn, - 






BRITAIN 


the number of registered dock workers in 
the scheme has fallen from over 64,000 to 
under 10,000. Their average age is 47. 

Two years ago the National Association 
of Port Employers (NAPE), which represents 
docks in the scheme, decided to lobby 
- against it. NAPE denies that the scheme is 
needed to prevent the return of casual la- 
bour and exploitation in the docks: its mem- 
_ bers, it says, would be happy to guarantee 
full-time work to dockers if the scheme were 
abolished. 

A report published last week by the 
WEFA group, a consultancy commissioned by 
NAPE, predicts that abolishing the scheme 
- would, simply by increasing efficiency, cre- 
|. ate 4, 200 jobs and extra output of £150m in 

- five years. It might do more, since jobs have 
- increased more slowly in areas with a 
- Scheme port in them than those with a non- 
- scheme port. Even after adjusting for differ- 
- ent local growth rates, employment rose 
- 5,896 a year on average between 1984 and 
1987 in the former and 7.696 in the latter. If 
- employment in the areas around scheme 
- ports started to grow as fast as in the areas 
- around non-scheme ports, there would be 
- 49,000 more jobs in five years. 

What chanee, then, of reform? The 
transport union, to which all dockers 
_ (scheme and non-scheme) belong, flatly op- 
any change. When Mr Michael Fallon 
-— (a market-minded member of Parliament) 

- argued in the House of Commons in March 
for abolition, a junior minister told him that 
| government had no immediate plans to 

act. There is pressure enough on parliamen- 
= tary time without introducing a measure 
id p could provoke a national dock strike. 

Yet the port-owners are still hopeful. Mr 

illon. and a posse of other Tories have 
ione to see the prime minister. Even non- 
- scheme ports are iri favour of winding down 
- the scheme: some think it forces up the 
= wages they have to pay, too. All British ports 
- could do with a blast of competition. Mr 
-— Nicholas Bennett, a Tory Mr, says that the 

. lowest average docking cost per tonne in 
Britain is £7. In Rotterdam and Amsterdam, 
- it varies from £2. 50 to £3.50. - 











. Equal opportunities 


Dear little things 


l 


E OST parents know that children are 

the most expensive of all luxury 

- goods. Most calculate the cost in terms of 

- pairs of school shoes and boxes of fish fin- 

_ gers. But easily the greatest cost is in terms of 

a mother’s lost earnings. A report* by Mrs 

. Bronwen Cohen of the Equal Opportunities 

Commission, compiled as part of a study by 

the European Commission, claims that 

women's job prospects would be better if the 
government spent more on child care. 
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Camping out 


UMMER holidays, for some 3m 

American children this year, will 
mean going off to camp. The United 
States has 7,000. residential summer 
camps for children. The British have 
long associated “camp” with leaking 
tents full of homesick boy scouts. But 
now summer camp.has become more 
popular in Britain, too. 

The English Tourist Board lists more 
than 40 companies running multi-activ- 
ity holidays for children. Three of these, 
PGL, Camp Beaumont, and Dolphin, run 
several centres each. Together, they 
reckon, they account for about 4096 of a 
market of 75,000 holidays a year—dou- 
ble its size five years ago. The Youth Hos- 
tels’ Association, which runs two cen- 
tres, last year had twice the bookings of 
summer 1986. 

At about £170 a week, many of these 
holidays are not cheap. But for two-in- 
come couples, they offer a break from the 
summer's child-care conundrum. They 
are also a treat. Some are: based in 
schools (including Britain's most expen- 
sive, Millfield) and use all their sporting 
and arts facilities. Others are held in pur- 
pose-built camps in the wild. The fashion 
for activities changes with time: five years 
ago computers were the rage, today it is 
wide-tyred mountain motorbiking. But a 
summer camp, the Americans say, is like 


a bowl of shredded wheat: you can add 































Having children cuts a British woman's 
potential lifetime earnings by half. In most 
other European countries, says Mrs Cohen, 
a woman returning to employment has more 
chance of resuming her former career or 
earning as much money as before. Lots more 
British mothers would go out to work—to 
proper jobs, rather than stacking shelves at 
Sainsbury's in the evening—if there were 
more public day-care for young children. 

Britain spends less 'of its.GNP on state- 
financed day-care than almost any other EEC 
country. In absolute terms, che Danish gov- 
ernment spends six times more on child- 
care than the British. As a result, says the 
report, 7896 of Danish women with children 
under five have jobs, compared with 2896 of 
British women. 

Mrs Colis wants S ucl more publie 
care: an initial target for 1993 of nursery 
places for 50% of three-year-olds.and 9096 


of four-year-olds, and nursery-schooling for 


* “Caring for Children: Services and Policies. for 
Childcare and Equal Opportunities in the United King- 
dom". By Bronwen Cohen. 

f "Childcare and Equality of Opportunity". Compiled 
by Peter Moss. 








More fun than hive | 


raisins one day and nuts the next, but it 
stays shredded wheat. The old favourites 
of hiking, sailing, canoeing, swimming, 
and arts and crafts do not change. 
Maybe shredded wheat, but not 
Coca-Cola. The average American 
child's stay at camp is a fortnight, often 
longer; whereas a British child will rarely 
spend mote than a week. Why is camp so 
much less popular in Britain? Shorter 
summer holidays, more boarding . 
schools, and less affluence all play a part. 


And a summer sports camp is not the 
surest way to escape British drizzle. 


6% of under-fives. The government is un- 
likely to pay much attention. After all, in 
America, where federal money for child ¢are 
is searce, half of all mothers with children 
under the age of one go out to work (though 
one survey found that only 18% were happ' 

with their child-care arrangements). And in 
Britain, even without much state-subsidised 
child care, employment among mothers 
with pre-school children has risen from 25% 
of the total in 1973 to 3096 in 1985. 

The smaller number of British mothers 
in the workplace may well have às much to 
do with social attitudes as with the lack of 
child-care facilities. The three EEC countries 
in which more than half of mothers of pre- 
school children work—France, Belgium and 
Denmark—also appear to be those where 
public acceptance of working mothers is 
greatest, according to the European Com- 
mission's consolidated reportt. And opposi- 
tion to mothers of young children going out 
to work is strongest in Ireland and Britain. 
According tó the British Social Attitudes 
Survey, 76% of Britons believe that mothers 
e tiny children should not go out to work at 
all. P 
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Eurosummitry 


European Community leaders 
have set up a group to study 
further steps towards eco- 
nomic and monetary union. 
Jacques Delors, reappointed 
president of the EEC Commis- 
sion, will chair a committee 
of central-bank governors and 
other experts. Britain's 

prime minister, Margaret 
Thatcher, poured cold water 
on the idea of a European cen- 
tral bank. Sterling looks set to 
remain an anomaly, outside 
» the European Monetary Sys- 
tem, though part of the Euro- 
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| Metal-bashing 


EEC governments agreed to 


scrap all steel quotas. Unfet-. - 


tered production will make 


prices slump. 


America's Boeing and the Eu- 
ropean consortium Airbus 
Industrie are to sell aircraft 
to Eastern European coun- 

t tries. Airbus has already got 

- permission from Cocom, 

- which vets the sale of western 


} technology to communist 


— countries. But such ai 

will have to be serviced in the 
West. An Airbus A-320 crashed 
in France on a demonstration 
flight and killed three people. ' 


People 


America's ailing car giant, 
General Motors, reshuffled 
its top management for the 
third time in three years. 
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Three rivals nów become po- 
tential successors to the chair- 
man, Roger Smith. 





Rocco Forte, chief executive 
of Trusthouse Forte, a Brit- 
ish hotel group, said top man- 
agers of the rival Savoy. 
group were overpaid: they 

“had their snouts in the 
trough.” Mr Forte’s company 
continues to chase the Savoy. 


- Finance 


Sudan broke off talks with 
the International Monetary. 
Fund and refused to devalue 
the Sudanese pound. Of Su- 
dan's $3 billion of arrears on 
its foreign-debt servicing, 
$700m is owed to the IMF. 


Citicorp is sniffing around 
First Republic, an insolvent 
$28-billion Texas bank. Since 
March First Republic has been 
surviving on up to $4 billion 
of emergency loans from the 
Federal Reserve Bank of Dal- 
las and the Federal Deposit In- 
surance Corporation. 


Bear Stearns is suing Jardine 
Matheson, the Hongkong 
trading company which 
changed its mind about taking 
a 2096 stake in the investment 
bank after the stockmarket 
crash last October. + ` 


The fast lane 


Porsche stopped making its 
cheapest model, the 924. It 
blames a weak dollar and the 


stockmarket crash. 


wes: 
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THIS WEEK 


The halos are not gleaming so 
brightly at Morgan Stanley, 
Wall Street's saintliest invest- 
ment bank. America's Securi- 
ties and Exchange Commis- 
sion accused one of its staff, 
24-year-old Steven Wang, of 


insider trading. The sec asked | 


him and a Taiwanese business- 
man, Fred Lee, to disgorge 
$19m of illegal profits and pay 
$57m in damages. Morgan 
Stanley perked up when it ar- 
ranged a $3.6 billion leveraged 
buy-out of Fort Howard, ac 


paper company. 





peal by America, the 
Swiss authorities had been 
about to ban insider trading. 


~ But the Swiss Investors’ Pro- 


tection Association won a rul- 
ing from the High Court 
which postpones implementa- 


. tion of the ban. 


Floating free 


South Africa's leading Afrika- 
ner-owned industrial group, 
Rembrandt, will float off its 
international holdings, which 
may be worth $1.5 billion, in a 
European-based company. 
These include luxury brands 
such as Dunhill and Cartier, 
and a third of Rothmans In- 
ternational, a British tobacco 
company. Philip Morris, an 
American tobacco company, 
is to spend up to $5m on an 
advertising campaign that will 
emphasise the economic 
power of smokers. 


Racal, a British electronics 


. group, will float a quarter of 


its Vodaphone carphone sub- 
sidiary in October next. 
Vodaphone has been as suc- 
cessful as the rest of the group 


has been lacklustre. It could 


| to become primary dealers in. ^ 


: out, because the Fed wants Ja- - 
































be valued as high as £2 billion — 
($3.4 billion). McKinsey, a 
firm of management consul ` 
tants, has prepared a report 4 
on the British electronics in- — 
dustry for the National Eco- - 
nomic Development Council. | 

It finds that British firms have | 
been too dependent on de- | 
fence and telecommunica- 
tions, have been slow to be- 
come international and have - 
spent too little on investment. — 
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Tit for tat ! | 
America’s Federal Reserve al- | 
lowed two more foreign firms 


Treasury bonds: S.G. War- | 
burg and Wertheim Schrade T: 
Yamaichi Securities was kept «| 


t 
pan to do better at opening up} | 
its government-bond market E : 
to foreigners. Thirteenof = | 
America’s 44 primary dealers | 
are now foreign-owned. | 

Jd 

4 
Meanwhile in Tokyo foreign  . 
securities houses expect to bet 3t 
given a bigger role in cru un. | 
derwriting of ten-year Ja 
nese government bon E" j 
The number of foreign firms 
in the syndicate may be dou- — 
bled to 60. 4] 


3] 


The other como “| 


While prices of many com-  - | 
modities have soared, spot oil _ 
prices continue to weaken. 
More OPEC countries are ig- _ 
noring the limits on output, —. 
and are selling oil at below the — 
cartel's M prices. pel 
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ere 31st March 
M | ! 19 1987 


| Give iven 4 the oie swings in stiarket conditions during the year, the outturn is most a y Sin : 


os ing. It demonstrates the soundness of our strategy in building. a well-balancec 


"obanking, securities and asset management group with a strong domestic. base 
continuously expanding. international, activities. 


The diversity of our operations provides “adjusting the. lance of our activities, 


4 löng term’ protection for our earnings. — develope? oa investing. in our personnel fy 


. Thus our equity business had a 
; very good first half and — | 
„za weaker second; the 


s'trend.of our fixed — NEN NEN YO: ( pa 
., interest business was v WE ^n! SESS "hose other ^g 
l the reverse. Other -. | à a docs Overseas centres 


“areas = corporate —— | which we have 
finanice, treasury and 3 identified as essential 


foreign exchange — ' : to the profitable pur-- 
: "operations — were strong. ds | | e o . s  suitofo our strategy. 


7 e and Mercury Asset = 0 we are confident of our ability t 
Management had an excellent. year 000 0— meet our aim of f giving 8 shareholde 
We shall go On selecting the range and | n 


; The Annual 4| port of s. G. War burg Group ple will be end: to Giclee on 1st ful /. 1988. Cor 
S obtained alter that date from the Secretary, 33. King Wi ljam Street, London ECAR. OAS. 


-Singa jore E E dney B Toronto g Z uric ch | 








Commodity prices in orbit 


HE average price of raw materials has 
reached its highest point in nearly 15 
years. In real terms, The Economist 5 index 
of commodity prices is not far short of the 
level it hit during the first post-oPEC com- 
modities boom. That led to stagflation in 
the late 1970s, and to demands from devel- 
oping countries for a New International 
Economic Order—an attempt to rewrite the 
rules of world trade. Why have prices risen 
so suddenly now? Who will benefit? And will 
prices fall as suddenly as they have risen? 
Resist the temptation to put everything 
down to North America's drought. Maize 
and soyabean prices are both about 7596 
higher than at the start of 1988; wheat 
prices have risen by one-fifth, with most of 
the increase occurring in the past four 
eeks. But the pyrotechnics of the metals 
arkets make these food crops look like 
mere sparklers. Nickel prices have all but 
doubled. Zinc prices have risen nearly 7096. 
Counted in SDRs to minimise exchange-rate 
fluctuations, The Economist's food. index 
has risen by one-third in. the past 12 
months; the metals index has more than 
doübled, to its highest level since the 1950s. 
The reasons for those rises have some- 
thing in common: both food crops and met- 
als supplies have been temporarily disrupted 
after a long períod in which stocks fell. In 
the previous two commodity booms, the 
overall price rises were driven largely by one 
group of commodities—by metals and other 
industrial raw materials in 1974-75; by cof 
fee and other crops in 1976-77. This is the 
first time since the Korean war that prices of 
both categories of goods have been rising 
strongly together. 
Nonetheless, the pattern this time con- 
firms in part the old view that prices of agri- 
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cultural commodities are largely determined 
by changes in their supply, industrial com- 
modities by changes in demand. In metals, 
mines made bullish investments in new ca- 
pacity during the 1970s and early. 1980s. 
They turned out to be wildly uneconomic in 
the mid-1980s when users of metals reacted 
to high interest rates by cutting stocks, and 
to competition by using materials more effi- 
ciently. Between 1973 and 1986, there was a 
20% fall in the amount of copper used per 
unit of GNP in OECD countries. The result 
was that capacity had to be cut sharply 
round the world. Strikes in mid-1987 slowed 
production at some big mines, causing users 
to dig into their stocks. Now that demand 
for metals is rising faster than industrial pro- 
duction prices have inevitably soared. 

In food, it is the all-too-visible hand of 
governments that has cut stocks. In both 
Western Europe and the United States, the 
cost of farm support exploded between 1984 
and 1986. The European response was to 
impose quota restrictions on output; in 
America, land was taken out of production 
under “set-aside” programmes. When buy- 
ers of food crops could see vast stockpiles of 
everything from butter to beef, they knew 
they were safe from market-price rises. The 
prospect of sales from American stockpiles 
coinciding with politically mandated reduc- 
tions of European grain mountains and 
dairy lakes has changed that—and sent buy- 
ers stampeding to the commodity markets 
before supplies tightened even further. 

Does this mean that developing coun- 
tries will reap windfall gains, as they did in 
previous commodity booms? The answer 
this time is probably no: the gains will be 
distributed differently. 

True, dearer copper and aluminium are 


Jan 1987=100 


good news for some developing countries, — 


notably Chile, Zambia, Zaire and Jamaica. 


Chile has written this year's budget on the — 


assumption that copper will cost 83 cents a 


pound; the spot price (the price of metal for ~ 


immediate delivery) now stands at well over — 
100 cents. But these countries are not typi- - 





cal. Only half the world's primary commod- ~ 


ities come from developing countries. 
Nickel and zinc, two of the more mete: 
oric metals, are really developed-cou 


products: 7796 of zinc and 5496 of nickel ! 


production last year came from OECD coun- 
tries. So, although some poor countries will 


benefit greatly, rising metals prices will not — 


transfer resources from rich to poor coun- 
tries as much as within the group of rich - 


2^ 2s 


countries. Those poorly endowed with com- 


modities (such as Japan or West Germany) 
will lose; those to whom nature has been 
more generous will gain. The currencies of 


t 


resource-rich Canada and Australia have al- - 
ready risen further against the American — 


dollar this year than those of any other in- 
dustrial country. 


The picture is similar in the soft-com- — 


modity markets. It is the prices of temperate 
crops that have increased most spectacu- 
larly—wheat, maize, soyabeans. The tropi- 


cal products on which many of the world's 


poorest countries rely have not budged. - 
Prices for coffee (the world's second-biggest — 
traded commodity by value) have increased — 
by just 3% so far this year, and will certainly ` 


decline if America pulls out of the interna- — 


tional coffee cartel. Cocoa prices have fallen’ 
by around 15%, tea prices by around 20%. 


The North Downs, not the Matterhorn 


The last great waves of inflation in the 1970s 

were preceded by a commodity-price shock. 
This one should give pause for thought but — 
not necessarily cause a panic, for commodity — 
prices are better at detecting turning-points - 


in inflation than at predicting the magni- 
tude of the swing. 


One element of earlier commodity-price - 


spikes which were followed by inflation was 


an explosion in the oil price. It is easy to see 
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vhy, for trade in oil is worth more than 
tt s de in all other commodities put together. 
: is time, oil has behaved itself. North Sea 
Brent is now more than 2096 cheaper than it 
E ras à year before. 
- Nevertheless, dearer crops in America 
» 1988 will push up food prices in 1989. 
_That is worrying: since consumers pay more 
ds tention to the price of a daily loaf than to 
the price of a car, higher food prices are 
m ore likely to feed through to higher wage 
But food makes up only 16% of 
American consumer-price index. lf 
7j merica's drought raises it two percentage 
Agana in 1988, it will push up the general 
bur level by only a third of 196. 
- .. The story may yet yield good news for 
producers and much-needed relief for devel- 
E. ping countries. In May the IMF predicted 
that commodity prices ought to be constant 
> real terms between 1989 and 1992. Mr 
Phillip Crowson, the chief economist of the 
ts d's biggest mining firm RTZ, says that it 
is wrong to assume that the commodity- 
ppree chart must in the future show the 

spikes and flat bits it has shown in the past. 
though there have been sudden falls in 
the markets for grains and for aluminium— 
anc though there will be more—the present 
high prices, he thinks, could be followed by 
“the gentlest and slowest of declines: "think 
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^ nation that just 
loves to consume 


P 1988 Japan's economy will grow faster 
than in any year since the first oil shock. 
The country's celebrated exporters are pro- 
iding none of the boost. The yen value of 
- exports—which i is what matters to Japanese 
 Companies—has fallen by a quarter in the 

two years. The fall is explained in part 
mE loss of world-market share but mostly 


of it not as the Matterhorn, but as the scarp 
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by a vigorous effort by Japanese 
firms to shift production offshore. 

Meanwhile, imports have 
surged ahead. Even in yen terms 
they are up by 1396, year on year, 
according to May's trade figures. 
In dollars they are up by twice 
that, following a dollar rise of over 
3096 during 1987. Almost half of 
Japan's imports are now manufac- 

tured goods—the proportion has 
mee doubled in the past seven 
years. Japan is becoming an attrac- 
tive market for the Asian dragons, 
for Europe and even for America, 
whose exports to Japan are pick- 
ing up. . 

Half of the cameras sold in Ja- 
pan are now imported. The same 
goes for radios, textiles and elec- 
tric fans. Next to be conquered 
will be the markets for cheap tele- 
visions and video-recorders. New 
agreements to liberalise agricul- 
tural trade will change the pattern 
of trade. So will a deal that makes it easier 
for America to sell a range of products, from 
pet food to golf clubs, in Japan. It is easy to 
find economists who think that Japan's 
trade surplus could be virtually eliminated 
by the mid-1990s, though returns from di- 
rect and portfolio investments abroad will 
provide the country with a comfortable cur- 
rent-account surplus for a long time after 
that. More of the imports are being made by 
Japanese subsidiaries abroad; this will add to 
profits accruing to Japanese shareholders. 

In the first quarter of this year, when Ja- 
pan achieved a once-familiar annualised 
growth rate of 11.396, the contribution of 
trade was negative. With commendable alac- 
rity, Japan's economy has found a new en- 
gine for its growth: domestic demand, which 
grew at an annualised 1296 that quarter. Ex- 
ports will always be vital to Japan, which 
needs them to finance its imports of raw ma- 
terials, energy and food. But last year the ex- 
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port of goods was equivalent to 
less than 10% of Japan's GNP, with 
invisible exports bringing in an- 
other 396. In Britain, visible and 
invisible exports are the equiva- 
lent of 30% of GNP. Japan's exter- 
nal surplus now represents less 
than 496 of GNP: it fell by 12% last 
year, and is still going down. 

Japan's domestic-led growth 
will not continue at the furious 
rate of the first quarter. The boom 
comes, in large part, from the de- 
mand-boosting special budget 
passed in May 1987. This deliv- 
ered ¥1 trillion ($7.7 billion) of 
tax cuts in the form of a year-end 
rebate plus ¥5 trillion in public- 
works spending, most of it done in 
late 1987 and early 1988. This 
boost has largely worked through 
the economy. The government is 
now fretting about inflation—su- 
ply bottlenecks are 
problem—and is unlikely to intro- 
duce another supplementary budget this 
year. There will, however, be another tax 
cut. Like the previous one, it will arrive as a 
year-end rebate. It is being offered as part of 
a deal to secure a broad-based sales tax from 
April of next year. 

Government spending is already wind- 
ing down. This quarter it will be 3% lower 
than in the first, and it will go on falling. But 
private capital investment, especially’ by 
manufacturing industry, is taking up some 
of the slack. Growth will be lower for the 
rest of the year, but is still likely to end up at 
512% to 6%. The April figures for new ma- 
chinery orders showed a 3496 year-on-vear 
rise. Private construction orders were up 
1796 in the year to May. Private capital in- 
vestment is forecast to rise 1296 in real terms 
during the current financial year. 

Businesses are expanding because they 
feel rich. Interest rates have been kept lo 
and share prices on the Tokyo stockmark 


| High on yen Japan's: Fiscal years | 
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^] cent ly announced a 
Doesi it really need to bother? 











» public-sector debt reached 
f GDP at the end of 1987, up from 
+1980. This makes America, with 































































‘a model of fiscal rectitude. Italy's 
Suki do-cpP i had been on course to 
ss 20096 early in the next century. Its 
new 
106% of Gop by 1992, by trimming the 










|. budget deficit from- last’ years 11.7% of 


ODP to about 6% of cpp. This requires 
two changes: the primary budget deficit 
(that is, excluding interest payments) 
ust become a surplus; and interest rates 
‘must fall. The Treasury is betting on a vir- 
.. tuoüs circle: a lower deficit will allow in- 
tetest rates to fall, which will further trim 
the deficit and so reduce interest rates 
again. 
^^ Though the plan has its critics, every- 
: body agrees that something must be done. 
"But why? Economists care about public 
debt for a variety of reasons: 
-@ A sustained rise in debt can become self- 
generating, as mounting interest pay- 
ments swell the government's borrowing 
requirement. Debt service already ac- 
counts for two-thirds of the government's 
total deficit, equivalent to 8% of its GDP. It 
is a truism that so long as (a) interest rates 
‘are higher than the growth rate of nomi- 





" primary deficit, the debtto-GDP ratio will 
continue to rise for ever. Italy meets both 
conditions. 

@ Under such. circumstances, govern- 
ments will be tempted to erode the debt 
with à flush of high inflation. : 
-@ Meanwhile, heavy borrowing may push 
| up interest rates and crowd out Private 

EN investment. 

::e The higher the debt, the heavier the in- 
terest burden, and hence the tighter the 
jueeze on other sorts of public spending 

for any given budget deficit. = 
^7 The snag is that Italy, the big industrial 
country with the highest debt-to-Gpp ra- 
tio, seems to be thriving on it. In the past 
decade it has had the fastest growth rate of 
| the four big European economies; its 
- [ share of private investment in GDP is 
^. higher than the EEC average (so much for 
| crowding out) and its inflation rate, 
"dM though still higher than the European av- 
| erage, has fallen to less than 5% from 
- more than 20% in 1980. What is Italy's 
"secret! A new volume of studies* suggests 
ee main answers. E 






























roof foras for economic ruin would be 
de unions plus Italian public finance. Italy's government re- 
five-year plan to bring its budget under control. 


blic-debt-to-opP ratio of about 30%, 


plan aims to stabilise the ratio at - 


: _nal Gpp and (b) the government runs a 

















First, Italian households are among the 


— thriftiest in the world. They saved 24% of 


their disposable income (equivalent to 
19% of cpp) last year. This compares with 


.1796.in Japan, 6% in Britain and only 4% 
án America. Governments in high-saving 


countries can borrow more without 
crowding out private investment. | 
Second, the government has tightly 
regulated its domestic financial markets 
and put controls on external flows of capi- 
tal. This has restricted investof$ in their 





choice of financial assets, giving the gov- 
ernment a pool of captive savings from | 
which to finance its deficit. As a result, 
unlike America or Belgium, only a tiny 


fraction of Italy's debt is owed to foreign- 
ers, so the economy is less vulnerable to 


the whims of foreign investors—and less 
likely to see its borrowing habit slapped 
down by angry currency markets. 


And third, the Bank of Italy is re- 
garded as relatively sound on inflation. In 
the past few years it has increased its inde- 
pendence from the Treasury. In 1981, for 
instance, the Bank was freed from its ob- 
ligation to buy unsold Treasury bonds. 
This weakened the link between the defi- 
cit and money creation, making investors 
less fearful of future inflationary conse- 


E "High Public Debt: The Italian Experience". Edited 
by F. Giavazzi and L. Spaventa for the CEPR and the 
Italian Macroeconomic Policy Group: 


— 


quences—and so more willing than n 
would otherwise be otie up. their wealth 


high savings rati 
30% in the 19; 


for Italian Lic ; 


of households” ; 
pared with only 3 
when rape wi 


investors with à 


assets. In the: 1990s 


Pollai br de fiet time. 

If the government fails t 
borrowing it might then see Ital 
tic capital in full flight to other Euro 
markets. That would provoke a c 
in the lira so severe that withdrawal fr 
the European Monetary System—how 
ever embarrassing—might have to be con- 
sidered. The maturity structure of Italy's 
public debt—itself a result of years of high 
borrowing—leaves the Treasury particu- . 
larly vulnerable. Long-term fixed-interest 
debt is costly to issue; so about 80% of t 
debt is of short maturity or issued on float- 
ing-rate terms. Because government paper 
is highly liquid;-it can easily be sold and 
the proceeds sent abroad. 

All this suggests that Italy's new. v bud- 
get reform is necessary after all—anc 
rather welltimed. But the fact that this 
economy has thrived for so long under 
reckless fiscal policies does point to a gap- 
ing hole in modern economic thinking 
Economists these days stress the role o 

“credibility”. Yet they have no clear id 
of what makes a policy credible or other- 
wise. To say that the rate at which. Ital 
has created public debt is “unsustai 
able" —meaning. simply that it cannot | 
on for ever— is inconvincing. It is evide 
that international capital markets care n 
about infinity but about. the foreseeab € 
future. X 

Over such a timescale, economic tli 
ory gives no useful ases on a the, Poi 


For all economists ak roa 
to-GDP ratio of 150% fs ds 4 
slowly might be more "credible" Eañ o 
of 5096 that is growing rapidly. On tl 
the present state of knowledge, for all it 
apparent sophistication, offers no real ad 
vance on "Better safe than sorry.’ 
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m, h ep 
1086 a al a 1987. exporters strived 
jt their costs-—~shifting the exchange 





from ¥180 or so to the dollar to as little 
0. Now with a stable (and even, this 
depreciating) yen, they are enjoying 
of efficiency and the cheaper in- 
iat the strong yen provides. - 
n the fiscal year to March 3lst, corpo- 
operating profits in manufacturing were 
igher than a year earlier. The Sanwa 
h Institute reckons that between 
xr 1985, when the yen started to 
and the end of 1987, profitability (de- 
d as the ratio of product prices to raw 
terials costs) increased by 1096. 
Most of all, the boom is the result of the 
panese enjoying the consumption habit. 
fore than half of the high growth rate is 
scounted for by increased consumer spend- 
ig. The old generalisation that Japan is a 
n of producers not consumers stands 
need of repair. Agricultural reform and 
nport promotion are one side of the expan- 
of demand. The other is tax cuts, wage 
reases well above the rate of inflation 
which is less than 1%) and a workforce 
wollen by people born in the years of the 
aby boom reaching working age and by 
more women entering the labour market. In 
y department stores in Tokyo clocked up 
8.3% year-on-year increase in sales vol- 
es. Roughly 10% more Japanese will take 
idays abroad this year than last. And 
san. has just started selling the first Japa- 
e car with a ¥5m-plus price tag. 
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B siness ethics - 


A RE the directors of a publicly-quoted 
company responsible to shareholders 








1a aan storne on business ethics, at 


.merica as "old guard" companies believe 
at it is the duty of directors to regard 


lton Friedman that: "The. one and only 


t.which they could expect to break 


r toa wider public? Americans participat- 


nee are aleae db à sone S behav- 
tits employees, suppliers and customers. 
well as the citizens of the company's town. . 
What are known. (rather pejoratively) in 


reholders' intetests as over-riding. They 
ke to quote a famous. dict um of Professor. 


ial responsibility of business i is to increase l 


Shouldering corporate responsibility 


its profits.” 

Their opponents, who seek to serve the 
interests of the stakeholders, are known as 
the “vanguard” companies and include 
Control Data, NCR, Johnson & Johnson, 
Deere & Company, McDonald's and 


Motorola. They start from the assumption. 


that there is no general distinction between 
individual and corporate ethics. They like to 
cite a famous quote from the constitution of 
Dayton Hudson, an American dry-goods 
chain that has tripled its sales and all but 
tripled its profits over the past eight years. 

"The business of business i is serving society, 
not just making money.’ 

This does not mean that Dayton Hud- 
son ot other vanguard companies are casual 
about profits. Dayton Hudson's. constitu- 
tion goes on to say: "Profit is our reward for 
serving society well. Indeed, profit is the 
means and the measure of our service—but 
not an end in itself." 

The difference in approach can be illus- 
trated by an anecdote about Cummins En- 
gine, a maker of heavy diesel engines at Co- 
lumbus, Indiana, that has long been famous 


for its tender conscience (it was among the 


first companies to have black senior manag- 


ers and it allocates 596 of its post-tax profits 


to charity). The anecdote: a customer said to 
Cummins that he assumed that its engines 
caused less pollution than those of its com- 


petitors. Cummins had to confess that its 


engines were "not a whit” less dirty because 
engineers àt Cummins had told. the board 
that cleaner engines would burn more fuel, 


be less reliable and cost more. But at Cum 


mins that was not the end of the matter. 
The directors subsequently decided that 


they. nonetheless had a social responsibility 


to produce engines that spewed out less pol- 
lution. The company astounded congress- 
men in Washington by lobbying for stricter 
anti-pollution. standards so that Cummins 


. could produce a cleaner engine without |... 


ery giants; 





putting itself at a competitive disadvantag 


This tactic, which protects the interests v. 
shareholders as well as the other stakehold- 
ers, has.come to.be known as "elevating the 
level playing feld”. 

The tactic is open to abuse. Critics have 
noted that a company which has made a 
technical. breakthrough can have a selfish 
interest in seeking to raise health and safety 
standards to put. existing competitors at a 
disadvantage or to raise the barriers of entry 


for would-be competitors. Competitors can, 


however, be relied upon to expose such a 
motive | when. higher standards are being 
pondered by legislators or regulators. 

Are vanguard companies more profit- 
able than the old-guard companies? Profes- 
sor James O'Toole of the University of 


Southern California's business school, who 


has written a book called "Vanguard Man- 
agement”, has-no doubts about it. Over a 
few years.a company obsessed with profits to 
the exclusion of everything else, like M- 
Harold Geneen's TT, can do better the 
companies. that are pursuing the eee 
holder approach. 
But not, says Professor Q Tonle; over 
seri. He points.out that Deere & 
e again-has by far the stron- 
sheet. among the farm-machin- 
that McDonald's is back on top 
in the fast-food business; that Levi-Strauss, 
er, has prospered since the 
e ee it into a private 











dence weer maximising ie 


_ THE ECONOMIST JULY 2 1988 








"^w 


showing its mettle 
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Which coun 


y? South Korea? Japan? 


boasts the world’s most profitable integrated steel com- 
West Germany? America? No, 


the answer is 


ritain, and the company is a state-owned former basket-case 


URING the 1980s British Steel Cor- 
poration. has endured a series of 
changes traumatic even by the standards of 
a fast-changing industry. It has gone from 
being a company which employed 125,000 
people in 1980 to one with 50,000 workers 
today. It will change from being a state- 
owned company into a privately-owned one 
at the end of this year, when the British gov- 
ernment plans to sell it to private buyers for 
around £2 billion. Its main market, Europe, 
has just gone from being a controlled cartel 
into a freer-trade area (see box on next 
page). And steel itself is evolving from a ba- 
‘e commodity into a higher-value product. 
The last of these changes helps to ex- 
plain why steel has flourished in an econ- 
omy like Britain's. Though it seems the kind 
of business that should be emigrating to 





OU thought Mr Gorbachev. was 
leading Russia's charge towards 
modernisation and efficiency? He's miles 
behind. Mr William Norris, the founder 
and former chairman of Control Data, 
has been to Moscow to discuss a joint 
venture called The Entrepreneurial Insti- 
tute which would use computers to train 








take its first students within a year and its 
alumni (perhaps as many as 5,000 a year) 
will in turn become the managers of fur- 
ther joint ventures. 
Lack of entrepreneurial animal spirits 
is a big problem for perestroika. Soviet 
| managers have for years been taught to 
take orders, not the initiative. Russia 
| lacks teachers to train the new genera- 
tion of managers it needs and importing 
|- western business-school academics is ex- 
Si 


| 
businessmen in Russia. The institute will 


- 





Entrepreneur Logonovich 


of the Norris scheme. Stage 2 would in- 


South Korea or Brazil, steel has less and less 
in common with the dirty basic industries in 
which such newly industrialising countries 
supposedly have a comparative advantage. 
British Steel claims that much of its success 
stems from switching from the production 
of ten-tonne slabs of steel to making steel 
plates coated with rust-proofing and paint, 
all ready to be pressed into the shape of a car 
door. BSC has discovered a clean, high-value- 
added world in which advanced industrial 
countries like Britain have a comparative 
advantage. 

Next week the company will announce 
its profit for the year to March 1988; having 
made £197m ($320m) in the six months to 
September 1987. The best guess for the full 
year is around £400m. This would represent 
a return on capital employed of over 1296— 






pensive. Teaching-with-computers may 
be an improbable remedy, but Mr Norris 
is confident it can work. 

The computer part is merely stage 1 







volve taking American. businessmen to 
the Soviet. Union to look at research in- 
stitutes and identify work that might lead 
to marketable technology. (There is 
plenty of it about, but the Russians have 

n even worse than the British at turn- 
ing their inventions into commercial 
products). The idea is then to set up joint 
ventures to produce and sell the new 
technology—with the help of the gradu- 
ates of The Entrepreneurial Institute. Be- 
hind all this lies the theory that only with 
the help of small businesses run by cre- 
ative managers can Russia hope to learn 
the speed and flexibility needed to com- 
pete in western markets. 

Can computers and joint ventures 
really do the trick Mr Norris's confi- 
dence comes partly from Control Data's 
experience in dealing with communist 
countries. This American computer 
company's successes include a profitable 
joint venture with Romania, an awkward 
cuss by anybody's standards. What about 
getting the profits from The Entrepre- 
neurial Institute back to the West, a 
headache for many western partners in 
joint ventures? No problem, says Mr 
Norris, “T’'ll take them in vodka." 
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The new world of steel 


respectable by the standards of manufactur- _ 
ing industry as a whole, unheard-of in steel. — 
Across the Atlantic two steel companies, - 
Wheeling-Pittsburgh and LTV, are in Chap- — 
ter Il bankruptcy. Japan's Nippon Steel lost 
money making steel last year. Even POSCO, - 
South Korea's big producer, admits that it is. 
less profitable than British Steel. i 
British Steel's profitability would be less — 
remarkable if it was a small :company exa — 
ploiting niche products. It is the world's | 
fourth largest steelmaker (arguably, in 
the largest after Nippon Steel, because the — 
two other companies above' it in the league — 
are conglomerates of separate steel firms), 
This makes its. achievement the more’ un- 
usual: sheer size comes from churning out | 
„the basic steel slabs which, everywhere else; | 
are the money-losing parts of the business. 
So, alongside its push into the fancier 
kinds of steel, British Steel has had to prac- 
tise old-fashioned stick-to-your-last engi- - 
neering in order to keep its production tech- 


Ripe to be sold 


British Steel — 
100 ^ 


Wo 












Profit/loss on ordinary 
activities before taxation ————» 300 | 








A ci in d to remove quotas c C n EEC steel 
l oduction from July Istr ip 









onger ‘true 




















he commission: would have been 
prepared to prolong the state of manifest 
tisis, and thus the quotas, if the 12 EEC 
ountries had agreed to cut-at least 75% 
f the remaining 30m tonnes of excess 
apacity. They. refused, which left. the 
commission no alternative and the Euro- 
n:steel market with a continuing 


ry ministers met on June 24th, they 
ould have over-ruled the commission by 
a, unanimous vote, but Britain and Hol- 
land opposed. extended curbs on output. 
= Free.trade in steel it is not. Restric- 
tions on imports will continue, and anti- 
dumping measures against cut-price for- 


‘lifting quotas leaves Europe's steel. 


4980, but the commissioner responsible 

for competition policy, Mr Peter Suther- 
land, warned ministers against the kind 
‘af co-operation among steel firms that 
could lead to the creation of a veiled car- 
tel. Individual countries will probably be 
able to prolong their aid schemes; a final 
decision on this will not be taken until 
ud Any subsidies ; a llowed will, 





t six years, the company has cut the num- 
r of man-hours needed to produce a 


he international average. It has done this by 
king two-thirds of its workforce. 
o introduced lots of dull-sounding im- 
ovements on the production line. It has, 
or example, increase mount of con- 
uously-cast steel and relined the biggest 
st furnace in Europe so that it can run 
re cheaply than any competitor. 

.hese. are the relatively easy improve- 
that have been made in virtually ev- 












sess oon for the first 


roblem. of too much plant. When indus- 


eign suppliers will be reinforced. But. 
makers without internal protection. Thé 


industry had wanted a voluntary deal to 
carve up output, of the kind tried before. 


emergere reto eer dA mer tmt Me tetro dames yi 


rags, nde equipment up to k In the 


ine of steel from 14 to six, which is about: 


as now, “cover only R&D, pollution com. 
trols and some closures. ; 
The quotas to be rémóvetl on Jul y n P 
cover hotrolled and cold-rolled coil 
(used in the i ‘and engineering indus- - 
tries), € plate (for shipbuilding) and 
structural beams (for the construction in- 
dustry). These account for about half of © 
the EEC's 140m tonnes of steel-making 
capacity; quotas for other products have 
been eliminated. over the past three . 
years. The EEC's hot-rolling mills are run- 
ning at 7796 of capacity, which is fine, 
but the use of capacity for: heavy plate 


EEC consumption of crude steel, 1987 





Holland 3-6 —- 
Belgium/Lux 3-5 


Source: iS! 


and beams is less than 60%. | 
That figure will soon worry some 


_ steelmakers. They have recently been en- 


joying a boom in the car industry; overall + 
industrial irivestment is boosting the de- * 
mand for steel, tod. But. how long will - 
these trends. last? Most forecasters: doubt ' 


_ whether they will be:maintained beyond 
~ the end of this year. Without the safety - 


net of quotas, a downturn will provoke a 

price war; and with overcapacity con- ` 
tinuing, a futther. shake-out is inevitable. .- 
The commission's experts say another” 


. 55,000 jobs may disappear in the next 


two years, to follow the 500, 000 shed idi 3 
the bicis since e 1980; EX 


ve bg MIL LL rs 
TNR NS: AN 


 ery big steel company yah is not a dud | 
case. They have come as second nature to 


British Steel, whose: board members have 


spent an average of 30 years in the industry. 
What sets the company apart is its ability to y 
combine this old-fashioned engineering- - 






based approach to-management with a push 
into new kinds of ¢ 
ous explanation of how it achieved this í isa 
corporate reorganisation of the company 


that took place in 1980. 


"In thatyear British Steel lost £660m: R | 
new boss, Sir lan MacGregor, stopped di- 
viding: the company: pe skill and divided it 





. tion had to be 


E petitots are offering. 


MELLON es ee a, ee NW dw dde EMEN 


products. The most obvi- . 



















cerned wich making | a SEE BE 
^ worked together. At the same time, dozens 
. ^ 0f plants were closed and consolidated. into 
Lum five main production centres. — 


"The results have raised the status of us 
sles force and decentralised decision-mak- 
ing. Managers can now concentrate on mak- 


ing decisions about new products. When the 


plants, the whole opera- 
rutinised from the centre, 

| > management’ $ time was 
taken up avoiding bottlenecks (and the com- 
panys many attendant union problems). 

Products took second place. — 

Now, with’ five plants, the operational 
problems are fewer and managers can spend 
their time deciding which of 5,000 different 
kinds of painted or coated steel it would be- 
most profitable to make this month. With- 
out the simplification of the operation, it 







company had 


. would not have been possible to make suc’ 


marketing decisions. And without the e: 

hanced role of the sales force, managers 
would not know what would be most profit- 
able. Because the salesmen now work along- 
side the production engineers, British Steel 


knows, in a way that it used not to, both 





its customers want arid: what its.com- 








o Consumer electronics 





‘TOKYO | 





F NE a neve English a a i hew Word The 
Wal ma p now rial visual. Nine inches 






ioneds S potiable rris pru b. thi. 


P small sd it aee a colour television and a 







| | g of ¥130, 000 ($1, 000) 
and is set to "be he rest of the world's 
shops before Ch ébnas Discounting will 
‘soon cut the price. Technical i improvements 


may halve the machine's size, as happened 





with the audio version. Competition will be 
fierce, because the most. interesting thing 


"about the machine is not its wondrous tech- 


nology but its role as a combatant in the 


fight over video standatds. 


. The Video Walkman uses: a ccn 
Sony is trying: to promote—cassette-sized 
8mm tape in competition with the bulkier 


. VHS format. Sony already has had one flop: 
its Betamax standard was rapidly eclipsed by 


the VHS standard which followed it into the 
market im 1976. In recognition of that de- 


feat, Sony recently announced. its first VHS 
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ahis The coi company is now Kup m 
ing machines to three different for- 
mats: the Betamax standard, VHS and 
8mm tape. Matsushita, the world's 
largest manufacturer of video record- 
ers, counts an installed base of 150m 
VHS machines in the world. Can 8mm 
succeed against that? 

Perhaps it can: the compactness 
of 8mm is one advantage over VHS, 
though the tapes can, at the moment, 
run for only two hours, compared 
with three for vHs. This makes such: 
marvels as the Video Walkman possi- 
ble; it also makes possible smaller, 
lighter video camera-cum-recorders 
(called camcorders). jvc, the Japanese 
company that pioneered VHs, intends 
to be big in them. Its camcorder uses a 
compact version of VHS, including a 
cassette which is only slightly larger than the 
8mm one but has a running time of only 30 
minutes. Other VHS companies have fol 
' wed , or will do so. 

The stakes in these standards battles are 
high. More than 60% of Japanese house- 
holds now have video decks. They are buy- 
ing better models frequently. If the boom 
continues unabated every Japanese house- 
hold will soon have a video deck. Manufac- 
turers hope that the video culture will stimu- 
late demand for camcorders: one Japanese 
household in ten will own one by the end of 
this year. 

VHS has another advantage, which Sony 


If computers crash 


PARIS 


ARELY 24 hours after an Airbus A320 

crashed into a forest near Mulhouse 
in Eastern France killing three passengers, 
Mr Louis Mermaz, France's minister of 
transport, proclaimed that a preliminary 
analysis of the aircraft’s two "black 
boxes" showed there was nothing wrong 
with the aeroplane. The West German 
president of Airbus Industrie, Mr Franz 
Josef Strauss, ventured a similar judg- 
ment. They implied that the pilot, one of 
the most experienced Airbus skippers, 
was at fault. 

Hardened crash investigators usually 
take months to reach such conclusions, 
and then they rarely find a single cause. 
Why should politicians not previously 
known for their expertise in accident in- 
vestigation be in such a hurry? 

The suspicion is irresistible: because, if 
it was not pilot error, then something is 
lethally wrong with an important part of 
the subsidised Airbus project. The A-320 
uses so-called "fly-by-wire" flight controls, 
which replace mechanical controls with 
computers and electrical circuits. The pi- 
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Has Cu got it taped? 


is intent on removing. The VHS format 
(which is now supported by every big manu- 


facturer in Japan's $10-billion a year video- 


recorder business) has come up with a high- 
quality version called Super-Vus. It offers a 
crisper image of recorded television pro- 
grammes and an even crisper image if you 
play pre-recorded super-vHs tapes or home- 
videos shot with a super-VHS camera. 

Sony is countering with its own high- 
quality specification, which it announced in 
May. Hi-Band 8mm has been developed by a 
consortium of ten companies, including 
Canon and Sanyo, whose expertise lies in 


making large volumes of cheap, high-tech 


lot wiggles a small joystick; this sends sig- 
nals that move the control surfaces on the 
wings and tail. Computers monitor what 
is going on and interrupt whenever a pilot 
tries something which its software consid- 
ers dangerous, like trying to pull the air- 











consumer €— TE m 
Matsushita, which is keepir 
eye on the 8mm 
Matsushita—the arch sup} 
vHs—already makes some ! 
chines, though not under 
name and not yet in Japan. 

Engineers at Sony say tt 
ally takes them a little over 
move a new product from 
tion to manufacture, so 
should make its mark in the 
next year. Both specificatio 
be rendered redundant wh 
definition television come 
That may not be for several 
Matsushita recently anno 
video recorder capable of t 
high-definition Tv signals. 

Camcorders and "time- 
are probably not enough to esta 
new standard. Sony will need soft 
There are already about 400 films 
on 8mm in Japan, (and twice that n 
Europe, where the format is provin; 
ful). These, though, are still tiny 
when measured against the tens 
sands of vus films. The medium i 
tracting the publishers of “video m: 
in Japan. So Sony has plenty of pos 
for the Video Walkman. How abo 
taped car maintenance manuals 
back on the tiny machine while at 
der the car? 


craft's nose up too fast. One of the a 
fly-by-wire controls is to make an ai 
safe in an emergency; until now, A 
had a spotless safety record. 

ause Airbus competes with P 
and McDonnell Douglas, both of : 
have stuck with more conventional 
systems, the judgment on fly-by-wit 
also be a judgment on Airbus's bu 
strategy—and on billions of d 
worth of business. The aeroplane 
belly-flopped into the French fores 
the sixth on a list of orders and oj 
for more than 500 A-320s, worth 
than $20 billion all told. 

From the soundtrack of a film st 
an amateur cameraman, and appa 
from the flight recorders, it appear: 
the aircraft’s engines accelerated to 
only as it clipped trees at the end « 
runway. Did the pilot, Captain N 
Hasseline (Air France's chief instr 
on A-3205), accelerate too late? Or d 
react in time—as the French pilot: 
air mechanics’ unions suggest—only 
computer to over-rule him? It will r 
possible to give a convincing answer 
the preliminary report of an inqu 
published in about a month's time. } 
while, many minds are already made 




















{E gloom of the City of London, one 
business is booming: management con- 
ancy. The deregulation of Britain's fi- 
~~ nancial markets in the run-up to Big Bang in 
> October 1986 triggered’ the boom. Securi- 
ties firms wanted guidance through an era of 
rapid change. After last October's stock- 
AERE. crash; consultants were in even 
dem and as listless markets exposed 
esses of management at many 
‘ial banks, investment banks and 
stockbrokers. As the influence of 
consultants grows, some in the City 
are beginning to question their value. 
Many of the big consult 
firms are in better financial shape 
than their clients. McKinsey has in- - 
creased the staff and revenues of its - 
City practice by 15-2596 in each of - 
the past four years. Some consultants 
have more people working on the 
City than any merchant bank has in 
its corporate-finance | department. — 
Price Waterhouse has 200 profes- 
sionals on its staff, Peat. Marwick. 
‘McClintock 150; such leading mer- ` 
.€hant banks as.S.G. Warburg have — 
"aboutlO0 in corporate finance: © 
Consultants give three sorts of. 
. advice. They offer intelligence on pare 
“ticular markets and problems. For ex- 
ample, this year almost every consul: 
incy firm has arranged seminars and = 
-sold research on the implications for .. 
_ the financial industry of 1992 and Eu- 
-rope's single market. Second, they ac 































i ter systems, salary scales, the organi 
< of departments and how to enter new mar- 
kets. This operational work is done mainly 














~ firms, like McKinsey and Boston Consulting 
: Group; win much business. - 

Ss «Consultancy does not come ches. The 
-leading strategic firms charge around £2,000 
“a day for the services of a partner, and £700 
- forsa youngster.. The accounting firms 
charge about the same for junior staff but 
-partners are a snip at a mere £1,200. (Even 
ey cost more a day than a top barrister 
nior.) So a large project involving 






e on operational problems, such ‘as come ! 


e consultancy wings of the leading ac- + 
tancy firms, such’ as Deloitte Haskins © since 





Sells. Third, they advise on strategy and. 
ture—a market in which only afew 





dozens of consultants for a year will cost sev- 
eral million pounds. 

Most of the money that banks and se- 
curities houses spend on consultants goes 
on operational advice. Strategic consultancy 
is rore controversial, and some financial 


firms avoid those who give such advice, re- 


garding them as parasites. Some bankers 
doubt that consultants can say anything 
hew about businesses where they have no di- 
tect experience, They reckon their real role 


























is often to help one group of managers win 
an internal argument against another (see 
: box on next page). 


Do they do a good job? Midland Bank 


E has’ d eranl with strategic consultants 
2 gine v Kir Mere dec > chief execu- 

| tive in ; 1986. Midland had used McKinsey to - 
provide it with a new group organisation 
which came into effect in 1986; This divided 
the bank into four autonomous divisions: 
investment banking, 
i des and retail. This structure proved to be 








less than ideal. It duplicated costs. It re- 


duced co-operation between different busi- 


ness areas, such as investment banking and 
corporate banking. It divorced middle-mar- 
ket companies in Britain from the retail 





-nö ke N lim 
ager was fied. Arthur Ander 


County NatWest, McKinsey is now 
rernational, corpo- 
asked McKinsey to advise it on: 
. merge its four treasury operation 


branch network, so. that they received too. 





little attention. | 
Sir Kit has felt confident enaagh. t 
the abilities of his senior management t: 
to spurn consultants during the past. 
years. During that time he has introduc 
new structure with two divisions: Britist 
tail banking and middle-market compar 
and global corporate and investmen 
ing. In-house, though, the consultant 
fluence remains. The global corpora 
investment banking division will.be hea 
by Mr George Loudon, formerly ` 
McKinsey. Midland's group chief ex 
for operations, Mr Gene Lockhart, use 
work for First Manhattan, another « cons 
tancy firm. 
Another big British commercial b: 
Nat West, is a more compulsive user of € 
sultants. In the mid-1980s McKinsey h 
to give NatWest a strategy to becor 
a global investment bank, throug 
subsidiary County NatWest. 
- seemed last year that the whol 
County NatWest was being ru 
~~ consultarits of one kind or anothe 
Arthur Andersen worked on c 
puter systems; Coopers & Lybrand 
advised on cost-cutting. À smalle 
consultancy firm advised on how to 
build an investment bank in 
York while coping with the Glass 
Steagall law, which segregates invest 
ment from commercial banking. A 
^ other provided. computer mod 
required for expansion into ) foret 
-stockmarkets. Bans 

On top of that, Coury ‘Nat W 

also employed a team of indus 
'. psychologists, headed by Profe: 
. Andrew Kakabadse of the Cran 
Institute of Technology. After. gi 
ling interviews, in which ps, 
“gists built up personality [o ik 
nior- managers were suppo: 
appreciate their strengths and w 
better: | N résulte were. e 










































































m. Shortly ne his co th 





many at County NatWest recko 
consultants did a less than brilliant jol 
Having presided over the 


on its reorganisation. Last year N 


group treasury. McKinsey said that to 
swer the question it would have to cot 
all NatWest's international business. h 
McKinsey presented. à report to senior 
agement. k is expected. that. c 



























































. The fact that demand i. ‘such assis- 
nce is still growing, despite the cost, indi- 
tes that many bankers find consultants 
od value. Strategic consultants claim they 





best and most current practices; they 
so know about the costs and:clients of 
petitor firms. And consultants: may be 
le to attack particular. problems more 
kly than an internal team could, be- 
e of their experience at such work. Best 
all, perhaps, they can. persuade an 
ganisation that difficult décisions do need 
taken. 

Bankers say E bes strategic consul 





N THEORY management consultants 
. are hired to advise on what is best for 
siness. In practice they often help 
nagement win an internal argument. 
fake Britain's Lloyds Bank and Mac, an 





ank in 1985. 
‘the emphasis is on retail banking and 


first presented papers to the board, i 


“firm: followed Lloyds’ own’ line—stick 
(ith investment banking to serve large. 
Orporate clients.. Subsequently Mr 
rian Pitman, Lloyds’ chief executiv 


further papers in January 1987 they too 
argued against investment banking. 

That. spring a battle was fought 
‘man and the executive committee argued 
for pulling out of capital «markets. 


yittee. They argued that although se- 


reverse could be true ten years later. Mr 
ner backed iy MAC, won the. debate. 

















ew group. 


| offer industry-wide knowledge about 


meri rr mre mre mau AM AMNES 


merican consultancy firii: MAC helped E 
e bank with strategy after Lloyds Bank — 
nternational merged. with the domestic . 


= The new strategy, which is ; still being E 
implemented, involves Lloyds pulling -< 
-out of unprofitable markets. In Britain >- 


-middle-market companies, while interna- . 
tionally it is on treasury operations, trade — 
finance and private banking. When MAC +. 







he summer of 1986, the. pecie. R j PA Ri Q 


hanged his mind. When MAC presented ^. 


among the top brass at Lloyds. Mr Pit- er units in Sri Lanka, India, Indonesia, 


Malaysia and Peru, It is trying to finda | 


\gainst them stood Sir Jeremy Morse, | 
the chairman, and his chairman’s.com-. 


curities were then losing money and re- 
tail banking was th making pots, the . 


l | Lloyds Me chant Bank and the dele 
! The Bim 


dozens of Touche Ross staff to help with its 


systems problems earlier this year. Consul- 


tants took charge of parts of the stockbro- 
ker's back office and—according to some— 
were too dogmatic in imposing their solu- 
tions. Some, reasonably enough, thought it 
strange that at meetings with outside bodies 
there might from time to time be no Hoare 
Govett staff present. 

One experienced and enthusiastic em- 
ployer of consultants is John 
MacFarlane, who ran Citicorp's dta in 
London and recently became joint manag 


Joyds and MAC the knife 


7 
| 
i 
| 
sprawling and poorly profitable interna- | 
tional network. MAC pointed out that | 
there was no point in competing to serve | 
multinational companies if Lloyds could | 
offer fewer investment banking products | 
than larger rivals. So Lloyds began to re- | 

| 


view the network, many bits of which || 
neither fit into treasury plus trade f- | 
nance plus private banking, nor could . x nh 


stand as independent profit centres. 
Already moves has aba ndoned small- 
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purchaser for Lic, the vehicle for much 

of its American corporate lending. The. 
bank's chain of corporate-lending offices. 
in America, Japan and Australía is. under... 
review. . Thu loyds is une to. repeat 
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then write a feport saying do A, B and Care: i 
much less use. Bankers also complain about pu 
consultants taking too much of an executive = 
role. Hoare Oovett, for example, employed - 


|, insurance companie 





. firms. Many of them: 
“to identify targets for takeovers or joint ven- 
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- vice. Others wi 
l there will always b 
d n help clear b: boi Mess. — 
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pansion i intoi as eto equities. E now 


- Boston Consulting Group (BCO) is working 


with the. stockbroker on a strategy for. the 
turbulent post-crash world. 

Mr MacFarlane claims that BCG has al- 
ready proved valuable. Before the firm ar- 
rived, the stockbroker's management had 
assumed that the main cause of poor profit- 





ability was simply that costs were too high. 


BCG has already made management seé the 
problem in.a new way. The problem is the 
balance of revenues against costs. In the 
long term, straight ost-cutting would cause 
revenues to fall; so the key to: success is in- 
creasing. revenues. (Simple, isn't it?) Prodi- 
gious number-crunching work by BCG indi- 
cates that to increase its share of equity sales 
to institutions Scrimgeour must remain in- 
volved in sales, market-making and re, 
search; to abandon any of those areas wou! 
bea false economy. The best way to increas 
revenues would be to produce better re- 
search, and to get the three divisions to 
work more closely together. 

Building societies that are unsure of 
how to react to less restricting regulation are 
eagerly seeking out consultancy firms. So are 
and fund-management 
re paying consultants 















ures e. Increasingly, consultants 
are working in areas of corporate finance 


where they may compete against merchant 


banks. Since some of these are clients, po- 
tential conflicts of interest loom. 
Merchant banks sometimes work with 






consultants, subcontracting during take- 


overs such work as identifying targets or 


© valuing companies. Consultants claim that 

_. their valuation techniques=~it 

-= flow analysis and, of cor 

^ erunching—are- often.» ‘more. sophisticated 
|. than those employed. by the mercha 

^ banks. McKinsey refuses to act on a subcon- 





ë; more number- 


tracted basis, but will help during a takeover 
ifa client employs it directly. When a British 
owntree N el beech. was re- 
ntly. besieg two Swiss companies, 
Suchard and. Nestlé, it employed Schroders, 
Goldman Sachs and McKinsey. The sort of 









^* defence work McKinsey can contribute is to 





ne client has.a clear strategy and 


>the organisation to implement it; it may also 
> “provide analysis of markets and competi- 


tor: t'owntree's case, tono avail. 
. -Solongasthe City's markets remain in 
flux atid its firms are badly managed, consul- 





‘tants will-find. this business the sweetest 
honeypot in Britain. Some consultants will 


provide genuinely objective and valuable ad- 
make things worse. Still, 
more consultants willing 
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They’re spread across Australia. 


In over 1250 computer-linked branches 
of the Commonwealth Bank, Australia’s 
leading bank. 


They can help you in every area of your 
business. 


Investments, mineral development and 
processing, tourism, the finance and rural 
sectors: wherever your interests lie. 


But first, talk to our local specialists who 
will advise you on all documentary, finance 
and foreign exchange requirements. 


5 


COMMONWEALTH BANK 


Telex 120845. London, Te $E iion 6000822, Telex BB3864. Frankfurt, Tel 49 (069) 290 166, déexi 176997284. New York, Tel 11212] 8489200, Telex 172666; Chicago; Tel 1 (315 876 6 1260, 
Aneel, TH i 28) 31689402, Telex 4720873: Tokyo] Tel 8] (0n 213 2:11; i Tele psi Tepe ‘el 65) 2243877, Telex R320920, Hong Kong Tel 1852 in 221003, Telex oa * 








(Tiens vedi of 


business opportunity in the 
U.S.A/s Ch pron state. 


New Mexico. 


Business has never been better in a world-class leader in advanced 

New Mexico. It may be the best place science and technology development . 
for your business and your family. èe New Mexico is rich in living history 
e New Mexico's 14 institutions of and multicultural experience. Santa 
higher learning produce a highly Fe, the oldest capital in the U.S.A., 
skilled, educated and stable labor is also recognized as a center for the 
force acclaimed nationally for its out- arts. * From the Rocky Mountains to 
standing productivity. € A unique the Rio Grande River, New Mexico is 
spirit of cooperation between private a land of spectacular contrasts with 
business and New Mexico's 


local and state govern- 
ments has helped foster 
growth in new industries 
including biotechnology, 
advanced medical diag- 
nostics, micro-optics and 
agribusiness. * The Rio 








Euren | a pleasant year-round 


climate and a broad 
spectrum of recreational 
activities, including 

12 major ski areas 

and many fine golf 
courses. * Want to 
know more? Contact 


Grande Research Corridor the State of New 
stretches over 340 miles Mexico's Economic 
and is home for industries - Development and 

that make New Mexico > Tourism Department. 


NEW MEXIC USA 


land of Enchantment 


Fax (505) 872-0407 


Telex (TRT) 156 1239 NMECONDEVTOUR UT 


Phone (505) 827-0349 
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The doll 


Fórei investors have ined their appetite for dollar assets, pushi 
d est vel since last N. 3 the dollar bow 


- 
Te Tw et 


the currency to its high 
tomed it laa hig 


INCE the end of 1987 the dollar has 
risen by 16% against the D-mark, 10% 
against the yen and by 7% in trade- 


| Weighted terms. This 26-week recovery is 


the longest and the largest since thé dollar 
peaked in early 1985. It is easy to see why 
the dollar is back in fashion. 

@ America’s trade deficit fell to $47 billion 
in the first four months of this year, from 
$55 billion in the same period of 1987. In 
the six months to April exports have 
grown at an annual rate of 35% compared 
with the previous six months; imports 
have risen ara rate of only 796. If (a big if) 
these trends continue, America’s trade 
deficit will vanish by 1990. 

@ By the beginning of this year the dollar 
had fallen to within a whiskér of plausible 





measures of its long-term equilibrium. 
However, its path around that equilib- 
rium depends also upon interest rates. As 
the Fed has tightened the monetary reins 
this year, the gap between short-term in- 


- terest rates in America and those abroad 


has widened to its highest level since the 
dollar started to fall in 1985 (see right- 


hand chart). Also; American real long- : 


term government bond yields have moved 


"above the average of those abroad for the 


> 


— 


_ first time in three years. With bond yields 


nuidgirig 9% in America compared with 
less than 5% in Japan, a Japanese investor 
does better buying a-ten-year Treasury 


‘bond than a ten-year Japanese bond, so 
long as the dollar is above ¥87 at the end 


of the ten-year period. 
e [n addition to the strong inflow of port- 


"folio: investment, foreign direct invest- 
` ment has surged into America. 
@ Central banks have stayed on the side- 
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ar's fatal attraction 


ovember. Has the dollar bot- 





-MARKET FOCUS 


lines, with only modest intervention to 
brake the dollar's rise. The dollar has 
been allowed to breach ¥130 and 
DM1.80—rates which traders previously 
believed would bring central banks ener- 
getically into the market. 

e economic communiqué issued by 
the seven leaders in Toronto last month 
backed the G7’s conclusion that “a further 
decline of the dollar, or a rise in the dollar 
to.an extent that becomes destabilising to 
the adjustment process, could be counter- 
productive". The markets may try to push 
the dollar higher until central banks show 
their hand, and particularly, the Federal 
Reserve. If they fail to intervene in a co- 
ordinated way to halt the dollar's rise, the 
markets may doubt their ability to buoy 
the dollar if it goes into a dive. 

- The American authorities seem happy 
to let the dollar strengthen in the run up 
to the presidential election so long as the 
trade deficit continues to shrink and the 
economy remains buoyant, A firmer ex- 
change rate will not only help to moderate 
inflation, but in the short-term it will also 
narrow the trade deficit by making im- 
ports cheaper (the }-curve in reverse). 
There are even signs that policymakers 


are trying to talk up the dollar. Mr Ma- 


nuel Johnson, the vice-chairman of the 
Fed, says that the dollar's strength reflects 
increasing foreign confidence in the gov- 
ernment's trade and anttinflation poli- 
cies. Sounds familiar? utu 

. The dollar's rally is likely to be short- 
lived. If it continues to strengthen it will 


' jn due course choke off the improvement 


in the:trade balance. And it is unrealistic 
to expect America's exports to continue 


"to grow at their current pace. Further 


months of. bad trade figures should not be 


-ruled out. Some calculations by American 


Express International Bank indicate how 
sensitive the trade deficit is to small varia- 
tions in trade flows, If export growth slows 


gradually to an annual rate of 1296 (in 


value) and imports grow by 71296 a year, 


- the trade deficit will fall to $44 billion by 


1992. If, on the other hand, export 
growth falls immediately to only 1096, the 
gap will remain close to $150 billion. 

In any case, the current-account deficit 
will shrink more slowly than the trade def- 
icit because of the growing burden of in- 
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terest payments on foreign debt. While - 


America's trade balance was improving, 
its current-account deficit actually wid- 
ened between the fourth quarter of 1987 
and the first quarter of this year. 

Some American economists are fret- 
ting because the boom in exports coin- 
cides with a boom in domestic demand. 
This suggests that industry in the United 
States will face capacity shortages, push- 
ing up costs and prices. There is another 
way of looking at this problem: if the cur- 


rent-account deficit of 3% of GNP is to be. 
eliminated, domestic savings must also — 


rise (or investment fall) by the equivalent 
of 3% of GNP. The federal budget is un- 
touchable until next year at the earliest, 
investment is booming, so unless private 
savings rebound sharply it is hard to see 
how a big drop in the external deficit can 
occur within the next year. 

Another reason for believing that the 
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dollar’s rally will soon run out of steam is 
that interest-rate differences between the 
United States and other countries are 
starting to narrow. The dollar's rise is al- 
lowing central banks outside America to 
raise interest rates to cool their overheat- 
ing economies. Britain and West Ger- 


many have already acted, Japan may soon . 


follow. Add to this the uncertainty sur- 


rounding America's presidential election. _ 
If this proves a close-run contest, leaving - 


investors in the dark about future eco- 
nomic policy, they might demand a bigger 
risk premium on dollar assets. — - 

The London economics team of 


Goldman Sachs is betting that within the 


next 12 months the dollar will touch new -| 


lows against the yen and sterling. But not 
against the D-mark, which it reckons will 
continue to depreciate against the yen, re- 


flecting West-Germany’s lacklustre econ- | | 


omy and its shaky fiscal policy. 2 
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FINANCE 
America’s federal debt 


The back-door 
$500 billion 


NEW YORK 


INANCIAL markets in America are all 

too familiar with the size of the federal 
debt. Or are they? American government 
IOUs outstanding are actually 25% greater 
than the official figure, which has increased 
sixfold since 1968 to $2.1 trillion. That fig- 
ure excludes borrowings by some federal 
agencies, which has multiplied 25 times over 
the same period to $536 billion. All of it is 
off balance sheet, which, put crudely, is a 
way of incurring debt without publicly own- 
ing up to it. 

Such offbalance-sheet financing can 
take several forms. It can be the kind prac- 
tised by regulators overseeing America's 
troubled savings and loan (thrifts) industry. 
In this case the regulator, the Federal Home 
Loan Bank Board, has consistently refused 
to admit to the size of the financial problem 
engulfing it. That is the cost of liquidating 
the 500 thrifts that are either bust or on the 
brink of insolvency, and paying back in- 
sured depositors. The figure may be $70 bil- 
lion or higher (see next story). 

A recent paper written by a Washington 
lawyer, Mr Thomas Stanton, for the Associ- 
ation of Reserve City Bankers, highlights 
the huge growth in borrowing by America's 
other government-sponsored enterprises. 
These are privately owned institutions. As 
such their debts do not form part of federal 
borrowing. Examples are the Farm Credit 
System and the Federal Home Loan Mort- 
gage Corporation (Freddie Mac). 








Thrift, did you say? - 
68 


The main reason these enterprises have 
been such big borrowers is the implicit fed- 
eral guarantee they enjoy, which means it 
costs them less to borrow. Their bonds 


trade, in the jargon of Wall Street, as. 


44 


agency” securities. Buyers! of these bonds 
think of themselves as buyers of federal gov- 
ernment IOUS and are priced closer to a trea- 
sury than a corporate bond. Farm Credit se- 
curities are still rated AAA—even after the 
Farm Credit System reported $4.6 billion of 
losses in 1985 and 1986. 

The practical consequence is that the 
federal government cannot contemplate re- 
neging on what is only an implicit guarantee 
without risking a collapse in a market with 
over $500 billion of securities outstanding. 
The problem thrown up by this truth is that, 
as with deposit insurance in the thrift indus- 
try, it increases the ultimate financial risks 
for the government and taxpayer. For just as 
a thrift-owner can make riskier loans be- 
cause he knows that the government will al- 
ways meet the costs of paying back deposi- 
tors, so these enterprises take more risks and 
borrow more recklessly because they know 
their debt is backed by the federal govern- 
ment. The result compounds the contingent 
liability facing the federal government. 

Nor, when losses become too big to ig- 
nore, is anything done to cure the funda- 
mental problem. The Farm Credit System 
can serves as an example. In January Con- 
gress authorised a $4 billion bail-out of the 
Farm Credit System. This was achieved by 
selling 15-year government-guaranteed 


bonds issued by the Financial Assistance 
Corporation, an entity created specifically 
for this purpose. So new debt was issued to- 
day to make good yesterday's bad debt, and 
the refinancing was kept off-budget. 

The latest dodge is to create a govern- 
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ment-sponsored enterprise as a way of keep- 
ing a financial problem off-budget. This is 
what has happened with the thrifts. Financ- 
ing Corporation (FICO), a government-spon- 
sored enterprise, was established in last 
year's recapitalisation of FSLIC. It is 
authorised to borrow up to $10.8 billion, 
though borrowings in any year cannot ex- 
ceed $3.8 billion. This was a way of bailing 
out, only too temporarily, the still insolvent 
FSLIC, (The FIGO money has run out.) 

With  governmentsponsored enter- 
prises providing such a convenient refinanc- 
ing tool, there may be more FICOs to come. 
As Mr Stanton says: 


FICO has been created simply to defer the im- 
" pact on the federal budget of paying to 
recapitalise FSLIC in a more straightforward 
manner. When pushed to this extreme the en- 
terprise model loses its original public purpose 
and becomes simply an instrument to try to 
pass today's financial burdens on to our 


children. 


American thrifts 


Pyramidists 


NEW YORK 


R DANNY WALL, chairman of the 
Federal Home Loan Bank Board, has 
been trying to play down the problems fac- 
ing America's savings and loan (thrifts) in- 
dustry. He says that the thrifts will lose $26 
billion-36 billion over the next ten years. 
New figures supplied by McKinsey, a firm of 
management consultants, suggest that it will 
cost $70 billion or more to close the thrifts 
that are now actually or nearly insolvent. 
McKinsey adds that a large part of the indus- 
try is being financed in a manner which re- 
sembles a ponzi (or pyramid) scheme. 

Named after an infamous 1920s Boston 
financier, Charles Ponzi, the scheme 
kind of financial chain-letter which r 
money from new investors to pay off old in- 
vestors. In the case of a thrift, it works like 
this. A thrift raises new money from deposi- 
tors, usually by offering attractive interest 
rátes, and uses the proceeds to pay interest 
to existing depositors rather than to make 
new loans. It is compelled to do this because 
it is running operating losses and so cannot 
afford to pay existing depositors their inter- 
est out of income. 

Using data supplied by the Federal Sav- 
ings and Loan Insurance Corporation, 
McKinsey estimates that America's 900 in- 
solvent (or near-insolvent) thrifts—these ac- 
count for 2996 of the industry both by num- 
ber of institutions and by assets—suffered 
an operating loss last year of $4.7 billion. 
That is the amount of money which had to 
be raised from new depositors to meet the 
interest shortfall. 

McKinsey reckons that a 1096 drop in 
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| CABLE AND WIRELESS 1988 1987 
ANNUAL RESULTS Ém Ém 

| Turnover mM 932.4. 9129 
Profit before taxation 356.1 40.5 
Profit attributable to shareholders after T oo 

| extraordinary items 260.5 215.4 

| Dividends 67.9 56.5 
Earnings per share we 24 0p 22 0p 
Dividend per share 6.65p 5 339p 
Alter tax return on average net assets 23.8% - 23.4% 





The Cable and Wireless Group, one of the 
worlds le ading telecommunications operators, 
has 120 years’ experience of providing telecom- 
munications services, networks and-equipment 
to business and residential customers around 
the world 

We are committed to the cost-effective use of 
state of the art technology in providing services to 
meet the continually growing and changing 
demands of our customers in over 40 countries 
This commitment is reflected in our major 


CABLE AND WIRELESS PLC, MERCURY HOUSE. 


The contents of this statement, for which the directors of Cable and Wirel 


corporate objective of establishing a global digital 
telecommunications network connecting the 
world's primary economic and financial centres 

We aim to be flexible and responsive to our 
customers' needs and to provide them with a 
high quality service, while generating profits 
sufficient to finance the expansion of our 
business and provide shareholders with a rerum 
that will sustain their confidence in our progress 

PERFORMANCE 
SINCE PRIVATISATION (1981/82) 


> Pre-tax profit increased by 299% 
» Net assets incre: sed by 217: A 








> Divide nd per share increase d by 202% 
> E amings per: share inc reased by 321% 
> ( apital expenditure increased by £ £1.400m 


> Profit before extraordinary items 
increased by 444% 





CABLE AND WIRELESS 


A world leader in lelecommunications 


THEOBALDS ROAD, LONDON WCIX BRX 


“ss plc are solely re sponsible, have been approved for the purposes of Section 57 of the 


Financial Services Act 1986 by De itie Haskins & Sells as authorised persons 
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ETT ica din 2 n» a c 4 EM WIa* ae BET mE 1 diii ur fa ! ^ 
T 9o . - <E A - : 
z Results for the year ended 31 March 1988 
Profit before tax £55.4 million Cmedfdweho & odo $^ 3 BeBe dokeli 31% 
Profit attributable £37.7 million Up 21% 
Earnings per share 35.8p Up 21% 
Dividend 14.5p Up 11.5% 
Charter has achieved consistent product and geographic range. With 
growth and met its key financial established reputations for product 
targets of an increasing return on excellence and technical 
capital and earnings per share. achievement they have strong 
positions in their markets and the 
Pre-tax profit has increased and capability to compete worldwide. 
cash resources continued to grow to 
£188.0 million, helped by strong Building products and 
cash flow from operating materials, precious metals and coal 
businesses. The sale of Charter's mining performed well although 
holding in Malaysia Mining profits from the mining equipment 
Corporation largely completes one and rail track equipment businesses 
aspect of restructuring the Charter were reduced. 
groupe 
| The Charter group is tightly- 
Johnson Matthey’ s contribution managed with a strong balance 
to Charter's pre-tax profits rose to sheet, substantial liquid resources 
£22.7 million, reflecting Charter's _and unused borrowing capacity. 
increased shareholding and 
improved performance. Eg c £ = E In the current year the operating 
i AN =O companies will focus on 
Existing businesses can earn SS S8) development programmes, while 
E”, more and the strategy is to grow Sl ache gag gu Charter pursues its strategy of 
E them through further development zie BEFORE TAX IN HALF YEARS broadening the base of the Group's 
3 and acquisition to enlarge their 1985 1986 1987 1988 business. 


CHA IER 


ENGINEERING - BUILDING PRODUCTS - MINING - CONTRACTING - PRECIOUS METALS 


J Copies of the Annual Report are available from the Company Secretary, Charter Consolidated PLC, 40 Holborn Viaduct, London ECIP LA] 
Financial Services Act 1986: This statement has been approved on behalf ot the Company as issuer by a member of IMRO, since the Company itself does not conduct 
investment business and accordingly ts not subject to regulation under the Act. Information herein on the past is not necessarily a guide to the future. 
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interest income in 1988 due to more loans 
going bad—a conservative estimate, it be- 
lieves—would cause the operating loss to 
rise to $8 billion. A three-point increase in 
interest rates would cause it to soar to an 
annual drain of $20 billion. Even assuming 
the ponzi scheme does not expand, and that 
the problem thrifts continue to lose only as 
much as they lost last year, their cash drain 
would amount to nearly $40 billion over the 
next eight years. And this $40 billion would 
not include the cost of paying off depositors 
in the event of liquidation. 
cKinsey argues that the best way for- 

ward is to start liquidating the weakest insti- 
tutions before they chalk up even bigger 
losses. The regulators are against that. They 
worry about the vast cost of paying back fed- 
erally-insured depositors. Witness the clo- 
sure of two thrifts in Texas (Vernon and 
First Savings) and two more in California 
(American Diversified and North Ameri- 

1). In all four cases, the closure costs ex- 

ded the total amount of each thrift's re- 
ported assets. In the worst case, American 
Diversified, closure costs were 157% of total 
assets. ' 
These may be basket cases. But even if 
closure costs prove to be only 2096 of the 
problem thrifts’ $353 billion of assets, that 
would still point to a $70 billion crunch. So 
the operating loss figures mask a much 
larger problem—which is why the thrift cri- 
sis is becoming ever harder to ignore. 

Mr Wall is doing his loyal best to keep 
the lid on the problem until after Novem- 
ber's presidential election. Since federally 
insured depositors still seem happy to fund 
the ponzi scheme by placing their savings in 
insolvent thrifts—as yet there is no sign of 
depositor panic—he may well succeed. 
Meanwhile, the red ink spreads. 





Secondary debt market 
atin declensions 


NEW YORK 


ARDINE MATHESON, a Hongkong 
conglomerate, is facing a potentially 
damaging lawsuit in New York. Bear 
Stearns, a Wall Street investment bank, 
is suing Jardine Strategic, part of the 
Hongkonglomerate, for reneging—four 
days after the October 19th crash—on 
an agreed tender offer to buy 20% of the 
Wall Street firm for $390m. 

Bear Stearns wants the $200m-odd 
difference between the $23 per share 
Jardine agreed to pay and the $12 apiece 
the shares were worth on October 23rd 
when Jardine announced it was pulling 
out of the deal. Recently a New York 
judge threw out Jardine's motion to dis- 
miss the suit. 

Jardine argued that the crash caused a 
“material change" in Bear Stearns's busi- 
ness. However, Justice Michael Doutzin 
ruled in the supreme court of the state of 
New York that Jardine "was fully ap- 
prised of the risks inherent in the (securi- 
ties) business in which it sought to make 
a substantial investment." The judge 
quoted from a Bear Stearns affidavit 
which argues that Jardine "expressly" 
agreed that a quarterly fall in earnings 
would not constitute a "material" ad- 
verse change to the business. Bear 
Stearns lost $100m on October 19-20th 
in risk arbitrage and securities clearing. 
However, this was reduced to an operat- 
ing loss of $48m for the quarter ended 
October 30th. 

The judge also noted Jardine's timing 
in terminating the deal. Although the 











The secondary market in Latin American debt is deciding the mare of re- 


sched 
big banks 


T? MOST moneymen, a booming mar- 
ket means soaring prices and heavy 
turnover. Not so for traders in Latin Ameri- 
can debt. Their market is booming—its 
turnover increased a hundredfold from 
around $100m in 1983 to at least $10 billion 
in 1987—but prices are sliding. The prob- 
lem is that the supply of debt far outweighs 
demand. The three biggest Latin American 
debtors—Brazil, Mexico and Argentina— 
together owed around $250 billion in 1985; 
but they have got rid of only around $10 bil- 
lion of that either by converting it into eq- 
uity or by buying it back at a discount. 
Unlike most other markets, the second- 
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uling agreements and putting the burden of refinancing bac 


on the 


ary market for Latin American debt rarely 
reacts to favourable political or economic 
events, A case in point is the recent re- 
scheduling agreement between Brazil and its 
bankers, under which Brazil will restart reg- 
ular interest payments. The price of Brazil- 
ian debt has fallen from 56 cents in the dol- 
lar a month ago to 50 cents (see chart on 
next page). 

The importance of the secondary mar- 
ket for rescheduling will be even more ap- 
parent when the 14 banks that agreed the 
Brazilian rescheduling try to sell the deal to 
the 700 other banks owed money by Brazil. 
The deal calls for these leading bankers to 


Bearing up at Jardine 
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Risk-averee Keswick 





crash occured on October 19th, Jardine 
did not pull out until October 23rd fol- | 
lowing a board meeting in Hongkong | | 
presided over by Jardine's chairman, Mr 

Simon Keswick. In the intervening four | 
days Jardine’s managing director, Mr | 










Brian Powers, met Bear Stearns execu- 
tives several times in New York where he 
was kept abreast of developments. 
Should the matter proceed to trial, 
Jardine will face a New York jury, an im- 
portant .consideration given Texaco's | 
unfortunate experience at the hands of a 
home-state jury. And $200m is a lot— 
even for the “Princely Hong". It is pre- 
cisely double Jardine Matheson's net 
profits of HK$784m earned in 1987. 
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increase their loans by 11.496 to provide the 
$5.2 billion in new money Brazil needs to 
help pay its interest bills until the middle of 
next year. They will find that. hundreds of 
these smaller banks no longer consider 
themselves as creditors of Brazil; they have 
sold their loans in the secondary market. 
The biggest sellers have been the Ameri- 
can regional banks and the continental Eu- 


ropean banks. Typical in America is Bank of — 


Boston's reduction of its $1 billion of loans 
to Brazil, Mexico, Argentina and Venezuela 
to $620m. The bigger banks, such as 
Citicorp, Bankers Trust, Chase Manhattan 
and J.P. Morgan are all following suit. 
Citicorp's effort has been the most spectacu- 
lar. lts loans to rescheduling countries 
dropped from $15 billion at the end of 1986 
to $13 billion at the end of March 1988. 
The Spanish and Swedish banks have 
been especially heavy sellers. They were in- 
structed by their regulators to make provi- | 
sions on their loans to Latin America a year 
before Citicorp made the notion fashion- 
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able—by taking 25% provisions on its $15 
billion in third-world loans in May 1987. 
The smaller banks’ retreat from interna- 
tional lending will throw a greater burden 
on to the big international banks, which 
cannot sell all their debt. 

The biggest non-sellers have been the 
Japanese banks. They are Latin America’s 
second biggest creditors with $30 billion in 
outstanding loans. They are limited by their 
Ministry of Finance to provisions of only 
10%—compared with at least 25% for 
American banks and more for the Europe- 
ans. This means that the Japanese cannot 
sell their loans without taking a loss. 

The Brazilian rescheduling deal has 
penalised the Japanese banks in another 
way. It has changed the method for calculat- 
ing how much new money individual banks 
will be stung for. In earlier reschedulings, 
banks were asked for new money on the ba- 
sis of their exposure in 1982, when the debt 
crisis broke—regardless of whether they had 
sold debt in the meantime. In the Brazilian 
deal, banks will be asked for new money on 
the basis of their exposure on March 31st 
1987. Banks that sold debt in the interven- 
ing period will thus be asked to chip in a 
smaller share, those which did not (eg, the 
Japanese) will be asked for more. 

This change makes the arrangements 
clearer and fairer, and should therefore cut 
the number of "free-riders", These are 
banks which refuse to lend fresh money but 
take their share of the interest payments it 
finances. In the Mexican and Argentine 
reschedulings last year around 1096 of the 
bank creditors failed to provide new money. 
Some had already sold their debts, others 
simply refused to cough up. The Brazilian 
deal, like the Argentine one, offers banks 
the choice of producing new money or tak- 
ing exit bonds (which relieve the banks of 
the obligation to supply new money). In the 
Argentine deal, fewer banks took exit bonds 
than the rescheduling committee had ex- 
pected. Some lent fresh money, producing a 


On the slide 


Market prices of external debt 
as % of face value 
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Fewer free rides on Rio’s risks 
surplus which enabled banks to cope with 
more free-riders. 

The buyers in the secondary debt mar- 
ket are usually other banks. They generally 
pay with other loans. According to a straw 
poll carried out by a European central bank, 
$40 billion of loans will be swapped this 
year. But that figure includes a lot of double 
counting: banks on both ends of the deal 
will each score the transaction. Allowing for 
this, traders put the net value of last year’s 
swaps at $10 billion-15 billion. 


Copper swappers 

A typical deal might work as follows. A bank 
prefers Argentine loans (which trade at 25% 
of face value in the market) to Yugoslavian 
ones (whose price is 45%). If the bank swaps 
$5m of its Yugoslavian loans for $5m of risk- 
ier Argentine loans, it can get the 20% dif- 
ference in price in two ways: either as a $1m 


fee from the bank that took the Yugoslavian . 


loans; more usually, the bank swapping the 
$5m Yugoslav debt will expect to get more 
Argentine debt (in this case $9m worth). 
Banks usually add the fees they earn from 
swaps to their provisions. 

Some banks' clients buy debt on the sec- 
ondary market to exchange for local cur- 
rency. An investor approaches a central 
bank, which swaps dollars for local currency 
at a price that is above the secondary market 
value of the debt but below the face value. 
The investor hence gets more local currency 
than he would get from a direct investment. 
Hotel groups and car companies view this 
device as a cheap way of financing projects 
whose main costs are in local currencies. 

In Mexico, industrial companies such as 
Vitro, a glass maker, have bought back some 
of their debts on the secondary market. But 





Mexico's attempt to privatise a copper 
mine, Cananea, by selling it to a private 
company, Protexa, has failed. Protexa 
wanted to pay for Cananea with govern- 
ment debt. It aimed to get this from the 
banks by swapping its own eight-year debt 
for 20-year dollar government debt. The 
trouble was that Protexa wanted to buy the 
government debt for 50 cents in the dol- 
lar—less than the 53 cents that bankers 
could sell it for on the secondary market. 
Bankers naturally preferred to take cash 
rather than eight-year Protexa debt. 

The multinationals’ demand for Mexi- 
can loans has dropped since Mexico 
stopped letting foreigners convert debt into 
equity last year. Chile also modified part of 
its debt-conversion schemes earlier this year 
to stop its citizens round-tripping. Chileans 
were using dollars they held in Switzerland 
to buy debt which they could convert into 
pesos at monthly government auctions. 
They then used the pesos to buy black-m 
ket dollars, which they sent back to Switz 
land, making a profit of around 1096 on the 
trip. So many did it that the spread between 
the black-market rate and the rate at which 
Chile converted debt into pesos jumped to 
1796. Chile stopped the dodge by simply 
ceasing to convert dollars at the auctions. 
Instead, Chileans can now use their offshore 
dollars to buy foreign debt at a discount to 
repay their Chilean mortgages. 

Brazil and Argentina both run auctions 
at which banks (on behalf of customers) bid 
to swap foreign debt for local currency. Both 
governments vet the projects before allow- 
ing debt to be swapped to pay for them: Ar- 
gentina, the most recent convert to this 
form of subsidy for foreign investors, auc- 
tioned australes worth $61.7m last month. 
This extinguished $144m of Argentina's 
$54 billion debt. Unlike more established 
conversion schemes in Chile and Mexico, 
Argentina's insists that foreign investors put 
up at least 3096 of the cost of the project 
cash. Among last month's 18 winni _ 
projects were a cement factory, a hotel and 
an expansion of Fiat's car factory. 

The search for willing buyers of Latin 
American debt goes on. Brazil is considering 
a scheme where buyers of non-traditional 
Brazilian exports could pay for them with 
debt. Banks have long toyed with the idea of 
securitising debts and selling them to Amer- 
ican junk-bond investors. The problem is 
that the loans are far more risky and compli- 
cated than the junk Wall Street is used to, 
and few promise yields high enough to make 
up for this. But investors have bought Jamai- 
can loans which pay 296 over the American 
prime rate (now 996) at 3696 of face value. 
That gives the investor a yield of 3096. Since 
Jamaica also has a debt-to-equity scheme, 
the investor has some way out if Jamaica 
stops paying interest on its debt: he can turn 
his investment into a beach house. 
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S. & W BERISFORD PLC 


"S. & W. Berisford PLC is now in a stronger position than at any previous time in its 





history and making major strides forward to new levels of growth under its vigorous and 
dynamic management team. We are armed with a clear strategy capable of producing 
sustained advances which we are confident will substantially increase the future value of 


your Company" 


E S Margulies 


Chairman 


The Board is pleased to announce an increased interim dividend of 4.5p (4.0p) net 


per share. Pre tax profit was £47.1m, up 10.3 per cent. 





LAS 
FINANCIAL 
SERVICES 
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INDUSTRIAL 





PROPERTY 


Traditionally, Berisford has been engaged in the processing and merchanting of key raw 
materials. Utilising the skills developed in this sophisticated international operation, the 
Company continues to diversify into five core activities: food, commodity trading, financial 
services, property and industrial. 

If you would like a copy of the S. & W. Berisford Interim Statement please write to the 
Company Secretary, Berisford Wing, | Prescot Street, London, El SAY or ring 01-481 9144. 


"MAKING MAJOR STRIDES FORWARD" 


Food - Commodities - Financial Services . Property * Industrial 
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AIDS tests examined 


Testing for AIDS is fraught with difficulties—especially if you test 


people in low-risk groups 


IVES and reputations ride on 
testing apparently healthy 
people for Hiv, the human 
immuno-deficiency virus that 
causes AIDS. It would be useful if 
a single test could definitively 
show whether the virus is there 
or not. No such test exists. Quite 
possibly it never will. 

However, the human immune 
system makes antibodies to the 
virus and it is possible to test for 
them. Two methods, used in tan- 
dem, are the mainstays of this 
technology. The first is called the 
ELISA test. This is performed on 
blood samples from which the 
red cells have been removed (by 
spinning the blood in a centri- 
fuge). It takes between three and 
eight hours. There are several 
versions of the ELISA test, all of 
them designed to detect antibod- 
ies to the whole AiDs virus or to 
vital fragments of it. 

An ELISA that finds none of 
these antibodies is regarded as 
showing that the person whose 
blood was tested has not been in- 
fected with the virus. It is gener- 
ally not repeated. But an ELISA 
that is positive is done at least 
once more—usually twice. If it 
then turns out negative, the first 
test was probably faulty. The 
owner's blood is provisionally 
deemed to be niv-free, but it will 
not be used for transfusions, just 
in case. 

ELISA tests that are antibody- 
positive two or three times in a 
row are then tested by the sec- 
ond method, known as a West- 
ern blot. Rather than picking up 
HIV antibodies collectively, as 
ELISAs do, Western blots individ- 
ually detect the different anti- 
bodies that the immune system 
produces in response to each of 
the virus’s main proteins. This 
means the test is less likely to re- 
act to the wrong antibodies. 

To do an ELISA test some HIV 
virus is grown in the laboratory 
and treated with a detergent that 
kills it, dissolves its outer coat 
and breaks the rest into partly 
purified pieces. The blood sam- 
ples to be tested are put in the 
wells of plastic trays—rather like 
muffin tins—or on plastic beads 
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that contain the purified pieces. 
If there are any HIV antibodies 
in the blood sample, they will 
stick to the pieces of virus in the 
wells or on the beads. After a 
wait to let this happen, the sam- 
ple is rinsed to remove any loose 
antibodies that have not stuck. 
Next an enzyme is mixed into 
the sample and some antibodies 
to human antibody are added. 
(Such "antihuman antibodies" 
are produced by injecting human 
antibody into a goat or other ani- 
mal.) The antihuman antibody 
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sticks to any lumps of virus-plus- 
antibody that formed earlier. 

Finally the. sample is rinsed 
again to remove any unstuck 
antihuman antibody; and a 
chemical is introduced that in- 
teracts with the enzyme added 
earlier. Any sample with Hiv 
antibodies will change colour. 
The intensity of the colour 
change shows how much HIV 
antibody there is. 

In a Western-blot test, a solu- 
tion containing partially inacti- 
vated, laboratory-grown AIDS vi- 
rus is put onto a gel sandwiched 
between two pieces of glass. 
Then an electrical current is ap- 


plied to it. The current makes 
the main proteins of the virus 
separate from each other accord- 
ing to their molecular weights 
and to form bands on the gel. 
The pieces of glass are re- 
moved to allow the proteins— 
called antigens—to be blotted 
from the gel onto strips of a spe- 
cial paper. A dye is used so that 
the various bands on both the 
gel and the strips are visible. 
Blood specimens that are free 
of antibodies to the virus evoke 
no reactions when placed on 
these strips. But any antibodies 
present will be attracted to the 
antigens on the strips. The anti- 
bodies align themselves accord- 
ing to which of the uv antigens 
they have been drawn to. 
Because scientists know which 
antibodies bind to which anti- 
gens, particular antibodies can 
be identified (as they generally 


cannot in an ELISA test). For com- 





parison, specimens that are 
known in advance to be positive 
and specimens that are known to 
be negative are tested at the same 
time as the sample. 

Western blots are more accu- 
rate than ELISAs. So why not use 
them to begin with? For one 
thing, at $40-75 apiece, they are 
more expensive than ELISAs, 
which typically cost around $3-8. 
They are also slower because 
they have to be incubated over- 
night. And they are harder to do 
and to interpret. 

The results of a Western-blot 
test can be controversial. Every- 
body agrees that a specimen 


which produces many reactive 
bands on a paper strip counts as 
a positive result. But plenty of 
specimens produce fewer of 
these bands—in a variety of 
combinations. Experts disagree 
about such incomplete patterns. 
Sometimes one laboratory will 
rule a sample as negative and an- 
other will say it is indeterminate. 

Like practically all medical 
tests, both ELISAs and Western 
blots can produce false positive 
and false negative results. A false 
positive shows a person to be in- 
fected when he is not. A false 
negative gives infected blood a 
clean bill of health. 

The stealth of the virus is to 
blame for most false negatives. 
This is because months, or even 
years, can elapse between the 
time when the virus enters a per- 
son's body and the time w! 
his immune system responds 
making enough antibody for a 
test to find. (It is not yet clear 
whether somebody who is in- 
fected but not yet producing 
many antibodies can infect 
others.) 

lt seems, however, that the 
false-negative problem is a rela- 
tively small one. By monitoring 
the recipients of blood that has 
been tested for HIV, researchers 
at the Centres for Disease Con- 
trol in Atlanta, Georgia, found 
that only about one out of 
40,000 people who were passed 
as negative were in fact infected. 

The false-positive problem is 
much larger. Blood banks want 
to avoid using blood that might 
transmit the virus to the recipi- 
ents of transfusions. So the tests 
they use are deliberately overcau- 
tious. They are far more likely ' 
correctly to identify potential 
nors as infected than to make the 
opposite mistake. 

Four other factors make anti- 
body testing a dicey business: 

e The testing materials, whether 
prepared commercially in pack- 
aged test-kits or assembled at a 
testing laboratory, can vary from 
batch to batch. 

@ Accidents happen. For exam- 
ple, specimens to be tested by 
Western blot are incubated over- 
night in the troughs of labora- 
tory trays: materials from the 
troughs can drift into others, 
turning negative specimens into 
positive ones. 

e Some laboratories are more 
competent than others. The Col- 
lege of American Pathologists re- 
cently gave commercial labora- 
tories some blood samples— 
some known to be HIV positive 
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‘ome its mother's. Her 


 amimnüne system- may form anti- - 


bodies to the foreign proteins of 
the child she is carrying. These 


cai persist long after it is born. | 


‘ELISA tests may confuse these 


antibodies with those produced- 


by exposure to HIV. Similarly, do- 


nor blood may ptovoke the for- 
mation of misleading : antibodies. 


The folly of mass-testing 


HIV tests are good at detecting - 


antibodies in groups at high risk 
of AIDs—such as promiscuous 


male homosexuals or intrave- 


nous drug-abusers living in New 


-York City. When properly per-- 
formed on people likely to have — 
been exposed to HIV, the tests are _ 


mote than 9996 accurate. They 
ate much worse at detecting HIV 
in groups that have lower rates of 
‘disease, or live in places 


‘re it is rare. The reason for. 


iis simple, and it applies—to 
some extent—to all forms of 
medical screening. . 
— Every type of test vields a cer- 
. tain number of false positives. 
e group to be tested is 
w-risk one and there are few 
true cases of infection. Then 
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own to e nega-. blot tests are, 


p the former case, ihe likely 
iio | alf the ge- 


fathe Sind is is dis | 


ere will be a higher ratio of - 
ositive results than there is in ac 


y. be more false positives than ` 


Photo come up ooi 
eusa and Western- - 


in fact, uninfected. 
He estimates that the cost of 
screening low-risk populations 


could be more than $50,000 for 


each genuine positive result. 


A positive result can have di- 


.sastrous consequences, whether 


it is genuine or not. It can affect 


jobs, insurance and much else. | 


Without advance advice about 


¿what the results might mean, it is 


more likely to lead to. suicide. 


 Public-health experts argue that. 
fewer lives will. be needlessly: 


shattered, and money will be 


^saved; if testing is: limited to. 


high-risk groups (except in the 

case of blood-banks and perhaps 

hospitals i in high-risk areas), 
"The reasons put forward for 





mass-testing are often confused. - 


For example, all applicants for 
marriage licences in the states of 


Illinois and Louisiana must take 
an AIDS test. The main, aim of. 
such laws is to prevent the birth 


of babies infected with Hiv. But 


laws Dian to. swamp cane lab- 
oratories with too much work. 





Although. there is little hope 


of a perfect test for HIV, some im- 
provements are on. the way. A 
few laboratories, for example, al- 
- ready prefer a method known as 
immunofluorescence assay (IFA) 
to the Neuen blot. In an IFA test 





antihumah. odhod" labelled” 
with fluorescein dye so that they 


can be examined by a special mi- 
. croscope. The test takes just two 


hours and seems to be promising 


_as a supplementary one. But it is 


not widely used because the tech- 


most such babies ; are born to un- 


nique has not been approved by - 


the Food and Drug Administra- 
tion (FDA). 

SmithKline Bio-Science Lab- 
oratories (SkBL), the largest net- 
work of clinical laboratories in 
America, has decided to replace 
the Western blot as a supplemen- 


- tary test with a new one from. a 
sister company. The sKBL test is a 
version of the ELISA test. But, un- 


like conventional ELiAs, the 


chemical probes it uses to search — 


out antibodies are prepared with 


_ genetic engineering. This means 


that the probes.are more highly 
purified. The test is thought to 
be less likely than a Western. blot 
to be confused by- non-HIV 
antibodies. 

But the new test has not yet 
been approved by FDA for gen- 
eral distribution; it can be used 


" only by laboratories that are part 
SmithKline’ network: 
x Also, some experts argue that it 


the 


promising. 


S 


thousands of times before it is 
clear whether or not it really out- 
performs the Western blot. 


Hunt the gene 


Other tests—most of them not - 


yet ready for widespread use— 


will have to be used Bandieds of i 


look for the genetic material of- 


the virus itself rather than for 
antibodies to it. These are more 


 HiVisa retrovirus. This n means 
that it has a córe of RNA (ribonu- 
cleic acid) containing genetic in- 


‘formation that is directed by an 


enzyme (called reverse trans- 
criptase) to make the related 
chemical DNA. The DNA then uses 


. its own genetic information to 
‘direct the formation of proteins. 


. When a person becomes in- 
fected with HIV, DNA made by the 
reverse transcriptase from the vi- 
rus joins up with the DNA of some 
of his white blood cells, causing 
it to produce. the proteins that 


the virus needs. A new test, de- 


veloped by scientists at the Cetus 
Corporation in Emeryville, Cali- 
fornia, makes it possible to ex- 
amine the DNA in those blood 
cells to determine whether any of 
the genetic messages in it were 


- put there by. Hiv. 


The Cetus test uses an enzyme 
that can "amplify" any DNA. se- 
quences from HIV which are 
present in white blood cells—it 
causes them to be produced in 
quantities large enough to be de- 
tected. HIV at first affects fewer 


| than. one cell in 10,000; the new 


test “amplifies” the genetic ma- 


terial of the virus up to Im times. 


The enzyme used iri the Cetus 
test is chernically similar to:one 


. already used. by laboratories to 
determine’ whether Hiv or its 


- genes are present in somebody's 


: tissues. The usual way to do this 


takes several weeks. Fresh en- 
zyme must be added repeatedly 
by hand, up to 30 times, while 


B measuring ee or not 
the amount of HIV in a patient’s 
cells is falling, the Cetus test may 
let doctors monitor how well 
drug-treatments for AIDS are 
working. Such information 
would also add to knowledge 
about the course of the disease. 


But the test is not expected to re- 
place 


conventional antibody 
tests—at. least, not for now. Its 


i potential iš still being explored: 
Also, it is harder to perform than 


-the blood-cell specimens are. abso 
ternately heated and cooled. The 
Cetus enzyme needs to > be every 
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have some drawbacks. When 
developed its test, the City 
Hope team used only blood sam 
- ples from patients who alrea 


Some scientists doubt wheth 


will be as good as DNA-amplifi 
.tion tests at detecting HIV infi 


likely: that some will be less 
 gerous to. produce too (b 
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adr at America's Natic 
stitutes of Health, it rem 
be seen whether people wh 
thought to be infected, but 
antibody-negative, will turn 
positive on the new test. Nor is 
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A team of scientists at the 
of Hope Hospital in Duarte 
California, has modified the Ce 
tus method to amplify RNA from 
the virus. This may have som: 
advantages, particularly for d 
tors following what happens: 
who test antibody-posi 
tive for uiv but are still healt 

Yet RNA amplification m 
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they will not require so m h 
rus to be grown in the labo 
tory). But no test is likely to eli 
inate both false negatives à 
false positives. As the epider 
spreads and AIDS research strik 
out in new directions, the need 
for different tests for differ 
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ite | : he General Meeting of 


29th April 1988 under the 
MA. — chairmanship of Professor 
Luigi Coccioli, approved the Group's 
987 accounts, which have been certi- 
led by Price Waterhouse S.a.s.. 
Total assets came to Lit. 69,301 bil- 
ion, an increase of 14.7% over the 1986 
igure; loans and advances amounted to 
Lit. 46,132 billion, a rise of 12.3%. 
There was.a substantial increase of 
33206 in foreign currency lending and 
one of 14.9% in loans granted by the 
- special credit sections. - 7 
. On the liabilities side, deposits and 
borrowed funds increased by 14. 2% to 
Lit. 59,153 bilion. —. 
- Thegross profit, net of the additional 
specific allocation to the staff pension 
fund, amounted to Lit. 617 billion, 
14,365 less than in 1986; if the above 
allocation is taken into consideration, 
the gross profit came to Lit. 432 billion. 
_ The net profit for the year worked out: 
. at Lit. 62 billion, an increase of 12,70; 
over 1986; this result enables the Bank 
to pay holders of savings shares a divi- 
dend of 14%, compared with one of 
12% last year. 
- New branches have been pied in 
‘Hong Kong and, from the beginning of 








nancial and commercial services. 
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1988, Paris to complement the existing 
| foreign branches in New York, Lon- 
don, Frankfurt and Buenos Aires anda 
representative office has been opened in 
Los Ángeles. A joint venture, Banco- - 


citic Enterprises Ltd., has been set up in 
Hong Kong to facilitate trade between 
Italian and Chinese enterprises. The 
Group's Luxembourg subsidiary, Banco 
di Napoli International, has confirmed 


_ its high international standing. - 


Banco di Napoli established four 
companies in 1987: Gestiban, which 
offers personalized investment ma- 


nagement, Finrete to market the pro- 


ducts of the Banco di Napoli Group, 
Effepi to supply financial and technical 
services in connection with the launch 
and implementation of i investment pro- 
jects, and Promart to give craftsmen 


and small businesses easier access to 


credit. These four companies join the 
Group alongside BN Leasing, BN Fac- 
toring, Sofiban (the company. manag- 
ing the BN Multifondo and BN Rendi- 


- fondo investment funds) and Finban 

 &merchant banking), all of which oper- 
ate in the financial services sector, and 

- Innovare (promotion of technological 

innovation) and Datitalia Processing 
(data processing), which provide com- 
mercial services. 


anco di Napoliis becomi inga sli Functional group comprising the baik | 
e special credit sections and a number of subsidii lary companies offering 


insi n rel presentation tabründ ond. a wide range of BS in a this 
preparing for the inge bonking market within the EEC. 
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SCIENCE AND TECHNOLOGY 


Russia starts the trek to Mars 


T2EAR" and "panic" might seem 
inauspicious names for heav- 
enly bodies. But to Asaph Hall, the 
American astronomer who discov- 
ered them, it seemed fitting that the 
moons of Mars should be named after 
the war-god's sons, Phobos and 
Deimos. The Russians are not wor- 
1 by the names. More than 100 
rs after Hall's discovery, they are 
setting off to find out what the Mar- 
tian moons are made of. 

If everything goes according to 
plan, two identical space-probes, car- 
rying instruments from Russia—and 
from many other countries in Eastern 
and Western Europe—will be 
launched from central Asia on July 
7th and July 12th. After 200 days they 
will reach Mars, where they will slow 
themselves down enough for the 
planet's gravity to pull them into orbit. They 
will.be the first visitors from earth in more 
than a decade. Although the probes will 
make observations of Mars (and of the sun, 
and of the local magnetic fields—these are 
versatile machines), the main objective is 
Mars's inner moon, Phobos. As moons go, 
Phobos is no wonder; just a 28km-long rock. 
But it could be a relatively pristine piece of 
the solar system’s early history. 

Once upon a time the solar system was a 
...rfe crowded. place, Five billion 
years ago the skies were alive with 
showers of Phobos-sized "planet- 
isimals". Surfaces which are not sub- 
ject to the cleansing power of ero- 
sion—such as those of Mercury, or 
the earth's moon—still bear the scars 
that such planetisimals inflicted. 
Over a period of a billion years or so, 
their habit of crashing into planets 
slowly depleted the planetisimals' 
numbers. They are now quite rare in 
the inner solar system—the region 
from the sun out to the orbit of Mars. 

But Phobos and Deimos, which 
are almost certainly planetisimals cap- 
tured by Mars's gravity, are rather 
conveniently positioned for explora- 
tion. A spacecraft that is similarly 
captured by the planet's gravity can 
get close to them and stay close. To 
rendezvous with a free planetisimal, 
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like those in the asteroid belt beyond Mars, 
would take an awful lot of fuel. 

The Russian probes will end up orbiting 
Mars a little higher than Phobos. Then, 
when the moon passes underneath, one 
probe will swoop down and hover over its 
surface, at a height of about 50 metres and 
moving at only 20 kilometres an hour or so. 
As well as looking at the surface with video 
cameras, and peering below it with radar, it 
will fire a laser and an ion beam at the sur- 








face, dislodging some atoms and analysing 
them on board. It will also drop two 
probelets on to the surface. One, the lander, 
will sit still, analysing the elements in the 
moon's surface for a year or so. The other, 
the hopper, will bounce around for a few 
days to see how it varies from place to place. 

Few things are known about the 
surface of Phobos. One is that it is 
rugged and cracked. At some point in 
its chequered past, Phobos collided 
with something else, almost as big as 
itself. The impact nearly tore it 
apart—it left the surface with a series 
of cracks on it, as well as a 10km-wide 
crater called Stickney. (Stickney was 
the maiden name of Asaph Hall's 
wife, who convinced him to carry on 
his satellite hunt “just one more 
night", and thus brought about his 
discovery of Phobos and Deimos. A 
later generation of scientists gave her 
name to the most dramatic bit of 
landscape on the moons, as a token of 
gratitude.) 

Another thing about the surface 
that stands out is that it is almost jet 
black—it reflects only 596 of the sun- 
light that falls on it. Scientists hope 
that this is because it is "primitive", made 
up of a tarry mixture of complicated mole- 
cules containing carbon that dates from the 
beginning of the solar system. Similar tars 
are invoked to explain the darkness that the 
European Space Agency's Giotto probe 
found at the heart of Halley's comet. 

It could be, though, that the blackness is 
due to something like soot. The capture of 
an asteroid by a planet lets loose a lot of en- 
ergy, and much of that energy will go into 
heating up the asteroid. The energy 
could have made the surface hot 
enough for the primeval tar to evapo- 
rate, and the blackness could be due 
to an uninteresting charred coating 
on the surface. The moon's low den- 
sity—about half that of the rocks that 
make up Mars—holds the promise of 
copious tar, which is less dense than 
rock. But it could reflect the damage 
done by the collision that created 
Stickney. The interior of the planet 
may be full of faults, which could 
mean lots of empty space inside. 

After this mission, the Russians 
are giving Mars a rest for a bit. In 
1992 the American Mars Observer 
will go there, an orbiter which will— 
among other things—study the Mar- 
tian weather and examine the chemi- 
cal composition of the planet's sur- 
face. In 1994 or later the Russians will 



























































FT^HE closest most people come to a la- 

A. ser is to sit by the player that reads 
its in the surface of a compact disc and 
esponds with Beethoven. Such lasers 
re tiny and harmless. The big ones that 
sed to threaten the world in "The Man 
‘From Uncle" are still around. Big lasers 
re a good way of funnelling plenty of en- 
tgy into a small space: you can cut steel 


down ballistic missiles. 


merica hopes to launch a probe that 


urns. Any space probe tumbling into 
3e outer atmosphere of a distant planet 
is going to get extremely hot, which is 
why Japanese and American researchers 
lan to use a powerful laser to simulate 
:such encounters in the laboratory. 

. Because ]upiter is so far away, a probe 
rom Earth will be travelling at enormous 


will build up from friction as it passes 


higher than the space shuttle faces on its 


surface: In the case of the Jupiter craft, 
|) about 1,200 megawatts will fall on every 

"square metre. Imagine a million electric 
- fires, pouring all their heat on toan area 
smaller than a desktop, and you have an 


endure. 
| Because the T of: a laser is socon- 
: *centrated, a powerful one can produce 
this kind of heat density, though only on 
a’small area. Researchers at NASA's Ames 
Laboratory in San Francisco are aiming 
at a laser that can focus.20 kilowatts on 
to a square millimetre. The laser mi 
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eturn. As well as an otbiter, dee mission 

















oon will send. infermation to America’s 


















"aero-braking". Once aspacecraft is moving 





low the craft down with rocke 





ith them, or think about ads. 
^* you can get.an intense beam of orderly 

light. The laser in a compact-disc player 

-gets its excitement from a small electric 


" Oryoucan ponder Jupiter. Next year, . 
hould get to the solar. system's largest ^ 


lanet in 1995. There it will meet a death. 
y fire, sending back useful messages as it 


'speeds when it gets there. The heat that 


through the atmosphere is many times _ 





| . > nese method, which is more difficult 
» return to earth. The heat caused by fric- - 


: - use, results in a more compact laser. 
tion around a probe will radiate on to its 


still in its early stages. Nevertheless, 


idea of the’ heat that the probe will 


also operate continuously, which is a 
problem. Most high-powered lasers fire “4 
. only in short pulses. To mimic a Jovian = 


will include probes that sit on the Martian — and's 
‘surface and a balloon that will wander ^ highd 
hrough the Martian atmosphere. The bal- - 


Observer, which will relay it back to earth. © 
. To get such a lot of stuff to Mars, the — 
Russians are considering a technique called 
ast enough to get away from earth, itismov- — think it is more likely that such. a rover— 
ng too fast to get intoa low orbit round .- 
Mars. Rather than carry along extra fuel to — guided landing on Mars, rather than t 
: -hard. landings. of the 1994 mission—wil 

have wait until 1996. By then Mars-enthusi- 


ian missions may dive i into the Martian at 
osphere, usitig “asts should have . enough experience: to 


ea sample-rel ission, which 
¿would bring pieces of Aartian..surface 
back t to 5 earth for close examination. Such a 
mission is often mentioned as a possibility 
for Russian-American co-operation. 
If Phobos turns out to be an unspoilt 
morsel of the early solar system, then a sam- 
ple return mission to the moons of Mars 
may come about sooner than that. There 
would be plenty of scientific justification. 
The Phobos mission will certainly raise 
more questions than it answers. For exam- 
ple, if Phobos is a captured asteroid, how did 
it get into such a low and regular orbit? 
What exactly is the ancient tar, and how was 
it formed? And it would also bea useful dry 
run for a trip to Mars. Coming back from an 
orbit around Mars, even a low one, is a lot 
easier tham coming back rom the surface. 








burn up, the best sort of laser to use is a 
barely tamed rocket engine in disguise, 
known as a gas-dynamic laser. 

Lasers work by harnessing the energy - 
released by excited molecules as they 
calm down. An excited molecule can re- 
lax only by letting go a fixed amount of 
energy, which comes out as radiation. 
Persuade a gang of molecules to get ex- 
cited and then calm down together and 















current—this is great for Holst, but no- 
where near powerful enough for the 
outer planets. À gas-dynamic laser is a far 
more vigorous beast. It gets its excited 





molecules by burning fuel in a set of Japan's S science city 
rocket nozzles. Light from the hot torch | 
bounces between two mirrors and comes U nsy ^ ergs getic 
out as a steady stream. a 

Like all rocket engines, a gas-dyriamic 


laser uses both fuel and an oxidiser. The COT 


NASA team burns carbon monoxide in |. J LAST month a ghoup iol young men from 
air; researchers at Tokyo University sde- | ^ «A the government-funded Electrotechnic- 
partment of aeronautics burn liquid ben- | . al Laboratory in Tsukuba, outside Tokyo, 
zene and use a liquid oxidiser. The Japa- | ^ staged a little protest. They were not after 
| ,more money, better facilities or more aca- 
: demic freedom. They wanted more women 





















ás 
the star-wars programme gradually suc- 
cumbs to its critics, it looks as if lasers are. 
more likely to help explore the secrets of 
exotic planets than. trouble the inhabit 
ants of this one. 


Tsukuba Science City: may be bei toa uni- 
versity, 50 public-sector ‘scientific research 
institutes and more than 70 private ones, 
but it is also óne of the sleepiest places in 
Japan. 

. Thíisis partly Putat fi its iender years. 
Although the city is celebrating its 25th 
anniversary this year, 1963 is merely the 
date when the Japanese government decided 
to move most of the research it sponsors to 
one place. The first laboratories did not ar- 
rive for almost 15 years. The task of'spe 
ing YI.3 trillion ($4.2 billion) to shift 7, 
„researchers from all over the country to a 
. green site two awkward hours north of To- 
. kyo took until 1980. Most of the private re- 
search. companies arrived more recently 
han that, and their numbers are still in- 
‘easing. One official expects to see about 
20 of them by the end of the decade. 

|^ Which poses a large question: what do 
iey all think they are doing there? Tsukuba 
aght to be one óf the most exciting places 
Japan, with inter-disciplinary ideas zing- 
g around like charged atomic particles. 
bout. a third of Japan’s public-sector re- 
arch-and-development. money goes to 
sukuba: Tn fact, most companies are there 
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of potterin al X dut on ‘the surface anid exani- : l 
ining rocks. But many western. observers — 







which would probably need a “soft”, rocket an we rea de Eius E that i is 
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In the first place, precious little joint re- 
search is going on in Tsukuba. The various 
public laboratories are under the jurisdic- 
tion of different ministries, which guard 
their patches jealously. One or two small ex- 
ceptions aside, government does not work 
directly with private industry in Tsukuba or 
anywhere else in Japan. One alleged reason 
for this is that the government wants to 
avoid the charge of favouritism. 

Other kinds of contact are limited too. 
True, the universities and national labora- 
tories at Tsukuba take on roughly 600 peo- 
ple from the private sector each year (on 
short assignments). But most of them are 
technicians who help the government's re- 
searchers to build. their apparatus. They 
need not, and generally do not, come from 
Tsukuba itself. 

There are suprisingly few open seminars 
and the city's denizens complain that the 
socíalising which makes Tokyo, Boston and 








LORIDA is a great place-to study bald- 

ness. Dr Marty Sawaya, a dermatolo- 
gist at Miami University, has the good for- 
tune to be surrounded by plenty of 
middle-aged men who want hair trans- 
plants. Such transplants involve removing 
plugs of hairy skin from the back of the 
neck and using them to replace hairless 
plugs taken from balding patches. Dr 
Sawaya analysed the follicles from which 
hairs grow, or once grew, in both hairy 
and hairless plugs. She has found differ- 
ences which, she thinks, amount not only 
to the cause of baldness but may also be 
the key to its cure. 

The growth of hair is stimulated by tes- 
tosterone in a person's bloodstream. If the 
levels of the hormone get too high, men 

end to lose their hair early on (what hap- 
pens in the rarer case of a balding woman 
| is more uncertain). To see how testoster- 
| one works its tricks, Dr Sawaya looked at 
the chemical locks and keys by which cells 
organise much of their business. 

Molecules of testosterone (keys) work 
their way into hair-producing follicle cells 
by first binding to receptor proteins 
(locks) on the surfaces of the cells. The re- 
^ ceptor proteins then carry the hormones 
| inside to the nucleus. Inside the nucleus, 
the hormone switches on the genes that 
regulate the growth of hair. But if too 
| much testosterone gets in, a genetic 
| switch is thrown and the hormone has no 

effect. That is why testosterone first stim- 
| ulates hair growth and then, at higher lev- 

els, stops it. 
| But there is more to balding than an 
| abundance of testosterone. It seems that 
| certain types of hair-follicle cell are more 
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Cambridge (England) tick is almost com- 
pletely missing. Although it has been billed 
as a city of the future, Tsukuba does not 
even have the sort of scientific data-network 
that hooks up universities and laboratories 
in Europe and America. The wheels of com- 
merce do not turn in Tsukuba. The city has 
no manufacturing and none of the entrepre- 
neurial fission that has prompted employees 
of companies in some other science parks to 
start up on their own. In Japan the break 
from university, government or company is 
seldom made. 

Mr Tetsuzo Kawamoto, an ex-bureau- 
crat who runs the Tsukuba Research Con- 
sortium, complains that it is almost impossi- 
ble to find out who is doing what in the 
government's laboratories. The boss of ici's 
Tsukuba laboratory agrees that the govern- 
ment. researchers are "stand-offish". Mr 
Kawamoto, who is an eloquent critic of the 
way research is being done in Tsukuba, is 





. Hair-raising hormones 


susceptible to changing concentrations of 
testosterone than others. These more sen- 
sitive cells have receptors that are com- 
posed of just one copy of the protein mol- 
ecule. The less sensitive ones have 
receptors that consist of clusters of four 
protein molecules. 

A further set of proteins seems to in- 
terfere with the ability of testosterone to 
reach the target nucleus of hair-producing 
cells. Some stop testosterone from bind- 
ing to the receptors; others turn one-mol- 
ecule receptors into four-molecule ones. 
Dr Sawaya hopes that an acquaintance 
with such regulatory proteins will lead to 
treatments that prevent hair loss, or even 
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Hair isn't everything 


encourage regrowth. 


cR poppe rt ee 
| 


also one of the few people trying to change 
things. His consortium aims to promote 
joint research between about 20 companies 
(one project involves growing bacteria on 
micro-chips to act as photo-electric cells). 
Plenty of excellent work is being done, 
even if nearly all of it proceeds in splendid 
isolation. The Electrotechnical Laboratory, 
Tsukuba's largest, has invented a new kind 
of three-dimensional integrated circuit; an 
ingenious hybrid optical-electronic switch; 
and some apparently stable high-tempera- 
ture superconductors. The city also sports 
TRISTAN, a high-energy particle smasher of 
Wagnerian proportions. It is noticeable, 
though, that none of Japan’s biggest names 
is to be found at Tsukuba (with the excep- 
tion of Nippon Telegraph and Telephone 
which was only recently privatised). Do 
companies like Hitachi, Fujitsu, NEC and IBM 
Japan know something the others don’t? 











Other dermatologists working in the 


wf 


bristling field of hair research are cau- 
tious. Cures for baldness—like the philos- 
ophers' stone or a perfect system for rou- 
lette—have a history of premature 
acclaim. Researchers say that other appar- 
ent differences between receptors on 
hairy and hairless scalps have turned out 
to be random variations or artefacts. Dr 
Sawaya points out her work’s advantage: 
it is based on the huge amount of experi- 
mental material made available by hair 
transplants in Florida. And if drugs can be 
developed from her work, at least their ac- 
tion will be understood. The workings of 
Regaine, a drug sold by Upjohn which re- 
stores hair to only a third of bald men, is a 
complete mystery. 
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The first comprehensive analysis of international air. transport in OECD 
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The novel as tropical flower 


THE ART OF THE NovzL. By Milan Kundera. Faber; 165 pages; £9.95. Grove; $16.95 
Mysetr WrrH Oruers. By Carlos Fuentes. Andre Deutsch; 214 pages; £10.95. Farrar, 


Straus & Giroux; $19.95 
LOVE IN THE TIME OF CHOLERA. B 
£11.95. Knopf; $18.95 7 


LTHOUGH the world still reads novels 


voraciously, many of those who write - 


n continue to fret. They fear that novels 

ive only as fragile, exotic plants in. a 
modern age that has moved on past them. 
Both Milan Kundera, a distinguished Czech 
novelist, and Carlos Fuentes, a controver- 
sial and prize-winning Mexican writer, have 
committed their anxieties and their working 
methods to paper. From different 
sides of the globe, their thoughts are 
remarkably similar. 

Both men share the same literary . 
heroes: from the past, Erasmus, Dide- 
rot and Sterne; from the present cen- 
tury Kafka, Borges, Proust and, per- 
haps the most celebrated of Latin 
American novelists, Gabriel Garcia 
Marquez. They also know and like - 
each other. But Cervantes is the 
writer to whom they keep returning, 
not only because they view "Don 
Quixote" as the first modern novel 
but because this book still sums up, 
for them, the problems a writer faces 

‘tting to grips with the world. 

As Mr Fuentes describes it, Don 
Quixote goes out into the world to 
ind that it is not as he has sup 
rom his reading. He has made the 
vorld simple, under the rules of God 
ind chivalry; but it keeps slipping 
way, changing, diversifying and surprising 
nim. He feels bound to bring his surround- 
ngs to order; but the sense he imposes on 
them seems to be nonsense to everyone who 
observes him. Mr Fuentes quotes Erasmus 
n "In Praise of Folly": "The reality of 
hings . . . depends solely on opinion. Every- 
hing in life is so diverse, so opposed, so ob- 
icure, that we cannot be assured of any 
tuth.” This is the point that Mr Kundera, 
00, particularly seizes from “Don Qui- 
cote”. The purpose of any novel, he says, is 
o explore uncertainty. "Nobody", Mr 
Cundera says starkly, remembering how 
Yovelewriting has suffered under the totali- 
arian rules of his own country, "knows 
[HE ECONOMIST JULY 21988 
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Gabriel Garcia Marquez. Jonathan Cape; 348 pages; 


whether Anna is right or Karenin is right, 
but everyone has the. right to be under- 
ood." 


If Mr Kundera and Mr Fuentes are sure 
of anything, it is that the old style of novel, 
with a sequentially unfolding plot, carefully 
lifelike characters (complete with pasts) and 
an invisible author, is dead. Mr Kundera ar- 
gues that the most unlifelike and extraordi- 





nary characters (Don Quixote again) can be- 
come real, if the reader invests his 
imagination. Authors should labour to ex- 
plain not what has happened to their char- 
acters, but what might happen to them; they 
must not be afraid to juggle to the limit with 
time (as Proust did), dreams (as Kafka did) 
or sheer playfulness (as Sterne did). The 
novel is doomed, both men believe, if it does 
not at least try something new. 

All the newness that is required, how- 
ever, may be a simple change of scene. As 
Mr Fuentes complains, European literature 
takes place in living rooms; but when the 
novel was transplanted to America, and 
Latin America in particular, the doors were 





` with terror and loss—just as Don Quixote - 


Er 



































suddenly flung open: “Suddenly, in the vast 
reaches of the Amazonian jungle . . . we are 
again in the emptiness of terror.” Faced - 


was—the novelists of Latin America have — 
decided, says Mr Fuentes, to "assert total ex- | 
istence in a realm of the imagination, where E 
all that cannot be in reality finds...the - 
most intense level of truth.” It is in this - 
realm that Mr Garcia Marquez works; and 
his latest novel is a good test of the theories — 
of his friends. E 


Man thinks, God laughs ! 
"Love in the Time of Cholera" follows some _ 
of Mr Kundera's ground rules. Where it is — 
set is not important; it is somewhere on the 
Caribbean coast of Central America. Al 

though the reader cannot say what city this 
is (and therefore cannot know "the truth"), - 


he can ramble through it to the last detail: — 


The city, his city, stood unchanging on the edge : 
of time... where nothing had happened for e 


four centuries except a slow aging 
among withered laurels and HE 
swamps . . . In summer an invisible dust 
as harsh as red-hot chalk was blown into 
even the best-protected corners of the 
imagination by mad winds that took the $, 
kok off the houses and carried away 
children through the air. 3 


Mr Garcia Marquez plays around a 
little with time, sometimes leaping 
backwards or forwards without warn- — 
ing; and the world he describes has 
the quality of dreams. Characters act - 
without apparent motivation; per- 
fumed crows are kept on the balco- 
nies of respectable houses; a man 
dressed in black, with a stovepipe hat, 
goes out in a boat to salvage treasure — 
from a galleon that does not exist;the — 
heroine tosses bottles of cough syrup 
out of a balloon, When all this is said, A i 
however, what remains is a classic - 
novel in the old style. Two people, 
Fermina Daza and Dr Juvenal Urbino, meet, — 
court and marry (to what degree they love is 
uncertain); a third party, Florentino Ariza, - 
loves Fermina Daza without reciprocation 
almost all his life. It is a simple love story, - 
told sequentially, with no artifices of tech- 
nique but with every resource of the imagi- - 
nation. It can still be done. M 
In "One Hundred Years of Solitude", — 
perhaps his best-known novel, Mr Garcia, - 
Marquez stayed deep in the Amazonian jun- — 
gle. By contrast, "Love in the Time of Chol — 
era" is virtually European. It is set in rooms, _ 
courtyards, streets and offices. Fermina - 
Daza dreams of Paris; Dr Juvenal Urbino in- — 
structs the city in the sanitation and cures of — 
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Europe. The cultured folk of the city strug- 
gle for their opera and string quartets amid 
the chaos of epidemic and civil war. The jun- 
gle, which they visit by steamships from a 
company eventually run by the lovelorn 
Florentino Ariza, is almost as strange to 
them as to the first European explorers. Yet 
the anarchy of the tropics, with their colour 
and scent and disease, keeps forcing itself 
upon them. As in Don Quixote, the immen- 
sity and messiness of the world defy all ef 
forts to keep it in order. 

In the same way, all through the novel, 
the characters fall victim to coincidence, 
paradoxes and tricks. All of them believe in 
Fate and God; they cannot escape their des- 
tiny. Even in his feckless womanising, 
Florentino Ariza "always behaved as if he 
were the eternal husband of Fermina 
Daza . . . who fought endlessly to free him- 
self from his servitude." But God plays 
games. Dr Urbino, going to the assignation 
that nearly destroys his marriage, "asked 
himself in bewilderment if so many opportu- 
nities coming together might not be one of 
God's pitfalls, which he would then have to 
pay for dearly." Another of God's pitfalls, 
he has noticed, is that the symptoms of love 
are the same as those of cholera. 

This, then, is a world still with rules and 
still in possession, as far as it knows, of the 
absolute truth of the existence of God. (In 
"One Hundred Years of Solitude" the town 
of Macondo, having lost its collective mem- 
ory, has to put up a billboard reminding it- 
self of that.) Beneath the rules, all is turbu- 
lence; but the rules are still clung to, and 
they give the novel its shape. In one sense, 
then, Mr Garcia Marquez gives the lie to his 
friends' contention that the novel can thrive 
only on uncertainty. If the novel is to be, as 
Mr Kundera hopes, "one of the last out- 
posts where man can still maintain connec- 
tions with life in its entirety", it has to take 
some note of absolutes too. Mr Kundera 
himself quotes a Jewish proverb: “Man 
thinks, God laughs". "Love in the Time of 


Cholera" has the sound of divine laughter. 





Eastern Europe 


— The fire next time 


EASTERN Europe, GORBACHEV AND RE 
FORM: THE GREAT CHALLENGE. By Karen 
Dawisha. Cambridge University Press; 268 
pages; £22.50 (£7.95) and $29.95 
($12.95) 


HE countries of Eastern Europe have 

been described as a permanent crisis 
waiting to happen. Their citizens have re- 
peatedly shown that they want more out of 
life chan promises of a workers’ paradise in 
the hereafter; they want more freedom and 
higher incomes now. Under Mikhail 
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Gorbachev, the Soviet Union—the country 
that could always be relied upon to hold the 
line against unacceptable deviations from 
Soviet-style socialism—is now making its 
own dash for modernity and reform. Com- 
munists from Warsaw to Sofia have been left 
dithering over whether they should follow. 
The Gorbachev challenge to Russia is a chal- 
lenge to them too. 

Karen Dawisha's book gives a series of 
clear snapshots of the problems. Take the 
old struggle inside Russia between the 
Slavophiles and the westernisers, one that 
has not been resolved to this day, despite 
the adoption of Marxism, a western philoso- 
phy. Stalin, very much a Slavopbile, ex- 
tolled traditional Russian values and ime 
posed them on Eastern Europe by means of 
a set of military, political and economic con- 
trols that still remain. In some places the fit 
is better than in others, but nowhere is it 
comfortable. Mr Gorbachev has made much 


of dismantling the Stalinist legacy at home. 


Will he do the same in his dealings with 
Eastern Europe? 

Indeed, can he, without losing control 
of a region over which previous Soviet lead- 
ers have said they would be prepared to go 
to the brink of nuclear war? At the least, a 
real de-Stalinisation would mean exposing 
the complicity of the local communist par- 
ties in Stalin's. crimes, both against their 
own people and against themselves. 

The trick, as the author rightly argues, is 
not just to come clean, safely, about the past; 
it is also to manage the future. All the re- 
gimes of Eastern Europe face the prospect of 
choosing new leaders (so far, only Czecho- 
slovakia and Hungary have done so) at. a 
time when the economic outlook is bleak 
and when there is a growing feeling that 
their societies have simply outgrown the 
ability of any communist party to run them. 

A paradox continues to bedevil Russia's 
relations with its allies. Although all:have 


achieved a degree of durability, reform is 
desperately néeded. Without it, the local 
communist parties will see whatever support 
they can still muster drain away. But can re- 
form happen without undermining the com- 
munist party's Lenin-given right to rule? Mr 
Gorbachev. himself seems uncertain 
whether he wants Eastern Europe to act as 
loyal technology-provider for the Soviet re- 
form, or to pursue reforms of its own. 

The book’s one weakness is its tempta- 
tion to stray into the policy-making field. It 
keeps stumbling over the idea of reconstitut- 
ing Europe, as if Europe has ever been more 
than.a geographical expression. The theme 
of common security, now pushed hard by 
Mr Gorbachev as the key to what he likes to 
call the “common European home", cannot 
mask the basic economic, cultural, political 
and now ideological differences that, over 
history, have repeatedly split geographical 
Europe into its competing parts. Contrary 
to the impression sometimes left by `` 
book, Europe, West and East, is not stris 
to unify itself. Many citizens of Eastern Eu- 
rope may look to the East out of duty only 
and to the West for their inspiration; but 
then the imposition of Soviet control over 
Eastern Europe has made their choices arti- 
ficially narrow. 





American television 


Its own Vietnam 


Wnuo KILLED CBS? By Peter Boyer. Random 
House; 361 pages; $18.95 


ETER BOYER'S compelling saga of the 
decline of cBs News in the 1980s is the 
most informative of a rash of books (seven 


: so far) on this.sad subject. Mr Boyer, who 


covers television for the New York Times, 
tells an enthralling tale of high-level n 
room and boardroom polities, shrewdly 
ting many diverse personalities—public and 
private—speak for themselves. 

CBS News once set the standard for 
broadcast journalism in the United States. 
Enlivened by an ethic of public service in a 
democracy, devoted to hard news, driven by 
a highly professional staff, cas dominated— 
some say created—radio news, and then, af- 
ter a slow start, television news. While Wil- 
liam Paley, the network's founder; remained 
in control of the parent corporation, CBS 
News was always better than it had to be. 

In the early 1980s new technology made 
possible an expanded, profitable market for 
news. Meanwhile, Walter Cronkite, every- 
one's favourite anchorman-uncle, retired 
from CBS News; and Mr Paley, apparently re- 
luctantly, stepped down as network chair- 
man. In order to expand the network into 
an entertainment and communications em- 
pire, new management sought to milk the 
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"mature business", the broadcasting group. 

_. The network's parent management de- 
manded cuts in News just as competition hit 
CBS from ABC, NBC and the cable syndi- 
cators. Even more damaging cuts were de- 
manded after the. management ineptly 
warded off a series of takeover attempts in 
1984 and 1985. Meanwhile, cBs News was 
sued for libel by General William Westmore- 
land for its documentary, “The Uncounted 
Enemy" which cast doubt on his efficiency 
in Vietnam. "Thus began", reports Mr 
Boyer, "a long and anguished ordeal that 
would be called CBs's own Vietnam." 

Mr Boyer skilfully illuminates the lack of 
planning, the absence (“60 Minutes" ex- 
cepted) of programming savvy, and the tal- 
ent-bidding wars. No one had the vision to 
see how to build on Cas’s strengths in the 


new market for news. Instead, nearly every- 
thing it did was botched. It chose Dan 
Rather, a reporter rather than a newsreader, 
as Mr Cronkite's successor; it gave the "Eve- 
ning News" too much attention, while turn- 
ing the weak "Morning News” into farce by 
selecting the beautiful, unqualified Phyllis 
George as anchor; it failed to move into ca- 
ble television. 

The gutting of cas News seems symp- 
tomatic of the times. When companies are 
driven by short-term goals and top execu- 
tives lose sight of what their organisations 
were created to do, then institutions are 
likely to suffer. Mr Boyer has described the 
symptoms of cBs's illness with some bril- 
liance. All those interested in the survival of 
hard news on network television should 
read and consider. 





Pablo Picasso 


‘ude sleeping, with protractors 


«p AINTING is stronger than I am; she 
makes me do what she wants," wrote 
Pablo Picasso in 1963. His prodigious com- 
pulsion to paint lasted well into old age. 
Even in his 80s, he was capable of producing 
341 etchings in less than six months and 167 
paintings in a year. The old master made 
light of his own facility and of the huge sums 
his works could command. He was punished 
for his hubris. His late works were, until re- 
cently, dismissed with scorn. Picasso had be- 
come inept, the critics said, and obsessed 
with sex. One of his most loyal admirers, 
Douglas Cooper, wrote that the late works 
could be described only as "the incoherent 
scribblings of a frenetic old man in the ante- 
chamber of death.” 

A new exhibition of these works at the 
Tate Gallery in London suggests a different 
----y, The paintings are full of light, vitality 

assurance; the colours are primary and 
brilliant. In one series of sketches Picasso, 
revelling in his power to refashion his mod- 
els’ bodies to his own design, sends himself 
up; the sketches show the artist carefully 
charting his sleeping subject’s movements 
with a pair of protractors. Voluptuously 
rounded bodies are compared to volup- 
tuously rounded guitars. One outrageous 
painting ("La Pisseuse") shows Jacqueline 
Hutin, his lover and the most powerful of 
his many muses, urinating; it looks almost 
jaunty and engaging to the eyes of 1988. 

There is a darker side. “Each picture is a 
phial filled with my blood,” Picasso used to 
say. The sentiment was shared by his model- 
mistresses and wives, all but Jacqueline. Pi- 
casso's work was inescapably cruel. He was a 
Spaniard who gloried in machismo, who 
loved bullfights and who notoriously con- 
tinued to paint “Guernica”, his passionate 
indictment of the bombing of the town dur- 
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ing the Spanish Civil War, while allowing 
his wife and mistress to wrestle for suprema- 
cy on the studio. floor. The women who 
loved him became his victims when he took 
up his brush. The most striking aspect of the 
painter as destroyer is to be seen in the earli- 
er paintings of Dora Maar when the model 
was young and beautiful. Picasso showed 
her as a creature in torment, saying he paint- 
ed what he felt to be there. Dora later went 
insane. 

Harsh reality is much in evidence in the 
later works. In "The Embrace" (1969), sexu- 
al intercourse is frankly represented with a 
strength and violence which lacks any sinis- 
ter undertones. But in "The Kiss", painted a 
few weeks later, Picasso returned to the idea 
of woman as victim. The man's eyes are gro- 
tesquely dilated, and his face grinds her 
down. In another work a skinny naked 
woman lies twisted in a chair, surrounded by 
clawing hands which tear at her flesh. 


i 
Pe 





Genius or dirty old man? 


The exhibition begins in the year that 
Francoise Gilot left Picasso. Madame Gilot 
caused a storm ten years later when she pub- 
lished a lurid, and bestselling, account of her 
life with the artist. No dirty bedsheet was left 
unturned, and the book succeeded in es- 
tranging the artist from his former mistress 
and from their children. It is disquieting to 
discover that the principal source of infor- 
mation for Mrs Arianna. Stassinopoulos 
Huffington's controversial new book, “Pi- 
casso, Creator and Destrover"*, is Madame 
Gilot, now Mrs Jonas Salk. “It should not be 
a biographer writing at arm's length about 
Picasso," she told the author, "but you, 
Arianna, in a living, present relationship 
with him." Easier said than done, with the 
far from impartial Mrs Salk breathing down 
her neck. ; 

Mrs Huffington reveals the shock she felt 
when she discovered that one of the three 
greatest geniuses in history had feet of clay. 
(Picasso shares the honours with Shake- 
speare and Mozart.) Driven by her terrible 
perception of the truth, as revealed by Mrs 
Salk, Mrs Huffington turned to the stories 
of Don Juan and Krishna, seeking the key to 
the magnetism which she felt him exerting 
over her. Her portrait confirms Mrs Salk's: 
Picasso was an agirig and promiscuous mon- 
ster whose artistic powers were on the wane. 
The last two chapters provide a suitably 
gothic climax to this tale of horrors, with 
Jacqueline joining Picasso as his co-agent of 
evil: 

He gave her that power, and without him her 

capacity for evil would have been as common- 

place and insignificant as, without him, she 
would have remained. Pure evil has a monu- 
mentality to which, alone, she could not have 
aspired. 
"Picasso" has already been received with 
some contempt and considerable mirth in 
the art world. Mrs Huffington says she 
makes no claim to be an art critic, but igno- 


*Weidenfeld & Nicolson; 558 pages; £16. Simon & 
Schuster; $22.95. i 
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j rance has not prevented her from making an 


astonishingly crass assessment of the artist's 
work. With every allowance for hubris, Pi- 
casso himself made the right assessment. 


—. "What will painting do when I’m dead?" he 


once asked. "She will have to walk over my 
body. There's no way round." 





Film animation 


E The tale of Roger 
Rabbit 


HE cinematic catch-phrase of the sum- 

mer has now been heard in the land. It is 
“multi-dimensional interactive character 
generation": in other words, making actors 
seem to perform with cartoon characters. 
The new film in the genre, “Who Framed 
Roger Rabbit", is a collaboration between 
Steven Spielberg (“Jaws”) and the Walt Dis- 
Organisation. Disney has tried the tech- 
nique several times before; Mr Spielberg has 
not, and is said to have been amazed and 
relieved when a $100,000 test sequence 
confimed that the idea could work. His 
amazement has been soaked up by the press, 
but some scepticism is called for. 

MGM first tried to put actors and car- 
toon characters together in 1945, and 
spliced into its musical “Anchors Aweigh" a 


. sequence in which Gene Kelly dances with a 


cartoon mouse. Ít so fancied the idea that it 
later had Esther Williams, a swimming star, 
cavort with Tom and Jerry in an underwater 
sequence in "Dangerous When Wet". Gene 
Kelly used the device again in his three-part 
iina 
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Gargantua in Egypt 


AV a ROSSI'S production of 
Verdi's "Aida", which opened at the 
Earl's Court arena in London on June 
26th, called itself “a show". A show in- 
deed: a cast of 600, a stage 140 feet deep, 
and £1.5m spent. Was it also opera? 
"Aida" has suffered before from the 
press of large events. lt was commissioned 
by Ismail Pasha, the Khedive of Egypt, for 
the new opera house in Cairo in 1869, but 
did not get there until Christmas Eve, 
1871; the sets had been held up in Paris by 
the Franco-Prussian war. Spectacle—the 
grandeur and strangeness of Ancient 


| Egypt, seen from Garibaldi's Italy—was 


part of the piece, and Verdi seemed to ac- 
knowledge that it — drag the drama 


down. “Monotony”, he wrote of “Aida”, 


- “must be avoided by finding unusual 
- forms." Subsequent directors have taken 


him at his word. “Aida” has been per- 


| formed with elephants (at the Metropoli- 
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ballet film “Invitation to the Dance”; the in- 
teraction of actors and cartoon folk took up 
a third of the film. The most recent use of 
the idea was in "Mary Poppins", 20 years 
ago, when the governess was enabled to 
dance with animated penguins. 

"Roger Rabbit" owes his existence, as 
all these films did, to elbow grease. No fewer 
than 739 names grace the credits. Two de- 
tails make the animation exceptional: a 
moving camera and "three-dimensional" 
shading. When cartoons and actors have 
shared the stage in the past, the camera has 
been kept fixed to make it easier to get the 
proper perspective in the animation. Mr 
Robert Zemeckis, the director of "Roger 
Rabbit", moves his camera almost continu- 
ously, forcing his animators to keep recal- 
culating the scale and position of their 
drawings. 

Three-dimensional shading was an even 
greater headache. Technicians at Industrial 
Light & Magic, part of George Lucas's film 
empire, were given minimally coloured ani- 
mated drawings, to which they added shad- 
ing and gradations of colour to enable them 
to fit into a three-dimensional scene. Such 
shading is harder than it sounds. Animators 
cannot draw it in because they cannot see 
where the shadows should go until the car- 
toon is placed in position in the "real" 
scene. [nstead, a team combined animation 
and real actors frame by frame, adding layers 
of pastel as they went along. Other scenes— 
in which moving lights combine with a mov- 
ing camera—required the tone and outline 
of the overlaid colour to be readjusted for 
each frame. One particularly difficult frame 
took 16 hours to put together. 

Disney and Mr Spielberg have a lot rid- 





tan Opera in New York), with horses (in 
the amphitheatre at Verona, where Mr 
Rossi stages the opera regularly with a cast 
of hundreds) and, in a production 
planned for Montreal's Olympic stadium, 
with a lion, two tigers and a 14-foot-long 
python. 

At Earl's Court, Mr Rossi took a prin- 
cipled stand against animals. “Firstly,” he 
said, "a camel restricts the action. Sec- 
ondly, it distracts the audience. Thirdly, it 
deviates from the truth. Fourthly, it cre- 
ates numerous problems." Mr Rossi made 
use, instead, of his architectural training 
and his experience in cinema to create a 
giant pyramidal set and colossal ensemble 
effects. Such gigantism tended to swamp 
the orchestra and distract from the psy- 
chological tensions of the characters as ef- 
fectively as a camel would have done; but 
this was Grand Opera for an enormous 
audience, the like of which most of them 
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ing on "Roger Rabbit". It cost $45m to 
make, and any film has to pull in at the 

office two-and-a-half times what it cost in or- 
der to earn a worthwhile profit. By releasing 
it in the summer, when schools are out, the 


producers have given themselves a 
favourable start. But an immense invest- 
ment of money and labour has resulted in 
what is still, essentially, a gimmick. Some- 
thing will be gained for animation; after the 
effort of creating “Roger Rabbit” by hand, 
Industrial Light & Magic plans to turn its 
attention to finding new ways for computers 
to help in shading animated figures, or in 
making the frame-by-frame transitions be- 
tween poses drawn by hand. The cause of 
serious cinema is not advanced a jot. 








would probably never see again. 

" Aida" had barely been written when 
the first complaint came in, from Milan, 
that the best thing about it was the set. ^ 
customer asked Verdi for his money back 
claiming the cost of two seats, two train 
tickets and two dinners; Verdi paid up, al- 
though he balked at the dinners. Much 
later, when he had heard the short operas 
of Mascagni, he remarked: 


Our mistake, you see, was to write intermina- 
ble large operas, which had to fill an entire 
evening . . . this meant great choruses, which 
had precious little to do with the drama, elab- 
orate scenery, solo arias with all kinds of inci- 
dental episodes—all of which slowed down 
the action. And now along comes someone 
with a one- or two-act opera without all that 
pompous nonsense...that was a happy 
reform. 


Purists should not entirely blame Mr 
Rossi for his decision to err on the side of 
Busby Berkeley. They should also blame 
Verdi, who suspected all along that this 
would happen. 
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the UK and World « economies as we ii as look at thé prospects for the next | | 
decade. 
The emphasis of T programme v will be on non- technical issues and 




































i: M a ie és ssential 
MS i Successful strateg formatio 





porate finance ih 






3 every effort will be made to explain economic jargon. It will be of particular. A | s The program s the role of 
benefit to managers experiencing an increasing needto appraise ao ^ financial mei ae 


© economic trends and make decisions using economic i information. 
Dates; 5 October ~ T Der mber 1988. Fee: £950. 





2 b eod for x Men de ed Ai y a Gees 
Ag | Planners, 
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XU Position 
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e; acs $ Park, London NWI ASA 


SS SCHOOL | 


"E 
T 


| "o ihe ouo ten e fo 





.. ooo ÜxtoidDXI SNY 





















- The most renowned school for French 
INSTITUT DE FRANCAIS 


Overlooking the Riviera's most beautiful ba y 
MAKES LEARNING FRENCH 
A WONDERFUL AND UNIQUE EXPERIENCE 


‘LODGING IN PRIVATE APTS. AND 2 MEALS INCLUDED. 
‘For adults. 8 levels from beginner | to advanced It. 


$ . -Next4-week immersion course staris 1 August, 29 August, and all year. . 
F b “Years of research & experience in the effective teaching of French to adults. 
E u 2 INSTITUT DE FRANCAIS — EG2 

Bis 23 Av. Gin. -Lederc, O6 VILLEFRANCHE/ MER. T. 9301 88 44. Tr. 970.9898. 





X x. SPANISH LANGUAGE STUDIES - 
ig z E = aN 4 * — A ramme * Executive Piogdine 
a» al _ Business, Commerce & Banking Programme © 
y% Es *. * Workshops for Translators & Interpreters 


`+ Creative Study-Excursion Plans for holidaymakers 
Summer Programme: July through September 
Short courses (1-12 weeks) in session year round 


THE SPANISH COUNCIL 


Apdo 2372, 46080 Valencia, Spain 


SE Om & information services available via: Telephone (86) 381 4015 
Teiex 82380 E Fax (96) 351 4011/6349 


—— — — MÀ M— M — is a— —íH— "—M — —M — M 


UNIVERSITY DEGREE 


For Life, Academic & Work E: 2. 
Degrees for people who want to be more effective and 
secure in their Jobs or Professions. 


Earn a i hg MASTER'S or DOCTORATE Degree by 
given Vor your | work experiance, College equivalent credits are 
given your job, éigeadà company training aining. industrial courses, 





i 








your degree requirements 
withoul formal casses or seminars a your Cui piace ted o 


Send detailed résumé on work ie and academic experience for a no. 
MR Paon, 








HOME STUDYC COURSE! ineconomics. 

A.10-lesson study that. will throw light 

or today’s baffling problems. Tuition 

free-—small charge for materials. Write 
( George Institute, 121 E 30th 
t, New York, NY 10016, USA. : 














o. 168 acres on Penobscot Bay 
ees 1,500,000 US Dollars 


For additional information on this property or 
details on other large tracts on the Maine coast, 
please: contact Gur representative in writing, ~ 


Gilbert C. Laite,- 


140 Bayview Street, 
Camden, Tae UMIA 















| Tu EL GMAT or GRE | 
we CAN help © 


-Write to: 

adus Tutorials, GTAC Associates 

5 FREEPOST, London W5. aah 
Tel: 01-993 «$93 3983 







































n Ires buy on 
Lake Geneva 







& Mountain resorts. 







































ha ent Program for HS. B Orectiy from SWISS BUILDERS-DEVELOPERS, you can 

| toward degree in US; own.a CHALEUAPARTMENT in MONTREUX, VILLARS, 

AHMA Diplomas, paid training. AES OMBLERETS, CRANS-MONTANA, CHATEAU. 

Travel and Tourism Course; Swiss, CCEX/GSTAAD, VERBIER, JURA, Thermal Centre in 

d UFTAA Diplomas. the Rhone Valley, etc. From SFr 150 000.— 80% credit 
inary . Management. Code at 614% interest for 5-20 years. 
sii laps M REVAC S.A. 

adiens , DC 20016 Tet: Bh, tue Oe Menke Kart — CH-1202 GENEVA 





Tek 41 ARRA 15 40 — Fc 341220 — Telex: tx 22 030 





operational funds from voluntary contributions from various bilateral, m 
private donor organisations. The. objective of the Council is to initiate, : 


E ey ameet Ge Se e pite 


| p most, of the following attribules 


"VINALHAVEN, MAINE - | IE 


| Particular. consideration. will. be givén to candidates with proven ability to work 
. independently, to interact effectively with Food of different UE and national- 


(and neighbouring France) 1 


50 a§ 540 reach id not bak than 3 ist July.) } 388.. 







APPOINTMENTS 














VACANT. POSITIONS. 


The International Council for Research in Agroforestry (ICRAF) is ah üton 
profit international research council governed by an. international board of 
equal representation from developed and develo ing countries. The Cou 
















support research. leading to more sustainable and productive land u 
countries through the integration or better fharigement of trees in fanda 


HEAD OF ADMI NISTRATION/ 
The Finance and Administration Divisi FINAD) of ICRAF provide 
services to the Council's programme divisions in the areas of finant 
planning and reporting, personnel management: purchasing, inventory c 
maintenance re other administrative functions. It is currently unde 
expansion to keep pace with ICRAF's current high rate of growth. An: 
being sought for the ied created positione od Head of AHtISHADOR, 


DUTIES: 























































- Reporting to the Director of Finance and Administration, the succestful. cand idat 


responsible for 


— Co-ordínating common administrative procedures throughoui R f. 
association with their divisions, to developing and defining existing pre 2 

— Pur hasna (both local and overseas) together with the Introduction ofi computer. i 

. ised control procedures. PLN 
— Supervision of Transport and control of the vehicle fleet. 
— Supervision of support activities such as m buildi ng maintenance, grounds; 
stores, Catering and travel arrangements: > 
— Supérvision of the personnel function. 


QUALIFICA TIONS: | | "T DRESS 
successful applicant will have a uiiversity degree in a relevant discipline, and all, or 


am Befluent in English: | | 
— Considerable experience in a. similar. position. 
-— ae work history in a4 ply robe country, mona Africa. 
Be aged between 35 and 
— — Have a good knowledge o French. 


SCIENCE WRITE 
The information & Communicati 
objectives the. collection, at bhal 
" agroforestry that is relevant to dev opment : “Rect 
approved a communications str. egy th } 
„agroforestry information than. 
| the appointment of a Science 
copy for non-scientific audiences. 


DUTIES: 

— The interpretation and rewriting E Sciéfitific- papers and reports into articles 
“aimed at a wider, non-scientific readership. 

— The writing of original articles. and audio-visual Scripts on agroforestry-rel ated 
topics. | 

— The writing, editing, layout and. production supervision of annual reports, 1 
quy magazines, conference proceedings; press releases, and oer ICRAF IN 
publications. 
— Some stipervision of audio-visual productions. 


QUALIFICA TIONS; | p 
— a Bachelor's or higher degree v demonstraied superior ability. to wlle c on ; 
. Scientific topics a edit technical material in English for a general audience, = > 
. — a minimum of 10 years’ substantial experience in science oe nctudin 
writing, editing and supervision of albaspects of publication od n: design, 
.. layout, typesetting, printing and distribution. - 
— experience in writing for and supervision of audio-vistial MAUI 
— a good knowledge of French, adequate for supervising the translation of scent 
material from English into French, copy-editing and proof reading. 
— substantial experience with : Word- -processing and computer interfacing for ^^ 


fy, 
pee A skills will be a considerable asset. 
















requi 
prin and audio. visual 









ities, and with publishing experience in a developing country. 


CONDITIONS OF EMPLOYMENT 


These are international staff positions and the salaries, which are donominated i in Us : 
dollars, will be determined by $ ualifications and experience. In v addition a full range of - 
assoc iated allowances and benefits will be paid. i 


Applications, accompanied by a detailed curriculum vitae, should be addressed to: 


Director General 
ICRAF 

PO Box 30677 
NAIROBI. 























"SWITZERLAND | 


THE BANK FOR INTERNATIONAL SETTLEMENTS, 
an international institution in Basle, 














iS looking fora 










tary and financial markets. The job will involve participating in the development and use of | 


and micro- ‘computerse and telecommunication links with PERT I institutions andcommercial | 
dota. services. | | | 


andidates who should be aged between 25 and 35, should have good qualifications incom- | 
puter/statistical methods and, preferably, in economics. In addition, they should have previous © 
experience with 
ledge of French and/or German would be an advantage. : 


The Bank offers a good salary and first-class pension and welfare benefits. 


Please write, enclosing curriculum vitae, copies of testimonials and recent photograph, to the | 
Personnel Office, a 
















































i: “BANK FOR INTERNATIONAL SETTLEMENTS 
4002 Basle, Switzerland 


Te Operations Division ofthe Central (Bectetty - 
_ Generating Board is responsible for managing - 
the Board's energy/cost minimisation process — 
from fuel sources to bulk supply points and for 
l Anoa the contol ofthe power supply 
m. The Production Planning | 
~ Department forms part of the division... 
and is responsible forthe: resource . 
-planning process. 
|  Tohelp achieve ourfuture . RT 
7 'ehategic and commercial objectives the | 
. Department has need for a suitably - 
^ qualified candidatetojoinasmallteam — 
J^. . involved, along with other responsibilities in the 
*.. development of techniques for use in 
economic evaluations and the appraisal of 
-- dnd investment schemes, 
You should be educated to -- 
degree level with some experience ina» 
. policy development or commercial : 
 environrnent, Experience in the energy 
industry, while desirable, is not essential... n" 
x | -The role calls for a strong aptituc de. 
| T EP |. fordata and analytical work: Equaily 
important are interpersondiand — - 
ý communication skills and thepote tial for 





































= isa abouHo entera period of exciting ct changed and Ca LL 
; the postwill offertne successful applicanta _ | 
_ Sound introduction to the Electricity JOD 
^ Industry. 
Applications in writing only, giving full 











Career details and current salary, to Group — 
|  GENTRALEECTRIY Personnel Officer, CEGB, Sudbury House, - 
HEADQUARTERS 15 Newgate Street, London EC1A 7AU bythe | 


2 T "Y 1988. Quote refererice PA 5252. 


| | South Pacific 
Susa, Fii 
PF OFESSOR OF ECONOMICS 


TATISTICIAN/DATA BASE TECHNICIAN | 


o fill a vacancy in its Monetary and Economic Department. Theem phasis of the Department's |: 
work is on the analysis of national and international economic developments, including mone- | 


statistical systems and computer-based ana lytical techniques. Facilities include mainframe - SUN 


national or international statistics. Knowledge of English is essential; know- Ll. 






]. F$32.776-F$34,992. 





: ‘he University of the. 









f The University of the South Pacific , 
_invitesapplications for the Chair in: 
| Economics in the School of Social and 


mic. Development, the appoint- | 

begin in January, 1989. The- 
omics is expected to. 
ic and administrative 
he Department of Eco- 
1d the University is keen to 








E appoint someone with a proven record | 
` of university teaching; research, publi- . 
. cations, and consultancies in Econom- 

"ies; and administration. Since the. 

. [School of Social and Economic Devel- 
. opment has an emphasis on multidisci-... 
 "plinary studies, candidates shou! ú 
$ -able to work with the other departir 


| the School; Accounting, Geography, - 


a History/Politics, Management and Pub- 
EM o Pdiiniitiatioh,. Land. Management, | 
^ and Sociology. - 


`. "Applicants with strengths in any field ot 
| Economics will ! 
"though preference wil - ‘be given to 


be considered, al- 





those with strengths in: econometrics 


^ and quantitative methods; Candidates 
^] with interest in Third World economic 
issues will be. preferred, and experi- 
“ence in the South Pacific will be an 
| added advantage. 


Salary will be in accordance with quali- 
fications-and- experience in the scale 
in. addition, the. 
British Government may provide salary 
supplementation of £14,508 to married. 
and £12,156 to single appointees (NB, 

these figures are under review and 
likely to.be increased by c£2,000); and 
a range of other benefits/allowances. 


Thé - University - provides ' gr 

amounting to 15% of basics — 
appointment allowance and, subject to : 
the University" 8 current housing policy, 
partly furnished accommodation at a 





|. rental of 12.5% of salary. The Universi- 
| ty will contribute 10% of the appoin- - 
— tee's salary towards. an approved Su- 
- perannuation. scheme or provident 


fund. Appointment will be for a contract 
period of three years and may be ` 


| renewable by ‘mutual agreement. Can- 
didates should. send three copies of 


their Curriculum. vitae with full personal 
particulars, names and addresses of. 
three referees and date of availability, . ~ 
to the Registrar, The University of the 
South Pacific, Suva, Fiji, to reach him 
no later than 30 July 1988. Candidates 
may request further particulars from 
either the University or the Appoint- . 
ments Officer, Association of Common- 
wealth Universities, 36 Gordon Square, 
London WC1H OPF, to whom candi- 
dates in the UK should also send an: 

additional copy of their applications; `- 










THE UNIVERSITY OF MANCHESTER 


- INSTITUTE FOR DEVELOPMENT POLICY 
- AND MANAGEMENT LECTURER 
` IN PERSONNEL MANAGEMENT 


The Institute urgently requires an experienced personnel manager to 
. directand teach on a new module in human resource management in its 
- . MSc in HRD. The appointment will initially be for 12 months from 1 
E mber 1988 but may be converted to the Institute's standard three 
rolling contract. Applicants must have professional experience in 






and should be committed to research. Overseas Vi ag is 

rable. in addition to MSc teaching the person appointed will be 

quired fo teach on short courses and take part in consultancy and 

|. fesearch work at ve and overseas. Salary on the Lecturer scale (Grade 

e A £9,260-£14,500 per annum or Grade B, £15, 105-£19, $56 per 

: annum) according to qualifications and experience. Superannuation. 
Application forms (returnable by 11 July) and further particulars from the 
x T University, PENNA 13 9PL. (Tel: 061 275 em 

uote 2/88/EC. . 


Je he Univers is is an in equal opportunites employer 








Health& — 
Population 
Liaison Officer 


The ODA is seeking a Liaison Officer to work with the 
relevant Pakistan Ministries to ensure that British Aid to the 
heaith and population sectors is properly targeted and 
implemented effectively. 

(so, : Your main responsibilities will involve assisting. with. 
NN. appraisal, monitoring /aluatión, co-ordination and - 
- administration of British inputs to health and population 
projects; liaising with Federal and Provincial authorities to 
4 develop and vA Sapa new health and population projects; 
| establishing close links with other donors in these sectors. 


“QUALIFICATIONS ps 
A British citizen with experience of heal ths service 
administration/heaith economics/health planning or — 
management [a relevant post-graduate degree would be an 
_ advantage}: you should understand the development process 
- inAsia and have atieast 3 years’ administration or policy 
.', Making experience in Health Services. A knowledge of health . 
. ., and population development projectsanda working — — 
A... background in an Islamic country is desirable. 


< TERMS OF APPOINTMENT 
$ = Oncontactto the British Government for 2 years, you 
S Sil receive a salary (UK taxable] in the region of £18,000- 
~~ £22,000 paa, depending on age, qualifications and 
Die e. Other benefits í include tax free allowances, 
~  paidieave, family passages, children's education allowance, 
-. free accommodation and medical attention. 


. For details and application form, please write, quoting job. | 
title and ref. 369/AMCG/E to: Appointments Officer, 
Overseas. Development Administration, AH351, Abercrombie 

"House, Eaglesham Road, EAST KILBRIDE, Glasgow G75 8EA. 
: Or Tet 03552 + 199 extension 3531, 






















nnel management as managers, consultants or in training/educa-. 














THE MACAULAY LAND USE RESEARCH INSTITUTE ABER 
LAND USE DIVISION 


ECONOMI ST. SSO n 


À new post to develop the Institute's remit in ihe 
within the Land Use Division is to be establishe 
team which will have responsibility for land 
options for land use in the context of both re 
The activity will take account of National and: 
and environmental policies; the research: wi 
to assist with future asd formulation 

use. The appointee will have the spec 

























modelling research within a relevant eco 
attention being given to the impact of i Jand use 
incomes, employment and the socio-ec n 
communities. E 


The appointee will be ipae te oltábir 
Divisions of the Department of Agriculture. 
Development ‘Department; collaboration wi 
Colleges, the Aberdeen Centre for Land- Use ar 
Departments will also be expected. | 


. Candidates should possess à higher degree in « 
economics with relevant experience: a worki 
"National land use policies and fiscal directive 

in developing economic and biologica 


Salary will be within the range SSO 
£15,630-£20,292 per annum. Non-c 
operative. MLURI i isan Equal e 


















































Secretary, The Macaulay Mand Us 
Aberdeen AB9 204, to whom they shou 






Grant Thornton Toürism- and Leisure- wants. to- 
recruit to its team of specialist advisers. A pplications are 
invited from people who have had practical experience 
in the leisure sector, consultancy experience, a degree .. 

. and/or appropriate. professional qualification. We are 
looking for adaptability, energy, oe skills and an, 
ability to communicate with people. 






















| Our principal requirements are for people with 
experience of catering witht: insti tutions, tourism ` 
| 









strategy preparation, | 
visitor attractions or sporting faci 
market appraisal | 


DEI 
2 
F- 
© 
, 
2 
es 


The team is] 1OdCc : "ra 
Sussex and negotiable rewards de car. ‘health 
insurance and pension. Prospects < are. SEEN ande . 
work is interesting and exciting. — 


Applications, which should-include C V's, oud bë 
sent as soon as possible to: Andrew Thorburn, Grant 
ep Tourism and Leisure, Ashdown: House, 3 

25 High Street, Crawley, West Sussex, RH 10 1DQ. 


T IM I DRM age a MC MC a 


Grant It oro Y 


Tourism and ial 





FOOD STUDIES GROUP 
ET HOUSE 


ECONOMIST mI 
(Macro/Marketing) . 


` FSG is recruiting an Economist to work on macro-economic, sectoral or 
. market level analysis of public food pol icy in the Third World. ‘Candidates 
- should possess a Masters Degree or equivalent Qua eit in econom- 
ics and have experience of quantitative analysis of policy issues in 
"developing countries. The ability to work in French, Spanish or 
. Portuguese would be an added advantage. 
The Group works with governments and other institutions in the 
developing world and is actively involved in the analysis of key food 
policy issues. The job provides the opportunity to carry out research, 
training and consultancy with possibilities for extensive travel. 


| The post is graded at level IA on the university academic related research. 
cale (£9,865 to £15,720). A fixed-term contract will be offered, with an 
initia dieere period and possibilities for renewal. Applications 


together with a should be sent. to:.Group Director, Food. Studies 


| SUD. Queen Elizabeth House, 21 St Giles, Oxford oxi 3LA, by 23 July 


UNIVERSI Y | OFS SALFORD | 
DEPARTMENT OF ECONOMICS - 


pomene issues and svar il be | X ic i 
encouraged to eng ge in "na 


| (£9,260-£14, 500 a | Vea: USS benefits The TET is pl 


Bets ears initially, with the possibility of renewal e University i is 


an Equal Opportunity Employer. 

vti forms and further: particdlars - available from the 
. "Registrar, University of Salford, Salford M5 4WT (telephone 061 
.. 736 5843, ext 215) to whom completed applications should be 
T eella by 22 July 1988 quoting reference E -CON/6S/E.- E 


to join leading international investment magazine. We are 
looking for a graduate, with first class international finan- 
cial, or journalistic background, and. with the ability and 
enthusiasm to motivate a team of young writers si 
production staff, on a fast growing magazine. 


^ An excel lent: remuneration package i is offered. 
: Apply in writing with fuil curriculum vitae to: 





nion ole fecon Mics to t -j 


| Financial Analy: 
Windsor - /—— £12,000-£15,000 


A successful and. rad gr wing currency risk manage- 
ment company is looking for a young graduate with 
one to two hat post grad ation experience to join a 
small, highly motivated team ing EO 
and financial service o major tes in re ch 















dere Mss in var de 
had significant compute 
knowledge of at least one t v 

uage. He or she should be “prepared to wor 
intellectually demanding environment and will nee 
articulate and defend his/her views clearly. Knowledge 
of financial markets would be an advantage. 


We offer an excellent. remuneration package includi in 
non-contributory pension scheme, life insurance ana 
BUPA. Prospects are outstanding for the right person. 


Write enclosing curriculum vitae to: 














| “Director | 
Record Treasury Management Ltd. 
George V Place ™ 
4 Thames Avenue EE 
Windsor - 





Oxford 
Economic — 
Forecasting 


THE WORLD ECONOMY TO 1992 









0, E.F. have now exiit their Pc sae " The. "WORLD DATAPACK. 
“Macro-Economic. modelling. software: by invaluable. compact- and ee 
providing a WORLD. DATAPACK | 


. picture.of the world economy. The: 
Forecast and data is supported by a 
onec owing quarterly published | docurnent that: 

on all the nor OECD cà countries inc ding explains thé rationale behind thé: 
the USA. eae Cae The Uk "Cmonthiy forecast and data releases’ 
: Holland Sider and $ id Tee Capd consolidates the datapack into an. 
b ssential igor for. business until 1992. 
























al The WORLD’ DATAPACK ig totally 
wading. accessible. and any data can be ex- 

ho tracted and linked to any prominent: 
spreadsheet, graphics package or. 
wordprocessor.. : 1 


^- The WORLD DATAPACK makes. 
- available for the first time in one place. 
DO the work pos on ape soe de 


a five coe forecast, fersen 
E pa of the most informed. ar 









domes com dete. on à hort : P kd 
the es complete on Economic CET the. 80's with factual "world data: 
data to 1992. The OEF Forecast is ton- ` combined with a.carefully thought out 
structed using our in-house world model . forecast from one of the UK's most. 
available separately) which. gives a pected eee a. 
alobal picture of world tra te te » 
the above countries together. 
OC: 5 add. the. Somanunis Bh 


























INOMIST JULY 2 1988 






THE BANK FOR INTERNATION T 
SETTLEMENTS 


an International Institution 
in Basel, Switzerland, 
invites applications from 










uA idi d gm Information 
| Company requirea graduate in 
economics/econometrics to 
work on projects analysing | 
company data. 1 
Apply with CV to G. Evans, 
28-4; (BQN Street, London 





























“to o fill a vacancy in its Monetary and Ecotioniie- Department - 


The posión à itiviives work in a Secretariat serving a Committee of senior cen 


officials, the preparation of policy-orientated papers relating: to issues in 
finance, as well.as research in that field. 


Candidates should. be around 30 ears ¢ ld, have go 9d aca 

| Of working exp rience, preferably in the area of internati 

draft clearly ang rapidi yi in ! English A working knowledge of. 

desirable, . IA 
Good salary, first-class p pension and welfare schemes and many other P ia yi 


| Please wn write, enci closing curriculum vitae, copies of testimonials and recent ph tograpt 







UU city URVERSEIY- 
"A Department. of Socia! Since 
| and Humanities 











ji ii records and: 3 
al finance. They must 
: ench ait 

























T I ECONOMICS , 


Applications are invited for this post, s 
| undertake teaching and research in | 

Labour Economics or Health Econont | 
ies. Applicants should have a strong. 
quantitative and theoretical back roun 
in one of these areas and be willing to 
teach in both. The appointee wif be 
expected to teach on the undergraduate 
degres courses in Economics, Eco- | 
nomics & Accountancy and other joint 
courses and to contribute to the re- | - 4 
Search ri idis of the recently es- fo 
tablished» industrial and Labour Eco- 
| nomics Research Unit. There Ag also 
| Opportunities to participate in course 
|] development at postgraduate Pen 


This is a continuing appointment, not’: a 
4 fixed term. Salary will be either on 7. 
4 Lecturer Scale A: £10,710-£15,950 ar f 
4 Scale B: £16,555-£20.760. inclusive. of 
4 London Allowance. 


Fürther details and application r i 
ate available from the Academic Regis- f 
tars Office, City University, North- f 
ampton Square, London E iv HHB. 
Telephone: 01-253 1399, ext 3037. | 

closing date for applications 25 A due 











Personnel Manager 
Bank for International Settlements 
4002 Basel, SWIHerand. 





















A a invited. from Social scientists for the post of social anthropologist in NU 
<an MRC team that i is baing set up. to Syo out research on g transmission of AIDSi fu 
“Uganda. og | 











s The Government of Uganda! has invited the MRC to participate i in research. on AIDS i in. ee 
.... that country, and Dr Daan Mulder (current! y at the Royal Tropical institute; .. 
: Amsterdam) has been appointed to lead the MRC programme. The programme will — 
: rily concerned with the epidemiology of the transmission of HIV infection — 


ind thi eal social and behavioural factors that determine the patte of SUA 































BUSINESS. & 
PERSO 


S. ni esearch. issues: Vindudes cognitive and- perceptive aspects: of- AIDS and of 

prevailing AIDS control activities; social, economic and. developmental effects of the 
AIDS epidemic; the. development of selected intervention. m e : 
applicant will be a member of a multi-disciplinary research te and i rimarily b 


invo ved in qualitative a and Sante studies. of. ope attitudes. and 






















| -plicants siad d possess a higher secre ina relevant social science ana od T" 
,, have some previous research experience, preferably i in Africa. An initial appointment  . 
“of two. years will be offered with the possibility of renewal for further two year 
. periods. The basic salary for the post will be determined by qualifications and. 

“ experience. In addition, the appointee will qualify for appropriate Foreign Service — 

= Allowances. Housing will be provided on the compound of mg — Virus l 

a Research Institute, Entebbe, where the MRC team will be based. | e 


Further details. and B RD NR can "Be 
D obtained from Karen Douglas at ‘the Medical 
Research Council, 20 Park. Crescent; London 


WIN 4AL. The closing date for applications is. a 
Friday 15 July. | 





M Medical Research h Council 











HANDW RITING ANALYSIS 
spect Documents: Examiner of Forged/ 

d Piotr writing. ; 
t3 Also e Assessment. 







nights- 










P. Lave 

Suites £85 Doubles £70 Singles £55 inc! | oy Vilage! S ur iab: 
VAT & SC. | ! 
comfortable, tles little ie | 
in the hean ha 
















AUTHORS WANTED 
BY NY PUBLISHER 












fiction, poetry, juvenile, scholarly and 
religious works, etc. New authors wel- 
comed. send for ree booklet. " 


$92, Vantage Press, 516 W. 34th 
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OUTPUT, DEMAND AND JOBS Japan's industrial production jumped by 11.796 in the 12 months to 
May; its retail sales rose by 5.8% in the year to March. Italy’s industrial output rose only 1.396 in 
the 12 months to March; Australia's production leapt 12.0%. In the same period retail sales rose by 
10.196 in Sweden and 4.596 in France. In roughly half the countries in the table retail sales have 
risen by 5% or more during the latest 12 months for which figures are available. But sales in West 
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leading export. In 1987 Brazil exported $2.4 
billion of soyabeans and products (oil and 

















Germany and Switzerland have fallen. meal) against $2.1 billion of coffee. This 
% change at annual rate year, helped by near-record prices, soya- 
industrial production GNP/GDP retail sales [volume] unemployment % rate | bean vae Pn decia sihi 
3 mthst 1 year 3 mthst 1 year 3 mthst 1 year latest year ago output B raz rown ly—from 
Australia — —141 +120 w — 4 72 +510 —04 +31 0 75 wy 82 1.5m tonnes in 1970 to 15m tonnes in 1980 
Belgum +32 +18 re na na +163 +94 re: 104 wy 114 and 17m tonnes this year. Brazil now ac- 
Canada +21 +60 w +34 4530 —14 +77 w 78 w 91 counts for nearly 20% of world output, 
France +39 +29 w +49 +40 a — 24 +45 ux 103 uw — 108 second only to the United States, which 
W.Germany + 5! +28 w +57 +43 a *26 -28 mm 89 my 88 produces about half. Brazil first planted soya 
Holland ^ — 96 nil w +30 + 19 o +32 +98 wi 13.9 my — 140 in the south, but over the past decade 
me S ast ars tra SS | opal sans have been developed, alow- 
M A May or Mar Ape . s 
Spain +109 +43 aw na na +155 +140 ong 199 my 20.3 roe ‘ed vi sq Nerd é 
Sweden — 90 +33 œ +33 -4230 +194 4101 ww 15 w* — 17 r 
Switzerland 4241 +56 w +13 #+ 31 o +39 — 06 wi 07 w* 08 
ve —-20 +43 w +27 +400 +49 +682 w 87 wy 10.6 A OE aha. NUM 
+35 +61 wy +36 +38 a +95 + 18 w 56 wy 63 month 
«ood index deflated by CPI Dollar 
All items 1746 1601 — 10 +465 
PRICES AND WAGES Italy's 12-month wage inflation slowed in April to 5.996—lower than in | Food 1295 — 1293 +143 +45 
Spain, Sweden, Britain and Australia. Canada's nudged down to 4.4%. Australia's wholesale prices Loves EMI P dass lad qaa 
rose by 7.6% in the year to March; Switzerland's rose by 2.1% in the year to May; Belgium’s fell by Nia #3 ws wes ae ee 
0.8% in the year to March. Japan still has falling wholesale prices, flat consumer prices and the Metals SB. 0130 eS 4762 
third-lowest wage rises in the table. — | Sterling index 
% change at annual rate - A All items 125.3 119.4 +58 +375 
consumer prices* wholesale prices* wages/earningst Food 93.0 964 +222 +328 
3 mthst 1 year 3 mthst 1 year 3 mthst 1 year rv UM MORIA DES, 
Australia + 79 + 7.2 rw 4 99 + 76 w * 74 + 73 te’ x : 
*21 +10 = bi —O8 Ws 4154 + 28 o H 2108. 189. 089 Her 
Canada 4&1 -— «4t. $12 4/42 w T88. . X4 as Cx 187.1 1588  $— 69 +646 
France + 34 + 26 wu» + 43 + 3.1 9€ + 33 + 3.5 Jm’ index 
W. + 22 +11 ou +13 * 14 + 46 + 34 nw “ere = p T la 
Holland +18 + 0.7 way - 05 — 0.1 Mar * 08 + 04 Ap - " " : 
= 04 nil — 18 — 05. May — 41 +28 a 
Nfa +17 +4137 
es my rM 2$ rH ee | i i5 wii cu vu) 
Sweden 4 76 + 64 tay + 70 + 48 ww + 37 + 6.0 w* Gold i E 
rir ree aane AR et BF + BO te? S SN 
Switzerland + 28 + 22 May + 46 As 2.1 May nil +21 w°’ $ per oz 451.50 44325 — 25 — 0.8 
\ + 47 + 39 + 38 + 2.0 + 3.5 + 34 $ per barrel 15.06 1480 — 86 -—222 








B AID In 1987 the 18 oECO aid donors gave — Official development assistance, by donor 
$41.2 billion to poor countries. That was e! disbursement as % of GNP 

0.3496 of their total GNP, a smaller share | 

than 1980's 0.38%. In general, stingy coun- E ur 

tries are getting stingier and generous coun- 

tries more generous. Some of the falls, such r rE 


as Australia’s, happened because govern- 
ments were cutting their spending. New 
Zealand's aid ratio reached its lowest point 
ever reported in 1987; it stands at 0.21% of 
GNP, despite an official target of 0.51%. 
Britain is giving less in official aid too, but it 
plans an increase of 4.8% a year in real 
terms until 1991. As for the generous Scan- 
dinavian countries, Norway's ratio fell in 
1987; but its payouts have topped 196 of GNP 
for six years. Finland's bounty was $400m in 
1987— 0.5% of cNP and a rise of 14% in 
real terms over 1986. 





Footnotes applicable to all tables. All figures seasonally adjusted except * not seas. adj. t Average of latest 3 months compared with avg. of previous 3 mos, at annual rate. na not available. 
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tt ake; London: 

| S i ! b (with a rise of 0. 796) and Aeda (t Om) followed. prs was s ürdeifin ed by fears of inflation, 

jd 3996 i in dollar terms last year e aen Yor and fell 2.0%. Sydney, down 3.6%, was cas i cheaper, pid. Singapere.& fose 2.0%. 
nearly. half the total growth in the internation- Stock price indices 


| al assets val § banks reporting, to the $ Bank sy a J June28 . 


n OA 
i $ 


+ 82 


European . | 4151 
dollar ( urrencies, the dollar value of which 


` rose as the dollar fell. A bigger. reason for ee 
the drop in American banks’ share is that | Singa € xm | 
heavy exposure in. Latin America has forced. | 
them to strengthen their balance sheets by. 
cutting: ‘their international business. 





: International. bank assets, by mon 
f unc 36 share of total assets .. 


slowed in Britain i in the year to May narrow Mt was u t 
| ener S MERE i I Tom asda tay, pt Bonde ich ane previous | 


Broadt en d mee Prime Deposits. Deum. E — Deposits Bands 
ier d 3 months 


| Other key rates in London 3-mth Treasury Bills 9 0%, 7-day interbank: 9.4, ! ë ring bank ; 
rates (Libor): 3 mths 7.896, 6 mths 7.9%. ^^ — irs 
FMZ except Australia, Canada, France, Spain, Switzerland, USA. UK, W, Germany M3, m IUS Definitions VI conan quoted available or rec 


Sources: Bank of Bilbao, Chase Manhattan, Banque de Commerce (Belgium). ‘Nederlandse Credietbank, Credit Lyonnais, Svenska t H 
Credit Suisse First Boston, Wharton Econometrics. These rates are CH only. andi cannot be senses as offers iat H nk ; 


March to o $10 8 billion. ‘Switzerland’ E edged down to $5.0 billion. Holland's iade pee widened to $2 mm d 


Qn. aes "trade odd current- —— trade-weightedt+ currency units p 5 
p $bn account: exchange rate 
ae balance $bn 
: months latest 12 mths 
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“Tell him to call back in three laps.” 


Always being reachable isn't just nice, it's also very useful. This is especially true for business 
associates who have to communicate across national and time zone boundaries. If you want 
to improve your communication with Germany, have a word with the Deutsche Bundespost. 
They have the most up-to-date know-how, nationwide networks and advanced communi- 
cations services available. Whether it's Text or Data Communication, Videoconference, ISDN or 
optical fibre technology, today and in the future the Deutsche Bundespost is the right partner 
for companies dependent on communication across boundaries. For further information 
please contact: Deutsche Bundespost, P.O. Box 1190, D-6600 Saarbrücken, Federal Hepublic 


of Germany. Telephone: ++ 496151834641. We're removing old barriers to cooperation. 


X Deutsche Bundespost 
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INFORMATION SYSTEMS 


A WORLD OF OPPORTUNITIES 





WAITING TO BE SHARED 


At MéDonnell Douglas, we've established an enviable 
heritage of sharing with international partners the 
benefits of our company’s capabilities and talents 
in aviation, space and information systems. 

Global financiers count on our fast and accurate 
Tymnet® information systems. European manufac- 
turers trust us for cad/cam. Great Britain shares 
with us the advanced development of the vertical 
takeoff fighter, the Harrier II, as well as the T45 
training system. We join with Korea in the manufac- 
ture of helicopters. Canada, China, Italy and Sweden 





know us for the MD airliners they help us develop 
and build. In Australia, Canada and Spain we work 
jointly on F/A-18 Hornets. 

International ventures such as these have 
introduced new technologies and expanded others, 
helping McDonnell Douglas keep its promises to 
create fama opportunities, foster economic growth 
and bring new commerce to our internationa 
business partners. For more than 65 years, we've 
given customers products that promised performance 
—and delivered. 


MCDONNELL DOUGLAS 


Giving the nations of the world their moneys worth. 


HEALTH CARE HELICOPTERS 


MILITARY AND COMMERCIAL AIRCRAFT 


SPACE AND MISSILE SYSTEMS 
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VISA — THE MOST WIDELY ACCEPTED NAME IN THE WORLD 


YOU WON'T NEED a black 
belt to watch the champions 
battle it out this summer in Seoul. 

All you ll need is VISA. 

Because VISA is the only card 
that will be accepted at the 1988 
Summer Games, as you might 
expect from the world's most 
accepted name. 

And you'll find it just as widely 
accepted outside the Games; not 
just in the heart of Seoul, but 
throughout Korea. 








Wellget you into 

the Olympic finals 
Without a fight. | 
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Whether you want to thoroughly 
explore one of the world's most 
ancient and fascinating civilisations, 
or simply enjoy the delights of a 
Korean barbeque, you'll find 

that VISA is your ideal travelling 
companion. 

So don't forget to carry your 
VISA card and VISA Travellers 
Cheques to the 1988 Summer 
Games in Seoul. 

Its the best way of throwing ` 
your weight around. 


Its everywhere you want to be. 
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Still right 
That shot-down airliner was a 

- horror that happens in war, and 
the western navies' near-war in 
the Gulf is a justified one, 

page 9. The imperfect Aegis, E 
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Iran, page 36, America regrets, | 
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iis way the Orthodox church is 
possibly closer to the Muslims 
and their belief that unexplain- 


ble matters are simply the will 
f Allah. . 



































m-—to explain things. such as 


ad hitherto remained. unex- 
lained. The church, 


probably have accommodated 
the revolution had. itself not 
been directly attacked because of 
-its political - 





‘hand, where two ideologies o er 
-nations should be run, 


noisily with the state. 
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nt on religion. missed an im-, 


Orthodoxy, the. religon. of. 
ssia, does not claim to have an. 


sia, _ banks. 
xplanation.. for. everything... In. 


conomics and. poverty which 


not. 
recognising this vacuum, could - 


and | ‘economic - 
"power. Even now the church 
does not form a loud dissident 
.group. In Poland, on. the other : 


. opposing explanations as to how : 
| the. 


church conflicts much more - 
-Could it be that Orthodoxy i is: 


because repression is eas- - 
ng, but. because. it now seems. 
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. Spanish banks 


Sin —Your article "The Spanish 
| go in two by two" (June 18th) 


contradicts itself. It admits that 


u--. prior to the recent proposed 
mergers not one of Spain's 


banks was in the world's top 


.100, and that these banks fear 


competition from the British 
and West German juggernaut 
"Yet you criticise one 
motivation for the mergers— 
namely to be big enough to 
compete. g 
This ignores the fact that 
Spain’s trade with the rest of the 


 -&EC is around 10% of its cpr, but 
n 1917. the ideology of the 
ate purported to fill a vac- 


could be 3096 within eight years. 


A good network of branches to — 
capture and serve the business at | 


both ends is required and such a 


strategy needs the level of re- 


sources that, in Spain, can come 


only from these major merged 


banks. 


These mergers will not ignore ` 


efficiency, Currently the | big 
Spanish banks are reducing staff 


by 2-396 a year and this trend. 
‘will accelerate once the mergers. 
.are complete. Although over- 
pricing of some banking services | 
does occur in Spain, this is being - 
.rectified. The foreign banks lack 


a good spread of branches to at- 


-tack the broad middle corporate 
and personal market in Spain. 


— This will change. 7 
.. A more helpful approach to- - 
wards the merger between 


v Banesto and Central would be to 
. emphasíse that shareholders do 


not have sufficient information 
to assess the prices at which the 


str edensesessereeronseosenees 





_tory of your 

. your own talent for making stale 
and irrelevant ideas seem vital 
and original. 


. London 


C————5oo5o—————————0— 


formation, based on totally inde- 
pendent valuations of their 
banking and industrial portfo- 


lios, is a minimum requirement 


to meeting British standards and 
other regulators of major 


stockmarkets. According to. re- _ 
cent statements neither bank is | 


prepared to meet it. 
London ALASTAIR FRANCE 
k EEPO P EEA AE ERSE O EE 3 = owt à "- 


Ten wise men- 


Sin—The “frank and fearless” 


analysis and recommendations- 
to the Toronto summit leaders . 
(une 18th) appeared particu- 


larly hollow when I read them, 


admittedly after the summit it- _ 
self. On reflection | realised that Pe 
"wise. 
men" had merely summarised | 
rather neatly the conventional 


this was because your — 


wisdom to which our political 


leaders pay lip-service in. any | 
case, as evidenced by the com- 
muniqué issued at the end of the 


summit. | 
Such establishment cliché- 


mongering is a cheap way of ap- _ 
“pearing to be both thoughtful | 
and influential. However, it does. 
little to advance policy or analy- 
sis, especially since itis this con- _ 
ventional wisdom that. got the. 


world into its present mess inthe’ 
first place. All this is not really - 


surptising given the political his- 
"wise men” and 


1. Tororowski 





Football hooligans . 


Sir—Has the writer of. “Seeking | 
(June | 


à cure for hooliganitis" 





day tt 


of the riots. 





fon a enous 












excursion sp 


t. Mass drunken- 
ness is part of life here. : 
‘Essen, | 7 ; 
3 West Germany H.P. LITTLE; 








Sir—I share your disgust with” 
English football hooligans but 
do not agree with your analysis 






nic-prone German me- 





dia ted the English men- 
ace weeks in. advance. The police 
were all too e; ger to harass the 
English fans in neurotic antici- 


„pation -of trouble. Every local 
- thug was glad to pounce for once 


in his life on someone consid- 
ered even more despicable than 
himself. Nearly every riot. was 
started by German fans, and 1 
am sure that police records _ 


port this fact. 


In the end it was the Germans 


who broke the tension they 
themselves had created, 


thus 
provoking the real thugs among 


the British fans. 


Hanover, 


West Germany Morris ASSA 





Sirn—I went to over 1,000 foot- 
ball mat eam in England b n 







no y barriers ad the red in 


the old days, the spectators be- 
ing only a yard or two from the 


 touchline. Even at the opening 


of Wembley with half a milliori 
people trying to get in (I could 
not, even with a ticket), peace 


. and order were maintained by a 
policeman on a white horse, 


along with a few others. | 


. Håvik, 


Norway R. SA 





18th) ever been “on the ground” $ 


in West Germany? No one on 
dones boorishness; bt 


| "drinking, fighting, vomiting 
and urinating in streets, bars and 


railways stations” which you 


German 
Kegelverein. 


i "special ep report No. 1108 | 
| World Textile Trade 
mention in your article, only the: » g odt | 
fighting distinguishes the behav- . | 


jour of the British fans from that 


of many a West ^s] dergoing rel d meten change. | 














The world’s textile and clothing industry is un- f - 







Take a train to the Rhineland 4 350 


or perhaps a trip to. the 


Hochsauerland. The train I took | 


from Willingen one Sunday a 


couple of weeks ago was full of : 
returning home 


from the weekend. A horde of 


drunken men were even urinat- ] “ion ws TOW. a 


Kegelvereine 





ingout it the train ijui Noth- 







ona Friday afternoon in summer le nines. 
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Agricultu ral Consultancy - 
Manager — 


. Rabaul, Papua New Guinea 2 " 
Our clients are a partnership between two Papu New. ar 
Guinea based agricultural management organisations with. 

: strong bases in tropical tree. crop management. They . 
$. require a manager for their joint consultancy operation to: 


| : E m — d 0 000 M ] -Market consultancy services; vet 
i Jur client is a company engage: lint eoi in ustry on an 3 te. 
] international basis including the Middle East. — ——— y p Prepare corisiiancy; proposals and terms of reference; 
] |. The immediate needis for a General Manager -Finance ||. [| -Organise specific assignments including staffing; 
d ao head up the financial function in à large oil refinery; to |o] oC Manage and participate in assignment teams; 
establish all the necessary, financial and. admi inistrátion. = IZ AN = Preparer reporis for publication. - 
systems, and to participate as a member of thetop es NH 8 1 m 
management team in the running of this new venture, . ~ F ] Applicants should have experience in tropical aran ture 


Candidates will be professionally qual ied accountants | "8 E H and possess a degree in economics or agricultural _ 
: ih: a background i ie dd oil tie ae and specifically... «JF economics. Previous experience in agricultural 
HUN CABORGn GE Oi eens We aia Agpariment - dE. [ consultancy work is essential and familiarity with computer o 


f arefinery.. ; 
You will be aged around 40, and keen to widrk i aided spreadsheets i " important. - 


stimulating environment. ee e demand more: than EN Remuneration will be success related comprising basic ` 


just BEC OUTANCY ex iacet 
: j efle ct 063 salary and support package with a substantial profit share. | 


: ! AEG 0v M | Résumés should initially be sent to Chris Haworth, quoting 
if you = eu te v ie j | ease mar with C : voting => § [ ref. CH940, at Coopers & Lybrand Executive Selection, 
allay onde swi wb i € M - a : IO Shelley House, 3 Noble Street, London EC2V 7DQ. All 
3 TN » ] applications will be acknowledged and forwarded to our 
4 client unless otherwise specified. — 


INVE 'ESTMENT ADVISOR - 


A multinational publishing group with offices in Asia, North America and Europe is 
looking for an experienced professional to manage. the investment portfolios of the 
holding company and to assist in SHUETURMUE investment "m in house and for 
private clients. y x | 
| Reporting to the Minagi Direetor, the iubent will. supervise a small staff in. 
= the day to day management of the portfolios as well as the formulation of long term. 
| aen strategies, He will be in daily contact with brokers, bankers, Agents and. . 


Candidafes: should. De aaa sudividuals holding a suitable: dene ad an | 
appropriate investment background and a sound understanding of foreign exchange, 
securities markets, bond markets, precious metals and real estate project develop- 
ment. Periodic travel will be required. | 
Send complete resume with references, contact address/telephone number and a 
recent ee to: : 


. Personnel Manager 
G.P.O. Box 10999 
Hong Kong 












E Commonwealth Secretariat 


PROJECT OFFICER (ECONOMIC) 
TECHNICAL ASSISTANCE GROUP 


| Salary: £14,064-£20,724 


(subject to British Income Te) 


The Technical Assistance Group is an in-house consultancy arm of the E | 
Commonwealth Fund for Technical Co-operation. The economic wo ofthe ` 
Group is concerned primarily wih providing advice ori macro-economic p 


policy and debt management and investment: issues. 


The Project Officer will be required to compile. surveys. of the terms of z 
concession agreements and tax regimes for the development of natural | 
resources, undertake computer-based: financial. and- economic analysis, - | 
. review debt indicators and trends and check integrity of debt data in specific | 
countries, and carry out research and. compile background materialito assist . E 


- in the implementation of the Group's projects. 


The post involves travelling abroad. 


The EM is for an initital period of ME years. For Overseas d 
. appointees installation and relocation assistance will be provided. Detailed | 


job description available on request. 


Ẹ Detailed curriculum vitae with names and addresses of three referees should f 


be sent by 12 August 1988 to: 
Chief Personnel Officer 
Commonwealth Secretariat. 
Marlborough House | 
Pall Mall, London SW1Y 5HX 
Telephone: 01-839 3411, ext 8134 or 8152 


ÁN EQUAL OPPOR TUNITY EMPLOYER 


abroad in 2 to 3 years. 


secretarial functions. 
Ideally the successful candidate will possess: 
A recognized accounting qualification. 


: Proven people management skills. 


_ In the company. 
. Will be required to travel to overseas fides 


salary history to: 





(Commonwealth Fund for Technical Co-operation) 


^ The Board of Business eration i is t 
^ services for high. growth markets, € 


^ Applicants should be Commonwealth citizens with an economics Horiburs 4 
-` degree and at least two years relevant postgraduate experience. Exposure to f 

. micro computers and spread sheet packages is desirable. The job calls for -f 
5^ initiative in research d ability to produce reports in clear concise English, ; 


studies of strategy and organisation in an inte 


|: to three years will have been in mana 


~ This is an opportunity to join a dy 


| The compensation packag 


| . excellent candidates. « Pus 
E DES in writing with fui curriculum vitae should be sent to: 


Outstanding Career Prospects 
and Remuneration Package 


Due to the continued expansion of our activities, an exceptional. ópportunity 1 as been created 
for a high calibre finance professional to work in Hong Kong, with the e pony, to relocate 


Reporting to the Managing Director, the Aamiin Gneo will be oie for 
financial and management accounting activities as well. as currency dealings, m and. company 


Initiative and creativity in control system neun" 


Understanding of the International tax environment. 
Ability to effectively communicate in English. "n » 
3-5 years of successful experience with a multi-national accounting 


Long term career growth is Oed as the candidate will be: one of a half do: 


To explore this opportunity further please write in strictest confidence, s enclosing full career dud" 


Personnel Manager 4 
P.O. Box 20138. . 
uc Road Post Office. 
_ Hong Kong 





DIRECTOR OF 


CONSULTING Um 
FOR EUROP E. GLOBAL BUSINESS INFORMATION AND ADVICE 


Business International, part of The Economist Group is the world leader in 
the field of providing multinational corporations and government agencies 
with. practical advice, analysis and information: © economic and 
regulatory issues and comport practices in 130 oes so through - 
an integrated mem of publications, counselli ng esearch, confer-_ 
ences and online databases. fection internati ncorporates The: 
Economist intelligence. Unit, provi the: 10st of the world’ 5 
largest 100 companies, - a | 























urrently implementing a five-year 
introduction of new products and. 
of its six global business divisions. . 
We are now. pe to recruit a Director of Research and Consulting for: 
Europe. He or she will be responsible for carrying out a variety of assignments. 
for clients usually focusing on country/product analysis, but-often et 
rnational context. The obiecti 
is to build up a significant practice over the next three! years. 
The ideal candidate is an MBA w ven years experience of which two 
nt Consult or a related field, 


development strategy, includ 














ome 















and with a strong internationa ‘outlook 





it jew manage ent team in à company 
with a strong position in severa growin. markets, Development of Res 
and Consulting activities | is one of the Board’s priority initiatives. 


15: ynsisting of a base Pa. supplemented by 
s and benefits, "Will be such as to attract 





performance-relat i incer tive 






























































OFA MERICAN BUSINESS 


law firm of O'Melveny & Myers esta fished a Centenni- 





| opportunities facing American business in today's in- 
S ers yendent world | economy. The annual grant of up 
E ,000 is designed to enable its recipient to 

ugh examination of a selected prob- 





selection process. 


. For 1989, e 
project pra 10S. 
< forms for the 1 : 
obtained by setting | Wi 
Myers, 400 oum. dope S 
- 2899. E 





fimi is sini TM 









| . O'Melveny & My ers — 
400 South Hope Street - 
Los Angeles, CA 90071 -2899 












ASSISTS 


|. TO INCREASE PERSONAL EFFEC ae IVENESS | 
| —— ENTERPRISE AND ae MENT 

To begin the confidential process 

book an exploratory meeting with 

. Peter Gardiner-Hill or Peter Needham. 

| Even the coffee is excellent! 







THE 
PERSONAL 
J DEVELOPMENT 


Hanover Square, 


D: commemoration of its centenary year in 1985 wet d 





| becas rch (DIW) in Berlin-Dahlei 


al Grant Program to foster study of the challenges and- as 


i to th general topic "The Internationalisa-- . l] 

ion of American Business In addition to the principal- 
" grant of up to $50, ‘Melveny & Myers will award | 
grants of $1,000 to each of ne Ep ten males inthe | 


.| The Preside | 
| of Directors and conducts the academic - 
| | work carried out by the Institute in con- 

` | cordance T me Heads of Department. | 


grant applicants t to submit. II 2e eriod of offic 
a My ae o B ipid IT. p | 
ven ers Grant ma e 1 1 d. 

y y The German Institute for Economic Re- | 
Search is an ine 
ganisation set 


^| research in the fi 


pher, O'Melveny & | | 
s Angeles, CA90071- | - 


L Institute supports public € policy, the ad- , 


| ty. The DIW comprises ten departments | 
| | and at present om yloys more than 200 | 
|] | people of which a | 
| | professionals with an academic back- | 

| ground. D 
Ll The future President should Lr x 


m [ o take co 

| the acad ethic. adad of a large r 
| search institution whilst also 0 represer 
| | ing outside. Habilitatic 
| | as a university professor, are desirabl 


| bracket C4 of the West German universi- 


. | dist of publications and an account 
| pevious academic eur ed to be 


j| lin 12. 


| Fh fie: PEES aat 
German Institute for Econo: i 






























THE POSITION OF 
THE PRESIDENT 
is od be filled at the earliest possible : 
ate | 





ent is chairman of the Board 





ce lasts for five years. 
Re-election is. possible. 

endent non-profit or- | 
ıp to conduct empirical | 





e field of economics both 
domestically and abroad. Through its 
specialists’ reports and publications the 


e business communi- _ 








about 100 are trained | 

















jon and experiens 





The income offered is in the salary 


ty scheme. | | 
All applications with curriculum vita 


ceived by the Institute: ASAP but no lat 
than September 15, 1988. They should 
be addressed to: 


Dr Dieter Hiss, Chairman of the Selec- 
tion Committee Landeszentralbank in 
m Leibnizstrasse 9-10, idu: Ber 
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The world's largest 
employment services 
group 





In the half year to 30th April 1988 

the Group achieved record profits 

before taxation of £28m 

Earnings per share increased by 4196 

over the previous period last year 

on substantially increased share capital. 

I am confident that the Group's 

record trading levels will continue into the 
second half year where traditionally AG Dey 

the majority of our profits are earned’. Chairman & Chief Executive 





OVER 1900 BRANCHES IN 33 COUNTRIES 


UNAUDITED INTERIM RESULTS 1988 
Half year to 30th April Year to 3lst October 















1988 1987 1987 

£m £m £m 

oales 619 90 406 
Profit before tax 28 5 29 
Earnings per share 2.4p l. Tp . 6.6p 
Dividends per share 0.6p 0.2p 0.8p 


For further information and.a copy of our 1988 Interim Results & the Annual Report, write to or fax 


==> BLUE ARROW PLC 





The Company Secretary, Blue Arrow Plc. 
Mercury House, Triton Court, 14 Pinsbury Square, London EC2A 1BR 
FAX: 01-638 8298 






Thus advertisement has been approved by an authorised person for the purposes of the Financial Services Act 1986 Blue Arrow plc is required by the rules 
of the Securities & Investments Board to indicate that past performance is not necessarily an indicahon of future performance 





8 THE ECONOMIST JULY 9 1988 





Still right to be there E 


NE evening 14 months ago Commander 
Glenn Brindel, captain of the Stark, hes- 
itated. That was a mistake: the Iraqi aircraft 
closing on him hit the American warship with 
a missile and killed 37 of his men. Facing al- 
most identical circumstances last weekend - 
Captain Will Rogers of the Vincennes: de- 
cided to open fire. Another mistake: this time 
i approaching aircraft was an Iranian air- 
‘ona routine flight. All of the 290 people | 
on board were killed. 

To the civilian sitting comfortably in. his 
armchair, there can be no justifying the tragedy over the 
Strait of Hormuz. An airliner flying in international airspace 
near its own country ought not to be shot down by a foreign 
warship, no matter what fears are running through the mind 
of the warship’s captain. Yet in the conditions of the Gulf, a 
peculiarly imperfect corner of an imperfect world, Captain 
Rogers made a rational decision. To see why, put yourself in 
his war-room on board the Vincennes in those fateful seconds 
of July 3rd. 

Seconds, remember, are all you hiv about 400 of them 
between spotting the approaching aircraft on radar and de- 
ciding whether it is out to kill you. Do nothing and you risk 
losing your own ship and crew, or the crews of the other 
American warships whose flank you are there to protect. Re- 
member the Stark—or blazing British warships off the Falk- 
lands—and weigh the evidence. The suspect aircraft, having 
_ fight between your warship and a flotilla of Iranian gun- 
boats, has flown at full tilt towards you, ignoring seven chal- 
lenges broadcast over the international civilian and military 
distress frequencies. Only a fool or a saint could hold his fire 
under circumstances like these. As an American naval cap- 
tain, you are supposed to be neither. 

If Captain Rogers is not at fault, who is? Ignore the scram- 
ble to pin the blame on failures of radar technology, or on 
botched procedures aboard the Vincennes. There were in- 
deed some of those, although the full details may never 
emerge if the Iranians do not recover the airliner's flight re- 
corder and make it available for international inspection (see 
page 35). Even then a hard fact will remain, Until God or the 
Pentagon invents a radar screen that rids the universe of all 
uncertainty, fighting men must from time to time make life- 
saving, life-taking decisions on the basis of incomplete in- 
formation. Sometimes, they will make mistakes. 

: This mistake was justifiable in the circumstances. How 
justifiable were the circumstances? If they had been differ- 
ent—if, say, the Vincennes had been in the Strait of Gibraltar 








n off from one of Iran's main military bases just after a 


Rogers would never have fired. So judge this — 
tragedy by its real causes: the Gulf's year of | 
near-war between America and Iran, and the | 
hair-trigger rules of engagement the near-war - 


- turned firing that missile into the only deci- - 
sion a prudent naval commander could make. 

It is natural for Americans horrified at — 
having killed. 290 people to ask, again, 
whether their fleet's presence is justified. Oodd 


has forced on the American fleet, which d 


instead of the Strait of Hormuz— Captain E 


of the things that made Russia's destruction — 


of a Korean airliner in 1983 particularly abhorrent was the 
obstinate lack of contrition that followed it—even though the 
Russians knew in advance that the Korean airliner was flying _ 
over no sea fight, and posed no threat to life or limb. But 


Americans must apply a sterner test. Should their fleet re- 


main in the Gulf if, through misadventure or Iranian retalia- _ 
tion, this disaster is followed by another: a replay of the Stark, — 


for example, in which it is Americans and not Iranians who 
are forced to pluck their dead from the sea? 


It has made things better - 


The answer is that the American warships, and the European T 
ones which followed them, must stay in the Gulf despite that 
danger. When the first convoy of Kuwaiti oil tankers, 
reflagged with the Stars and Stripes, sailed into the Gulf un- 
der American protection a year ago, it did so in the face of 


ferocious Iranian threats. The gamble was nevertheless worth 


taking. Like it or not, the Gulf contains over half of the — 


world's proven oil reserves, much of it under the sands of frail 


as 


desert sheikhdoms which last year believed they were in dan- 


ger of being swallowed up by Ayatollah Khomeini's appar- - 


ently unstoppable war with Iraq. That is something the West - 
could not permit then and cannot permit now. 

Mercifully, the danger has receded. The balance of mili- 
tary advantage has recently tilted towards Iraq for the first 


` time since 1982. The airliner’s loss, in its ghastly way, rein- — 
forces Iran's new sense of weakness. The Gulf Arabs—nota- _ 


bly Kuwait and Saudi Arabia—have shown a novel confi- — 
dence against Iranian threats. Some of this stiffening has - 


happened for reasons that have little to do with the West: 
war-weariness inside Iran, the furious Arab reaction to the — 
mayhem Iran provoked at last year’s Haj. But western fleets 


have played the vital part, by making it harder for Iran to. | 


continue attacking neutral ships and, above all, by helpingto 


deflate Ayatollah Khomeini's capacity to inspire fear. d 


would be culpable weakness to turn tail now. 
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ve to earn the wealth to support each pensioner; whet 






his geriatric nightmare is what the OECD predi 
average industrial country in the year 2040. And t 








United States, Australia and Turkey. In aging Switzer! 


or every two adults of working age. 





r generation born during and after the first world war retires. 
arly in the next century the numbers of old people will start 
ing again. At the same time, the decline in the number of 


à generation of increasingly elderly workers will have to earn 
the money to finance the pensions and health care required 
-by their grandparents. The median age of the American 
E population today is 32; by the year 2030 it will be about 41—a 
-fise of nine years in Dur decades. Yet America, rejuvenated 
by immigration, will seem youthful. Japan, transformed. more 
abruptly by falling births and rising life expectancy, is becom- 
ing the oldest nation in the world. How then, its leaders fret, 
will it compete with Taiwan and South Korea) |— 

z For the social-affairs ministers, the main question is His 
to. ) cope with the consequences for taxes and public spending 
of this demographic revolution. Given today's state pensions, 
only four OECD countries expect to spend less than 1096 of 
national income on pensions: by the year’ 2020: Australia, 
Britain, and youthful Ireland and Turkey. Open-handed Italy 
will be spending over a quarter, with worse to come. Add to 
such numbers the extra burden of caring for the oldest old: 
Britain’s health service spends ten times as much on the care 
of a patient over 75 as on one of Working age. t EN 


No t justa burden. - e^ 
Terrifying though the prospect A granny power NS a bit 
of constructive thinking can make it more manageable. The 
elderly of.tomorrow will not be the same as the elderly of to- 
day. Many of them will be richer, better educated and health- 
ier than their parents and grandparents. Governments need 
o turn these. qualities. to their advantage. 

<- Most staté pension schemes were designed oken being 
old was equated with needing state help. Now, some of the old 
re richer than their children. In Australia, Canada, Norway 
à and Sweden, poverty is tar among the old than among the 
: population at large. In America, on some measures, the typi- 








tain ten over 15. when sh three a of es age will | 


ge pensions will account for one-fifth of national income. 
m for the 7 
| > average. 
is improved by such relatively youthful countries as: the 

: nd doddering West Germany, there will be one. old P gion, . unpensioned part-time jobs. - 
By the year 2040 the social-affairs ministers vill b | ng 


one. But they are right to start. thinking about it now. For ~ 
nany countries have a brief respite in the 1990s, as the small- 


babies born in the 1970s and early 1980s will lead to a smaller - 
number of workers. If birth rates do not recover significantly, | 


-only have had better: 
| granny ever did; they will have shunned smoking, spirits 
cream cakes, and jogged for two hours a week. This. virtu.. 


| perform those in their 20s: 










cal old person is-better off than the ty vical worker. ‘Man 
more old people o own their homes, and have a pension fron 
their job as well as from the state. Some of these new occupa 


tional pensioners are women: in 1972 only 31% of Britist 
ld -women over 55 years old and in a fulltime job belonged tc 
-their employer’ s pension scheme; by 1983, 63% did. It make: 


no sense to promise rich pensioners the same state benefits a: 
poor. Wise governments will target help on the poorest old. 


| such as the long-term unemployed, who never contributed 


much to any scheme, and lone parents, who spent yeats in 


If the state pays less to wealthier old folk, a proble 


' mains. Somebody will still have to earn the output to pay .... 


return oj t their private assets. You cannot, as it were, feed 
tomorrow's children with bread baked today. Possible solu- 
tion: persuade more of the elderly to: keep working. Because 
many more old people are in their active 60s than their frail 
80s, it will take only a small rise in the: erage retirement age 
to make a big difference to the arithmetic of dependency. Re: 





 tirement is a newish idea: two generations ago, most old peo- 
. ple assumed they would work till they dropped. Those in in- 











teresting jobs still do. Sir Fred Pontin, at the age of 81, has 
just become chairman of a boo ming London. restaurant 
chain. Of the 24 heads of OECD governments, ten are over 60, 
Lots of other old people do unpaid work. One British study 
2 that 43% of over-65s regularly helped other elderly 
peopl e; 25% helped the disabled; 11% helped neighbours. 
“In the next century there may be many more Fred 
Pontii Those who retire today grew up in the deprived 
1920s and 1930s. Those: who reach old age in 2040 will not 
alth care in their childhood than 





generation may stay healthier for longer than today’s old. 

Even today's elderly may be capable‘of more than society 
expects of them. Workers in their 60s and 70s can often out- 
s (though not those at their peak in 
their 30s and early 40s), as long as they are doing a job they 
are used to. Experienc -and motivation compensate for loss 
of speed. The old may tak ‘longer: to retrain, though not nec- 
essarily: The Economist’s sex agenarian deputy editor has mas- 
tered telecommuting with more zeal than his younger col- 
leagues. But to keep th din work will mean other changes: 
in pay structures and pe heme 
unacceptably raise the cost of hiring the old, or in tax rules, 
which can: discourage pa timers.) s 

One task that may fall increasingly to ie young Den is 
that of caring for their own parents. Those who are now in 
their late 80s belong to the Vera Brittain generation: many 
lost husbands or fiancés and had no children. But one British 
study suggests that 84% of those who reach the age of 60 in 
the early 1990s will have at least one cae alive when they die. 









































































pU 






- » M 


^ A 
E à d r 1 = ' LI 
+ 7 " 2 ! E 
E s [js 4 5 ` - P des ve > 





To encourage more of those children to:care for their parents, 
povernments could offer granny a deal: rely on your family for 
help, and you can bequeath your house almost tax-free; leave 
the job to us, and we will recoup the cost from your estate. 
The age of the granny will bring opportunities as well as 
problems. Some poor countries will suddenly find the advan- 
tages of being hot and cheap. They will emulate Spain and 
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Florida, v which already do a PER business in caring or 
aging refugees from northern chills. Lots of new low-skill se 
vice jobs will appear in today’s OECD countries: gardeneiti da de- 
livery boys, helpers. Some of them may be done, part-time, by 
the fairly old. And an aging society may be freer from crime 
and drugs than the 1980s have been. That should cheer the 


social-affairs ministers up a bit. 











When the fist-banging stops 


Is Russia easing towards the self-confidence that could let it join the modern world? 


66 A S FOR banging the fist, that has been pretty well per- 
fected in our country.” Bless you, Mr Gorbachev: you 
see things straight, and you say them straight. 

When Russia's leader summoned his special party confer- 
~t, he released one of those spontaneous wellings up of self- 
awareness that happen every generation or so in Russia. The 
voice of the conservative is still loud in the land (see pages 43- 
47). Yet the conference as a whole was stunningly honest not 
only about the failures of today’s Soviet Union, but also 
about the cause of those failures: a cause which goes back long 
before Lenin, though Lenin made it worse. As a Soviet jour- 
nalist put it in a letter to a British newspaper during the con- 
ference: the Russians have been ruled by men for a thousand 
years, they have not yet discovered the rule of law. If the de- 
fect is Russian, so is the endearing burst of candour. 

It may take years to find out whether the changes Mr 
Gorbachev introduced last week can haul Russia into the 
world of modern politics. To do that, his proposed new hi- 
erarchy of government bodies, from the new presidency at the 
top to the newly reinforced local soviet-councils at the bot- 
tom, has to develop a life of its own, separate from the parallel 
hierarchy of Communist party institutions. 

If these separate lives take shape, the embryo of a two- 

y system will be scannable inside the womb of the Com- 

aist party's “leading role". A true competition of ideas will 
have begun, a free economy will be possible, the Soviet Union 
can start to revive. If it does not happen—if the party keeps 
its present grip on all the big decisions, so that the councils 
are mere husks— Russia will be back where it was. It will be no 
better off if the councils do gain new power but the party 
moves in and takes them over. A permanent single centre of 
authority, whatever the label it wears, spells a return to cor- 


ruption, stagnation and the other consequences of a non- 


competitive system: a return to the banging of fists. 

In favour of the embryo's chance of life is the fact that Mr 
Gorbachev's soviets have one big psychological advantage 
(they will be elected by all adult Soviet citizens, not just the 
fraction who are party members), and may have a practical 
one too (if they manage to wrest some tax power away from 
the party). They will also have Mr Gorbachev on their side 
until 1999, if he lasts that long. The fear of an abortion comes 
from the party's mastery of the machinery of manipulation. In 
the name of its continued “leading role”, the party will try to 
say who can and who cannot run for election to all:those sovi- 
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ets: not even Mr Gorbachev will tolerate the candidacy of a — 

Screaming Tsar Sutch, let alone an open pro-capitalist. The — 
party still commands the old-comrade network, which can get — 
fish to fishless Moscow, tractors to an unharvested Ukraine. — 
If it turns out that party bosses and council chairmen are by 
and large the same people, and that all council members are - 
party-vetted, consider the abortion to have happened. e 


Under history's shadow 


Russia's past hardly encourages the hope of a happy bic 
Peter the Great gave his people the trappings of a modern - 
state but denied them a modern way of running it: when Brit- - 
ain already had Whigs and Tories, Peter was polishing Rus- - 
sian autocracy. The Decembrist would-be reformers of 1825 — 
were the Gorbachevites of their time, but they could not - 
gather enough support—take note, Mr Gorbachev—and 
were bundled into defeat. The 1905 revolution produced a. 
new parliament into which (as into Mr Gorbachev's new Su- 
preme Soviet) power was supposed to flow: it didn't. The - 
1917 revolution was probably doomed from the start by Le- — 
nin's one-party system, but Lenin clinched it when he forbade - 
competing groups within the party in 1921. 

“Why does the banging of fists ring so regularly hroua : 
Russian history? Partly, this paper would argue, because Rus- - 
sia never went through the liberating experience of the Ref- 
ormation. People who have insisted on their right to make up _ 
their own minds about religion will inevitably insist on their  . 
right to make up their minds about the relatively minor mat- 
ter of politics. But that is not the whole explanation, because - 
there are plenty of non-Protestant democracies. 

The political consequences of the Reformation spread in 
the nineteenth century to Catholic France and Italy, an 
would be snapped up by Catholic Poland today if M 
Gorbachev gave his permission. The poor and relatively un- 
educated people of Hindu-Muslim India and Buddhist-Hindu 
Sri Lanka have over the past 40 years, with a hiccough or two, 
clung on to the basic principle of democracy, which is that 
nohody should go on ruling just because he or she wants to. 
Farther east, Japan, the Philippines and South Korea seem to 
have picked up the idea. Yet Russia has to go on explaining 
that it is still ruled by the law of the fist. 

The Russians ought to be as well qualified for demote 
as many of those peoples. They have a history and a culture: it | 
is baffling that a country which gave so much to nineteenth- 
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pentury 1 music cand literatitré should h; t oute 
mainstream of twentieth-century life. They have a tecord of 
intelligent self-examination: nobody who has sat through an 
evening's argument in a Moscow apartment would suspect 
hem of incurious uud PE toni UN is that the 
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asy enough, in principle, to say how the ingredients ought to 
nixed. Governments should spend only where they can 
esources better than the private sector; taxes should be 
nough over time to cover that cost, in ways that distort the 


oughly balanced over the economic cycle, with smallish defi- 
its in recessions and smallish surpluses in booms. Question: 
o these rules apply to the world’s poor countries too? ~ 
-— At first sight, all three issues look different in the third 
world. Many poor countries lack infrastructure. Supplying it 
is bound to put a bigger strain on the public purse than in 
rich countries. Raising revenues is harder. reru coun- 
tries lack the machinery to do it cheaply and neatly. Budget 
deficits are more of a worry. Few developing countries can 
expect to finance them through domestic borrowing—the 
first recourse of rich-country governments—because they are 
short of private savings and have primitive capital markets. 
The main lesson to extract from the World Bank's new 
World Development Report is that fiscal differences between 
-tich and poor countries do not absolve poor countries of the 
need for fiscal prudence. Sound fiscal policy makes the same 
emands on developing-country governments as on their 
icher counterparts. If anything, the rules press more tightly 
-on the poor. America flouted them with comparative impu- 
nity, because investors around the world were happy for a 
ong time to hold more of its currency. Developing countries 
ttempting their own version of the economics of joy find 
hemselves promptly stamped on. The international debt 
isis" was at root a grand case of fiscal mismanagement. 
dn. 1988 the case for careful budgeting has been con- 






| NCE again, OPEC his st R of ioe old oil game. Its 

J members vie with one another to offer discounts to buy- 
TS. The cartel is pumping 19m barrels of oil each day, at least 
m more ze than the world needs, Oil stocks i in OECD countries 


Russians have been frig | 
out their arms to free choice, they fear, 
have embraced anarchy. T 


enough of the banged fist. 


! nli PE public revenues, pe Bae B 
appens when there is a difference between these two. Itis - 


onomy as little as possible; the budget. should therefore be 





ey will find they 


he cure is to go on suffering the 











alternative to free choice. Maybe, at long me Ross has had 








are diruit a" of í public p progenies in meh a such as Mex- 
ico and Brazil, where once they were held inviolable. Poor 
countries everywhere have discovered the fiscal merits of 

ing or selling state enterprises. In other A thei messag - as 
spending ; and deficits nas gone home., uu cT 


Sorely: taxed _ : | i 
The forgotten leg of the fiscal tripod: taxes. Lhe poor.c 
tries are not so much over-taxed s badly: died (see page 66). 
Rich-country governments sting their onomies for twice as 
big a share of total i income as the governments of poor coun- 
tries. The problem in the third world is that this smaller bur- 
den is dumped on a narrow. base (so tax rates are high and 
economically distorting) and collected using the most damag- 
ing sorts of taxes known to man (loophole-ridden: company 
taxes of highly uncertain impact, and taxes on trade)... 
Perhaps, lacking: clever bureaucrats, t the poor: countries 



























"have no choice but to rely on bad taxes? Not so. Clever bu- 


reaucrats are one commodity they have in surplus ‘supply. 
Many poor countries have.tax regimes that are over-complex; 
so the goals of simplicit ry and base-broadening can go hand in 
hand. Company tax: rates could. oe lowered by axing the spe- 
cial incentives that the bu reaucrats use to channel investn 
where they (mistakenly, as a rule) see fit. Trade taxes c 
replaced by broad-based commodity taxes like value-added 
tax. Brazil ue that VAT w was feasible le in p poor countries as 
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will reshape the world’s oil markets for good. Weary of cutting 
‘their output to defend prices and of losing sales to cheating 
and discounting brethren, they are buying refineries and pet- 
rol stations abroad: what the trade calls international down- 
stream integration. These downstreamers hope to secure the 
markets for their crude oil and to share in the refining and 
marketing profit which, in the past two years, has contributed 
one-third of the net earnings of international oil companies. 

The opec downstreamers have been driven to this pass. In 
1980, when the cartel seemed invincible, its oil revenues were 
$287 billion. This year they will total $84 billion. That shrink- 
age is roughly the equivalent of America suddenly losing the 
export earnings of everything but its farmers. Because of the 
dollar's decline, the spending power of OPEC’s shrunken bil- 
lions will be even less than it was in 1986 when the oil price 
crashed below $9 a barrel: grim news for countries that still 
depend on petrodollars for 9096 of their export earnings, and 
have built up a keen appetite for imports. 

So paddling downstream makes sense. When crude oil is 

hort supply, high prices make it profitable simply to pump 
«vat of the ground. But when it is in surplus, oil companies’ 
refining and marketing operations prosper because the prices 
of oil products (such as petrol) fall less than the price of crude. 
Better still, overseas refineries and petrol stations guarantee 
an outlet for producers’ oil when demand is weak. Kuwait, 
which owns two refineries and 4,800 petrol stations in West- 
ern Europe—selling up to 250,000 barrels each day—was able 
to sell 25% more than its OPEC oil-quota last year. Saudi Ara- 
bia, then without a petrol pump to its name, found itself at 
the market’s mercy and undershot its allowance. 

That is why Saudi Arabia is paying Texaco of America 
$1.2 billion in cash and oil for a half-share in three American 
refineries and access to 11,450 American petrol stations—a 


secure outlet for 600,000 barrels of oil a day. Venezuela's joint 


ventures in America, West Germany and Sweden have se- 
cured a market for 500,000 barrels of its oil each day. Libya 
owns some 1,600 petrol stations and a refinery in Italy and is 
buying 50% of an American-owned refinery in West Ger- 
many. The United Arab Emirates now has stakes in Cepsa, 

in's biggest privately owned refinery, and in France's sec- 

-biggest oil company, Total. Kuwait has an intriguing 
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2296 equity stake in BP. All XL OPEC's dose m 
have secure overseas outlets for a quarter of their oil-output — 
quotas. That proportion will rise swiftly. 3 





A wolf in the fold? us 
Oil consumers should welcome OPEC's move dówtistresiia 
not fear it as a sinister new form of cartel power. They want — 
secure, long-term supplies. As the OPEC downstreamers come _ 
to resemble big, integrated oil companies, they too will want 
such supplies. When Saudi Arabia was a simple producer of — 
crude oil (costing less than a dollar per barrel to pump), it 
could impose embargoes pretty painlessly. With costly over- _ 
seas refineries and petrol stations to feed, the Saudis will be — 
much less willing to turn off their taps. Nor will they be able —— 
to use their refineries and forecourts to manipulate foreign - 
markets: if their market share in a consuming country grows — 
too large, they will fall foul of anti-monopoly laws. If they try 
to deprive all but their own downstream companies of oil, - 
they risk having their assets abroad seized or controlled. In- — 
flows of equity investment are always more a gesture of trust - 
than a threat—trust that the assets will produce a dividend, - 
trust in the jurisdiction under which those assets sit. 
These would be powerful arguments at any time. Right - 
now, with the cartel isolated and defensive, they are conclu- 
sive. OPEC's downstreamers want to emerge from isolation. 
They want to strengthen their overseas assets and stabilise 
their oil revenues. They will price their oil and oil-products t 
ensure a steady stream of earnings while spinning out € 
reserves for as long as possible. 
Downstreamers will then be at odds with those OPEC 
members—big spenders like Iran, with its large population r 
and its war to fight—which try, with opportunistic pricing - 
and deal-making, to make as much money out of their re- 
serves as quickly as they can. The tussle will be won by chí i 
dominant downstreamers, with their secure markets and. 
hefty reserves. This will provide the real prize in the raceto 
snap up foreign petrol pumps: an OPEC split asunder, with its 
wiser half as nicely ambivalent about the interests of oil pro- 
ducers and consumers as Britain is. Farewell to the oil weapon 
and strident politics; welcome, oil traders and dull old com- — 
merce. 





A market in dons 


The best guarantee of academic freedom is finanicial independence. British a 


academics are still far short of that 


RITAIN'S universities have just achieved what few other 
interest groups could boast. They have emasculated a 
Thatcher government bill, designed to make them more an- 
swerable to Whitehall and its appointees. The House of 
Lords, excited by the many professors who now sit there, 
voted to keep government at arms-length from the new Uni- 
versities Funding Council (UFC), and against allowing govern- 
ment to insist òn contracts that attach strings to its grants. 
The universities thus emerged with their banners pro- 


claiming independence aflying, and in a desperately weak fu- 
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ture position. They remain nearly three-quarters dependent 
on the willingness of governments to pour money taxed 
the many into their institutions serving the privileged few 
(about 7% of young people). Yet government still finds it 
hard to measure their achievements. They have miffed a Tory - 7 
government that wanted to tackle their elitist ways by giving - 
more power to Whitehall. The government's only success has 
been to abolish what remains of academic tenure for new | 
appointees. | x 

It is dangerous for universities to rely mainly on an unpop- 
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E ular single central-government agency (the Ucr) infiltrated 
= with their own folk, The most obvious way of reducing that 
reliance is to attract private money. Around 6496 of British 
universities’ income comes directly from central government 
in grants and student fees, a further 796 from public research 
. councils. Both figures shock anti-socialist: Americans, but 
American universities are more able to diversify within the 
= public sector because of the federal system of government, 
and because American home-town pride induces individuals 
and companies to support "their" universities. One way to 
.. attract more British company finance would be to tie contrac- 
tual strings to company grants, as universities are at last com- 
ing to accept. 


. Remember student power 

The other way forward is to recognise that, even if most 
money for universities continues to come from the public 
purse, it need not be dispensed at the whim of civil servants. It 
. should be distributed more according to what students want. 
_ The best-financed courses should be those into which most 
. students wish to throng, not those to which existing profes- 
. sors most wish to natter. That is why it is heartening that the 
- idea of channelling money for teaching through students, by 
. paying the full cost of their tuition to the university depart- 
. ments that they cheose, is suddenly gaining ground. 

. This is the course the Thatcher government should en- 


A picture of Europe 
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P. NX week, barely home from the United States, Tur- 
: key's President Kenan Evren will be on a state visit to 
.. Britain. One contrast betweeri the two visits is striking. Amer- 
. icais Turkey's good military friend, and any Turk can see his 
. land, sea and airspace bristling with American hardware to 
. prove it. Economically and culturally, in contrast, the Turks 
are committed to Europe. One day—however far off, and 
however odd some West Europeans find the prospect—that 
commitment will be sealed in their admission to the EEC. And 
what will they see around them to prove that? 
. . Well, Turkey's manufacturers will rejoice in barrier-free 
.. exports and its consümers in European imports. Its farmers 
- will be eligible to swim in wine lakes and carve up pigmeat 
. regimes to their Muslim hearts’ content. But culturally? So far 
. all the talk has been of what the Turks must do to live up to 
. European standards. Here is an offering in the other direc- 
. tion—which might, by the way, help them do just that. 
_ The Turks have adopted more of Europe than its script. 
.. They have European codes of law, a largely free press, a televi- 
. sion service that puts out "My Fair Lady" dubbed in Turkish, 
-Western-style theatre, classical music, opera. One thing they 
. greatly lack: the art and artefacts of the European past. Eu- 
rope's museums are stuffed with the works of other cultures, 
not least Islam. Save for their splendid relics of ancient Greek 
. civilisation and a little from its Byzantine successors, the 





i Turkey is heading Europewards. Here's one way of helping it to feel at home 
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courage. To keep some limit on public spending, centralist: 
say that bureaucrats should still have a say in how many 
places each university can offer. A better system would be tc 
let students themselves earn the entitlement to a place. Uni- 
versities have increasingly been accepting students, especially 
mature ones, with qualifications other than the narrowly 
specialised A-levels; since it is sensible that universities should 
have far more mature students (some on company grants), it 
is important that no new formal system should require them 
to abandon this discretion. 

Mrs Thatcher has the irritation that many British academ- 
ics, like many bishops, are at present anti-Tory, and to her 
mind sometimes with unintellectual arrogance. She reverts 
like a gramophone to the 364 academic economists whose 
signed statement said in early 1981 that her disinflationary 
policies would never bring economic recovery, although she 
thinks everybody except a shrivelled academic nut could see 
that economic recovery had already started two months 
earlier. “The king to Oxford sent a troop of horse, for Tories 
own no argument but force; with equal skill to Cambr 
books he sent, for Whigs admit no force but argument"... 
best university policy for the remaining Thatcher years will be 
to argue Whigs into becoming free traders in their own pro- 
fession, with the customers (ie, the students) knowing best 
what courses they want and universities being financed best if 
they competitively attract them. 








Turks have barely anything from Europe. Their largest collec- 

tions are housed in Istanbul’s Dolmabahce palace. The palace 

itself is a wondrous nineteenth-century-Ottoman Versailles; 

much of what it contains is opulent nineteenth-century junk. 
It would be easy to put this right. Let the Turks know t 

on the day they join the EEC its 12 governments will jOiiauy 


. give them a truly magnificent museum-cum-gallery, munifi- 


cently endowed; and let every museum and gallery in the EEC 
donate (at its government's expense) one truly marvellous 
work of European art—painting, sculpture, furniture or 
whatever—to fill it. Not the Mona Lisa, but not the junk ei- 
ther: something that each institution would hate to lose, and 
yet could after all live without. And if anybody wants to make 
"one" read “ten” or "one case of’, so much the better. 

The idea will arouse cries of horror from Europe’s cura- 
tors, and umpteen proofs of its impossibility. Against the law. 
Against the terms of so-and-so's will. National heritage. Every 
item indispensable (every one of England’s Van Dycks, not to 
say duplicate Van Dycks?). Suppose the Turks did not look 
after our marvels (as Europe did in 1939-457). Suppose they 
later left the EEC (don’t marry, one day you might divorce), 
Nonsense. Europe can afford it. Let it do so—and if govern- 
ments are shy, President Evren’s hostess next week, Queen 
Elizabeth, is not short of a few Leonardos to give them a lead. 
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The perils of trying to roll. 
history o Jt of the way. 


FROM OUR CHINA CORRESPONDENT 


| Mo is not just the West that is spe libound by Mikhail Gorbachev's efforts to 

ussia. What is the other great communist power learning from Mr 

or AE s experience, and what does it have to teach? In the next two 
pages we look at the state of China’s political and economic reforms 





"T^HE Cie have their own oiis: 


X kaifang and gaige—for glasnost and 
perestroika. The translations are far from 
~ exact. Communism “has -stifled the Soviet 
~ Union’s economy for almost twice as long as 
Chinas, and the Russians anyway have 
eve seemed as commercially minded as the 
fee Bue i at heart the Russians | remain 








| iar due gola] into auicm D more 


-than 2,000 years. No wonder, say the instant 


 -ànalysts, that Mr Deng Xiaoping’s China, 
- after embracing economic reform so much 
sooner and more readily than the Soviet 
— Union, should be taking political reform so 
1 more cautiously. 

; comparison between communism's 
wers is inevitable. It ought to flatter 
hich embarked on the path of re- 
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form a TAS ago, when Rusi was stagnat- 


ing under Brezhnev. In fact, last week's 
Communist party conference in Russia has 
made thoughtful Chinese uneasy. If the Rus- 
sians.are so far behind in restructuring 


themselves, how is it that Russia now con- 
templates a fixed-term presidency and a 


proper legislature while China—for all the 
liberal gestures of last October’s party con- 
gress and of the Chinese parliament in 
March and April—remains almost as fet- 
tered as ever by its party bureaucrats? 

Mr Xia Yan, a former minister and one 
of China’s most famous writers, speaks for 
many Chinese when he discusses Russia’s 
decision to erect a monument to the victims 
of Stalin. “Mr Gorbachev’s criticism shows 
the Russians’ openness to be far ahead of 
ours,” he told a Chinese newspaper this 
week. “Our understanding of Stalin is still 





as it used to be Because our m 


Mr Xia wants to know, will China's TE 


ous answer. Ma of todays $ dea 


- What guarantee is there that after Mr De g 


-nese who live in the countryside. This gi 


. that Mr Gorbachev’s changes sorely lack 









closed, we still think Stalin is right.” T 





have the guts to repudiate Mao Zedong! 
A oe quon did all, as M 
ible: 


China's s EA d cynicsd ax 









mission v. their own ie navig c 
Hence the official line that Mao, whose por 
trait, in easy view of Beijing's Great Hall « D 
the People, still beams across Tiananm 
Square, was “70% good, 30% bad": sca 
comfort to Mr Xia, who was jailed fot eig 
years during the cultural revolution... 

But even if every Mao statue in the la 
were toppled, the party would still be. 
top. The twists in party policy have been. 
many and sudden over the past 40. years. 












































goes (he is 84) his reforms willliveon? ^ 

It is unlikely that they would fall victim. 
to a resurgent Maoism, because they have 
vastly enriched the three-quarters of C 


the Deng reforms a constituency of suppor 


But, with the concentration of power tha 
Chiria' s Communist party still enjoys; ani ài 
tempt one day to reverse Mr Deng's aci 
plishments cannot be ruled out. Th 
nese have made, if anything, eve 
progress than the Russians towards 
ding their economic reforms in polit 
stitutions that can protect. them. — 
The:Chinese answer, like the R 
one, is nót to check and balanc ie 
munist party's power with that of alter 
parties, but to make the Communi 
"better". The party general secreta 
Deng protégé), Mr Zhao-Ziyan 
that the goal is “to strengthen supe 
to keep party and government institut 
clean and honest, which is vital to. 
form." That is code for eliminating ra: 
corruption. From now on, Mr Zhao- 
party and government officials should 
lected—indeed, elected in contests: : 
there will s sometimes be more cani 
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- than places—on merit. They should neither 
^ engage in commercial activities, nor demand 
profits or property from commercial busi- 
nesses. [t could almost be Mr Gorbachev 
. translated into Mandarin. 

The problem is translating the Manda- 
_ tin into action. Being a government official 
. ora member of the 40m-strong Communist 
-. party (China's eight non-communist parties 
. can be ignored, and are) is a licence to enjoy 
. privilege—from the use of comfortable cars 
to being the host at extravagant banquets. It 
.. is hard to imagine such people gladly giving 
— up their perks, or being harsh on their col- 
leagues. The former local government chief 
. on Hainan island, Mr Lei Yu, was disgraced 
= recently over the illegal resale to inland 
provinces of imported cars and other luxu- 
. ries. His rehabilitation was swift: he is now 
- the vice-mayor of Canton, in go-getting 
— Guangdong province. 
Perhaps these deficiencies are more tol- 
-= erable than they seem. The Chinese have 
. never known honest or democratic govern- 
. ment. As long as living standards continue 
to rise, why worry? One reason is that wealth 
— sooner or later makes people in even the 
E oritarian parts of East Asia want 
. democratisation and liberalisation; consider 
» South Korea or—more tellingly for Mr 
— Deng—those supposed Confucians in Tai- 
_ wan. A dissatisfaction with authoritarian 
. rule may be behind the thinking of the more 
than 80% of urban Chinese who tell poll- 
takers that “unhealthy tendencies” in the 
_ party and bureaucracy worry them. 
= The Chinese should listen to Mr 
-. Gorbachev to learn another reason. He is 
emphatic that the economic reforms he 
— wants have no chance of survival without 
. political reforms as well. China can be 
. proud of its economic performance (see next 
article) but not too proud. According to 
Shanghai's World Economic Herald, Chi- 
. nà's GNP has grown in absolute terms over 
_ the past ten years, but it has shrunk during 
the 1980s in relation to Japan's and since 
- the 1960s in relation to America's. There is 
- no sign that decentralisation of economic 
_ decision-making can go far or fast without a 
decentralisation of other sorts of decision- 
making, too. It is not a notion that Mr Deng 
and his colleagues seem ready to believe. 





Get up and go 
on gaige 


O LIANGUO is one of the growing 
breed of prosperous rural businessmen 
= whom China's economic planners now ac- 
. cuse of spending too much. Before 1980 Mr 
.. Zhao was a poor peasant in the backward 
. inland province of Shanxi, south-west of 
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Beijing. When Mr Deng Xiaoping's eco- 
nomic reforms started to work, Mr Zhao 
seized his chance: he took out subsidised 
government loans and set himself up. He 
now employs 40 people making cotton shirts 
and shorts in back-rooms and lofts, and is 
the wealthiest man in his village. He owns a 
colour television set, a Japanese motorbike, 
a pick-up truck and a large house. He pays 
the government no taxes, rent, insurance 
premiums— nothing. 

The government is pleased that Mr 
Zhao and private businessmen like him are 
providing jobs for China's 150m unem- 
ployed or underemployed rural workers. 
The planners do not like it that the govern- 
ment's finances are benefiting not a whit; or 
that the distorting subsidies the government 
pays are going to bid up the prices of con- 
sumer and industrial goods. China billed 
the new regulations on private enterprise, 
trumpeted in the People’s Daily on June 
29th, as an effort to expand private busi- 


ness. They are. They are also an attempt to 


increase the tax take and control prices. 
Last April China's parliament, the Na- 
tional People's Congress, amended the con- 
stitution to legalise “private enterprises"— 
meaning privately owned businesses that 
employ eight or more people. (Smaller ones, 
called "household enterprises", ‘were al- 
ready allowed, and last year employed some 
20m people.) By the official count, private 
enterprises now employ only 3.6m people 
and account for 296 of industrial output. In- 
credibly, that is some 70 times the propor- 
tion that private and family businesses to- 
gether account for in the Soviet Union. 
And that official count drastically un- 
derstates things in China. Almost all of the 
counted ones have been in cities, where they 
have been under the bureaucrats’ and 
taxmen's thumbs. Not their rural cousins. 
Mr Zhao does not hide the fact that he runs 
a private enterprise, but a lot like him call 
their businesses "collectives" to avoid both 
taxes and, maybe, future punishment if ever 
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Mr Deng's reforms are reversed. Last year 
China had more than 180,000 rural “‘collec- 
tives", which employed nearly 90m people 
and accounted for almost a fifth of China's 
industrial output. 

A main aim of the new regulations is to 
bring rural private enterprises into the open 
and into the tax net. One sign of how far 
gaige—Chinese perestroika—has already 
advanced is that China's peasants are now 
far richer than official per capita dollar in- 
comes suggest. Read the statistics and you 
feel pity for the average inhabitant of rural 
Shanxi, whose annual income is less than 
$100, a third of the figure for China as a 
whole and less than that of Ethiopia, the 
poorest country on earth. Go to Mr Zhao's 
village and you find that 8096 of the house- 
holds live in large new brick homes and 
watch their own colour televisions; 3096 of 
them own a tractor or a motorbike. “A para- 
doxical phenomenon has occurred in rec="* 
years", as the official Xinhua news age: 
mildly puts it. 

Part of the paradox is that everybody is 
lying about whom they work for and what 
they make. Part is that the Chinese are 
spending the vast savings they have accumu- 
lated under the reforms. Last year bank sav- 
ings reached 300 billion yuan ($81 billion); 
at least another 120 billion yuan were 
stuffed in mattresses. With inflation now 
running at 2096 a year and short-term bank 
deposit rates at 2.496, people are spending. 
Retail sales rose 2396 in the first five months 
of this year; industrial output grew in the 
same period by more than 17.596. 

It is not just private enterprise that is 
pushing up consumer spending and indus- 
trial production, and depressing food pro- 
duction. The government still offers lavish 
subsidies, left over from Mao's day, which 
encourage the consumption of housing, 
health care, education and food. State 
spending on subsidies rose 58096 betw« 
1978 and 1984. 

One way to reduce the resulting price 
distortions is to cut subsidies (for food and 
housing, for example) and let the prices 

ers get go up, to encourage rural entre- 
preneurs to devote more of their attention 
to food production and less to industrial 
goods. The government is moving in this di- 
rection, but too pokily. 

the government is concentrat- 
ing on increasing taxes and collecting them 
more efficiently. Under the new enterprise 
regulations Mr Zhao will have to pay a 35% 
income tax, plus a 796 tax on profits. Private 
enterprises will be required to use at least 
50% of their after-tax profits for new invest- 
ment. Then there are a value-added tax, a 
private-enterprise tax, a land tax—even a 
banquet tax and a gift-presentation tax. 
Chinese peasants, however, have not had a 
few thousand years' worth of tax-evasion ex- 


perience for nothing. 
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Japan 


Trouble wins a new Recruit 


FROM OUR TOKYO CORRESPONDENT 


HE Japanese are not unacquainted with 
financial shenanigans on the part of 
their politicians. But the scandal that blew 
up this week reaches higher than any since 
the Lockheed bribery business of the 1970s. 
Any comparison may be over-excited: the 
case, after all, ended in the crimi- 
nal conviction of a former prime minister 
for taking bribes. Yet allegations have now 
been made of questionable, though appar- 
ently legal, share dealings by aides of senior 
ruling-party politicians, including the prime 
minister, Mr Noboru Takeshita, and his 
predecessor, Mr Yasuhiro Nakasone. The 
immediate result may be to smash Mr 
Takeshita's delicate plan to get his tax re- 
rm through parliament. If so, his prime 
ministership will be crippled. 

On July 6th Mr Ko Morita, president of 
Japan's leading financial daily newspaper, 
Nihon Keizai Shimbun, resigned. He did so 
because of the unusually large profit he had 
made on the sale of his shares in a property 
company called Recruit Cosmos. Recruit 
Cosmos is affiliated to Recruit, which runs 


Japan's biggest employment agency and also 
has interests in telecommunications and 
publishing. When Recruit found itself short 
of cash towards the end of 1984, it placed its 
3896 holding in Recruit Cosmos with a 
group of private investors. Another 4996 of 
Recruit Cosmos is still held by Mr Hiromasa 
Ezoe, Recruit's founder and—until his res- 
ignation a few hours after Mr Morita went— 
its chairman. 

Mr Morita, a Tokyo University friend of 
Mr Ezoe's, got some of that 3896. So did the 
aides or relatives of at least eight senior fig- 
ures in the ruling Liberal Democratic party. 
Those top men include Mr Nakasone (then 
prime minister), Mr Kiichi Miyazawa (now 
finance minister), Mr Shintaro Abe (then 
foreign minister and now. secretary-general 
of the party) and Mr Takeshita himself. The 
aides stoutly assert that they were acting 
solely for themselves and not for their 
bosses, who also disclaim any involvement. 

When Recruit Cosmos was floated on 
the over-the-counter market in October 
1986, the aides and Mr Morita promptly 


All the history that's fit to print. 


FROM OUR TOKYO CORRRESPONDENT 


APAN'S great schoolbook row has re- 
sumed. Every three years the education 
ministry puts out a list of books judged 
fit for use in the country's schools. If a 
book has not been approved, it may not 
be used in public elementary or high 
schools. When an earlier list was put out, 


in 1982, China complained that some of 


the approved books glossed over.or even 


world war. This time there have been no 
foreign complaints; but the ministry is as 
reluctant as ever to countenance embar- 
rassing passages. 

Only three out of the more than 180 
books submitted by educational publish- 
ers were rejected outright this time. But 
none passed unchanged: the ministry or- 
dered an average of 63 changes to each 
book and requested 72 others. Most of 
the changes are trivial; some have 
prompted charges of censorship. One 
publisher, fed up with the whole business, 
did not submit any books this year. 

Some of the changes will be familiar to 
anyone acquainted with textbook fights 
in American states. Others suggest how 
hard the Japanese are finding it to come to 
terms with their place in the world. A 
photograph was ordered deleted from one 


denied what Japan did in the second 
| 
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book: it showed hostile American press 
reaction to Mr Yasuhiro Nakasone's care- 
less remark (expressing a view most of his 
countrymen share) that America's power 
was being sapped by its racial diversity. 
Out went another book's reference to the 
compulsory fingerprinting of foreign resi- 
dents in Japan. The ministry ordered the 
word "fascism" stricken from a passage on 
the Manchurian occupation: there was, it 
said, no consensus that Japanese milita- 
rism was fascist. Yet, say the ministry's 
critics, the books praise the occupation 
for developing Manchuria's economy. 
The loudest critic of the textbook pol- 
icy is the Japan Teachers Union 
(Nikkyoso), which represents about half 
of all teachers and wants them left free to 
choose the books they use. Nikkyoso also 
dislikes what it sees as the ministry's grow- 
ing support for nationalism in the class- 
room. Students are now required to have 
an hour of "moral education" a week. Be- 
ginning in 1992, they will also get three 
hours a week of "life" classes, intended to 
teach discipline. Such classes were taught 
before the war but discontinued after it. 
Nikkyoso claims that other changes to 
take effect in 1992 will require Japan's 
schools to fly the flag and sing the na- 
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sold. Asahi Shimbun, a big and respected 
daily with anti-government leanings, alleges 
that they quadrupled their money, making 
tax-free profits ranging from ¥50m 
($321,000), in the case of Mr Miyazawa’s — 
aide, to ¥120m, in the case of Mr © 
Nakasone's. A spokesman for Mr Morita 


confirmed that Asahi’ calculation of his ~ 


profit (¥80m) was about right. Asahi says 
that the aides got their shares very cheap, 
and that many of the purchases were fi- ` 
nanced by a subsidiary of Recruit. The im- 
plication is that this was done in the expec- 
tation of favours. Mr Ezoe joined Mr 
Nakasone’s tax-reform think-tank in 1985. 
All this may sound unseemly, but there 
is as yet no suggestion that any crime was 
committed or any law broken. Besides, 
shady deals are so much a part of Japanese 
public life that they usually pass unnoticed. 
This is not, however, the usual case. It 
reaches too high. And politics was already in 
a state of unusual tension. A big battle has ~ 
been brewing over Mr Takeshita's tax-re- 
form proposals, which are due to be pre- 
sented to parliament at the end of this ~ 
month. The Recruit disclosures will provide _ 
useful ammunition to the opposition. 
The prime minister, who says he has 
staked his political life on tax reform, al- 
ready had two scandals to worry about. Lav- 


Ready for lifeclasses 


l 
tional anthem on important occasions. | | 
f 


- This happens in many other countries, in- 


cluding America.. In Japan, however, the 
flag and anthem still stir memories of the 
1930s. They will have to be laid to rest be- 
fore Japan can feel comfortable about be- 
coming more like other countries. 
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ish entertainment was given to one of Mr 
Takeshita’s public-relations officials by an 
advertising agency that won a large share of 
government business. Japan's biggest tax 
scandal for years is turning up a variety of 
incidental connections with members of the 
ruling party. The Recruit Cosmos business 
is already much more serious. 





Malaysia 


And then there 


. were four 


.. FROM OUR SOUTH-EAST ASIA CORRESPONDENT 


SEAT on Malaysia's Supreme Court 


seems to confer no job security. The 


—— prime minister, Dr Mahathir Mohamad, has 


long made it clear that he finds independent 


_ judges irksome. He has hit on the happy so- 


_ lution of arranging for the suspension of six 


^ i i 


m 


of the ten judges on the country's top court. 
In May his willing ally King Mahmood 
Iskandar suspended Mr Salleh Abas, who 


- was lord president of the Supreme Court, 
- Mr Salleh was accused of having shown a 


- bias against the government. The king 
= Struck again on July 6th by suspending five 
- more Supreme Court judges. Malaysians 


now expect Dr Mahathir to get parliament 
to abolish the court and replace it with a 
body friendlier to the prime minister. 

The suspension of the five followed 


- their order that the government-named tri- 
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bunal which was hearing the case for Mr 
Salleh's dismissal should not disclose its 
findings. He had refused to appear before 


: - this body and had asked a High Court judge 
to suspend it. When that judge dragged his 


feet, the five Supreme Court judges inter- 


- vened. They too must now face a tribunal, 
— which may recommend their dismissal. 


Mr Salleh contends that the crackdown 


is the direct result of some rulings made by 


him against the prime minister’s wishes. Ten” 


days before his suspension, he had ruled 
that the full Supreme Court should hear an 
appeal against an important High Court de- 
cision that had gone in Dr Mahathir's fa- 
vour. Dissident members of the prime min- 
ister's party, the United Malays National 
Organisation, had claimed that his appoint- 
ment last year as leader of UMNO was invalid 
because of improprieties in the conduct of 
the party election. The High Court skirted 
around this issue; instead, it ruled that 
UMNO itself wasvno longer a lawful organ- 
isation. Dr Mahathir was not looking for- 
ward to an appeal that might go against him. 

Another decision by Mr Salleh that up- 
set the government was his appointment of 
a five-member Supreme Court panel to hear 
a petition by Mr Karpal Singh, a lawyer who 
is being detained under Malaysia’s Internal 
Security Act. Mr Singh is a political oppo- 
nent of Dr Mahathir. 

Dr Mahathir commands an overwhelm- 
ing majority in parliament, where his coali- 
tion holds 151 seats out of 177. The 151 in- 
clude some wobblers, but they are unlikely 
to be in a position to block the prime minis- 
ter if he asks parliament to remove the 
present Supreme Court and replace it with a 
more pliant body. 

However, his friend the king may face 
difficulties. The nine hereditary princes of 
Malaysia's component states take turns act- 
ing as king (and head of state) of the whole 
federation. The present king's fellow-royals 
are unhappy about his enthusiastic support 
for Dr Mahathir's campaign against the ju- 
diciary. Two weeks ago they told the king he 
should wind up the tribunal that was hear- 
ing Mr Salleh's case. He refused. Some peo- 
ple think the other sultans are so angry that 
they may try to remove the king from office. 











Afghanistan 
Fighters to the 
fore 


FROM OUR SPECIAL CORRESPONDENT IN PESHAWAR 


XASPERATED by the politicians, the 

Afghan guerrillas are asserting them- 
selves. The field commanders, supposedly 
subordinate to the various party chiefs safely 
based across the border in Pakistan, are be- 
ginning to rebel against some of the deci- 
sions of their civilian bosses and to take on 
more political responsibilities themselves. 
This may sway the balance of power among 
the Afghans after the Russians have left. 

Guns are part of the reason for the com- 
manders’ new strength. The Geneva agree- 
ment on the Russian pull-out, which came 
into force in mid-May, committed Pakiste- 
not to let arms be shipped into Afghanista 
Just before the signing, therefore, large 
quantities of weapons went in. The guerrilla 
commanders normally depend on the politi- 
cians in Pakistan for supplies; these excep- 
tional stocks have given them at least tem- 
porary independence. 

The commanders’ first public challenge 
to the politicians came in late May, when 
the spokesman for the seven-party alliance, 
Mr Gulbuddin Heckmatyar, called for an as- 
sault on the eastern city of Jalalabad. The 
Russians had just evacuated it, and he 
wanted a victory over the Afghan govern- 
ment's troops to prove their weakness. The 
Pakistanis and the Americans backed him, 
but the commanders were opposed. The 
leading opponent, Mr Abdul Haq, who 
made his name as a fighter by blowing up 
power pylons around Kabul, says that an as- 
sault would have required a heavy bombard- 
ment. This would have caused civilian casu- 
alties on-a scale that the resistance, whic’ 
depends on local support, could not affor 
Even if the guerrillas could have taken 
Jalalabad, they were not sure they could 
hold it against bombing from the air. The 
commanders won the argument. 

Their caution seems justified. In the 
past fortnight Maydan Shahr, a small town 
west of Kabul which had fallen to the guer- 
rillas, was retaken by the government after a 
fierce bombardment. The mass army defec- 
tions the resistance once predicted have yet 
to occur, and the ideologically committed 
city militias are tougher opponents than the 
conscripted regulars. Although the guerril- 
las are well supplied with mortars and 
120mm rockets, diplomats say that most of 
them now seem to be waiting for the fruit to 
fall, rather thàn climbing the tree. The fruit 
may be unripe. In the nearly two. months 
since the Russians started pulling out, the 
guerrillas have taken control of only 38 vil- 


ES m lages and small towns. 
_ Mahathir dealing with his Supreme Court The battle for Kabul could prove un- 
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. mervingly close. Mr Abdul Haq's estimate of 
— — how long it will take to capture the capital 
has jumped from days or weeks last January 
— to "a few weeks or a few months" after the 
—. Soviet pull-out has been completed, around 
the end of the year. Much will depend on 

— whether there are large defections from the 
— Afghan air force, and how badly funda- 
- mentalism among the politician-exiles in Pe- 

— shawar scares Kabul's middle class. 

É: Some commanders are trying to build 
up their strength through better local co-or- 
dination. This process also seems to be edg- 
—— ing them towards a political role. The cham- 
- . pion of co-operation, Commander Ahmad 
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HISTORIC change in the pattern of 

East Asian relations was implied in 
the statements made this week and last by 
- South Korea's President Roh Tae Woo. 
| His government, he said, would abandon 
|| the policy of “confronting” North Ko- 
| | rea's communist regime and, instead of 
| trying to keep it isolated, would work to 
draw it out into contact with the world. 
| He even appeared to be urging the United 
States to be more friendly towards North 
| Korea. Although Mr Roh could not point 
|| to any signs of North Korean eagerness to 
end a largely self-imposed isolation, he 
seemed confident that Mr Kim Il Sung's 
regime in Pyongyang would be affected by 
|| recent changes in Chinese and Soviet pol- 
J| icies. Will ic? 

It was Stalin who installed Mr Kim in 
Pyongyang in 1945, Stalin equipped the 
| North's forces with the tanks that enabled 
- || them to invade South Korea in 1950 and 
- |" overrun nearly all of it in a few weeks (and 
it has now been confirmed that Russians 
f flew many of North Korea’s aircraft in 
= || that war). However, when the Americans 
|| and others came to the rescue of the 
South, it was Mao who saved the North’s 
regime from utter disaster by sending in a 
huge Chinese army. So China's influence 
was dominant in Pyongyang for some 
years after the 1950-53 war. 

The rift between Russia and China in 
the 1960s, far from weakening Mr Kim's 
— position, permitted him to exploit his big 
|| neighbours’ rivalry. He has drawn money 
and equipment from both of them for the 
|| armed forces that he has always main- 
|| tained at a sizegreater than those of South 
| Korea; and he has refused to toe either a 
Soviet or a Chinese line. North Korea is 
now matched only by Albania in its ad- 
herence to Stalinist ways and its tight seal- 
ing against outside contacts. 

Intermittent attempts in the 1970s to 
— | start talking about reunification got no- 

|| where, mainly because Mr Kim insisted 
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Shah Massoud, held a fifth meeting of his 
"supervisory. council of the north" in mid- 
June. Guerrillas from a third of the coun- 
trys provinces, including some backed by 
another political party, attended. The coun- 
cil discussed the fighting, but also politics 
and administration. 

The north-west's local Mao, Mr Ismail 
Khan, plans to hold his second gathering of 
regional commanders this summer. His in- 
dependence of the politicians is partly the 
result of geography—where he is, it takes 
two months to get a letter from Peshawar— 
but also a matter of policy. His first meeting 
last year declared that only the fighting men 





Getting the hermit to show his face 


that the Americans should take part; the 
government in Seoul, he claimed, was 
merely an American puppet. In. 1984 
South Korea offered to hold talks if, in ad- 
dition to the . Americans, the Chinese 
were present (and possibly the Japanese 
and the Russians, too); the North ignored 





The two generations of Kims 


this suggestion—and the other govern- 
ments concerned showed no enthusiasm. 
In 1986 North Korea broke off the meagre 
official contacts that had developed. Last 
year, dropping its insistence on American 
participation, it called for a North-South 
summit. South Korea replied that the low- 
level contacts should first be restored; the 
North then revived its demands for Amer- 
ican involvement. 

Southern suspicions were kept high 
during 1987 by North Korea's construc- 
tion of a dam six miles north of the parti- 
tion line (it was feared that a sudden re- 
lease of the dammed-up river waters could 
inundate Seoul). They were sharply raised 
by the blowing up of a South Korean air- 
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should decide Afghanistan's future. 

Even on purely political matters, the ci- ° 
vilian leaders have been losing credibility. 
They shot themselves in the foot last month 
by choosing a transitional government that 
entirely excluded the Shia minority, which 
makes up around 2096 of Afghanistan's 
population. Many refugee leaders in Paki- 
stan are irritated that jihad has given the 
politicians flashy cars and garden villas 
while tribal elders scrape a living digging ca- 
nals. Plenty agree with Mr Ismail Khan's 
view: the men who have fought the war are 


those who deserve power. 





liner in November. That outrage, like 
each of the previous ones attributed to 
North Korean agents, halted. all North- 
South diplomatic activity. But the check 
was surprisingly brief. In February Mr 
Roh, even before taking office as presi- 
dent, voiced his readiness both for sum- 
mit talks and for "dialogue through vari- 
ous channels". Pyongyang's first response 
was bleak: its radio said that Mr Roh was 
"babbling" about dialogue in order to 
"improve his filthy image". 

Meanwhile, ever since the choice of 
South Korea as the site for the 1988 
Olympics, North Korea had been de- 
manding a share of the games. Last year, 
after turning down the offer of a few mi- 
nor events, it called for a boycott; but only 
Cuba responded to the call. Russia and 
China have readily accepted invitations to 
send teams to Seoul in September. 

These are not the only signs of North 
Korea's desertion by its former patrons. 
China has strengthened its commercial 
links with South Korea, whereas North 
Korea's bids for more economic ties with 
non-communist countries have brought 
few results, partly because it has become 
notorious for defaulting on its debts. The 
gap between that strenuous Russian re- 
former, Mr Mikhail Gorbachev, and the 
unbudging Mr Kim Il Sung has become 
conspicuous. 

Will Mr Kim now feel obliged to grasp 
Mr Roh's outstretched hand, if only be- 
cause an emergence from isolation would 
make North Korea less of an odd man out 
by comparison with China and Russia? 
That is clearly what Mr Roh hopes. But, 
just as clearly, Mr Kim fears that the whole 
framework of his hermit kingdom will col- 
lapse if he lets even a gentle wind from 
outside blow through it. The real question 
may be whether the 84-year-old Mr Kim's 
resistance will now be overcome by other 
people in North Korea; his son, Mr Kim 
Jong Il, perhaps among them. Some at the 
top must now see the need to follow Rus- 
sia and China in starting to move with the 
times. 
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Hotel Waldhaus 


CH-7514 Sils-Maria (Engadine/Switzerland) 
Phone 01041-824 53 31 - Tx. 852 244 
Personally managed by the owners 

Felix & Maria Dietrich-Kienberger 


An extraordinary hotel with turn-of-the-century charms 
and modern day comfort, beautifully located among 
the mountains and lakes of the Engadine Valley. 


* All winter sports - Free bus service to the cableways - 
* Orchestra - Indoor swimming pool and tennis court - 
Children's nursery - Tea concert - In summer mar- 

x vellous possibilities for hiking and excursions 


| Summer season: Junellth - Oct.16th 
Winter season: Mid Dec. - Mid April 





















Discerning visitors to New York select 
The Carlyle, one block from Central 
Park, for its consistent excellence. 
The solicitous staff is ever eager to 
please. Each guest room has a Monitor 










TV, VCR and Stereo. 
A proud recipient of the Mobil Five-Star 
Award for 20 consecutive years. 
Member of The Sharp Group since 1967 










Madison Avenue at 76th Street -— 
New York 10021 r. | 
Cable The Carlyle New York Xd 
Telex 620692 

Telephone 212-744-1600 


FAX 212-717-4682 
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James Hardie Industries Limited 


Incorporated in New South Wales 


Year end Change from 

31 March 1988 previous year 
Sales $A1739.0 million + 16.2% 
Profit after tax & minorities $A 70.4 million + 16.3% 
Earnings per share (adjusted) 30.0 cents +11.1% 
Dividends per share (adjusted) 17.0 cents +11.6% 


James Hardie - one of Australia's largest manufacturing companies whose main activities are 

building materials and paper merchanting and conversion: 

o improved its profit in all major divisions 

0 started 1988/89 with buoyant activity in both building materials and paper 

© announced a corporate restructuring which will commence with the float of its paper 
activities lateriin 1988 

© continued to divest non-core operations 

© wrote off all outstanding goodwill as an extraordinary item 


For further information on the Group, please write to the Company Secretary at James Hardie Industries Limited, 
65 York Street, Sydney, NSW 2000, Australia. YARS Jhi CO 094R 
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benefits increasingly coming throu been involved in it. A very important 
from well directed investment in contribution has been made by the 
plant and eguipm which have extent to which we in British Steel have 
linked pay increases to productivity 

o take and to other improvements." 


y products, particularly in the United 
<ingdom market, where the success 


Sir Robert Scholey, Chairman, British Steel. 
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Blunder in the Gulf 


WASHINGTON, DC 


64r THIS is a burden I will carry with me 
for the rest of my life,” wrote Cap- 
tain Will Rogers, the commander of the 
Vincennes, the guided-missile cruiser that 
on July 3rd shot down an Iranian airliner, 
killing the 290 civilians on board, including 
66 children. American hearts went out to 
him. Television had shown its terrible im- 
es of doll-like figures floating beneath a 
wide sea, and quite a lot of people felt that 
they shared, in small part, his burden. The 
administration was more coolly defensive. It 
was a tragic but understandable accident, 
said President Reagan. He expressed deep 
regret. He did not say he was sorry, because 
that would have conceded guilt. Business, 
and pleasure, went on as usual. 

Mr Reagan and his men hoped to kill 
any comparison between Sunday's tragedy 
and the shooting down of a Korean airliner 
by the Russians five years ago. Americans 
draw the comparison, anyhow. So do the 
Russians, adopting a high moral tone. But 
the American government, unlike the So- 
viet leadership, acknowledged its mistake at 
once. 

Rear-Admiral William Fogarty, the offi- 
cer responsible for American military opera- 
tions in the Gulf, will be reporting back in a 
couple of weeks on how precisely the mis- 
~-ke happened. In the meantime, as a bliz- 

rd of conflicting high-tech data descends 
on American heads, the fallibility of men 
(who do not read commercial airline sched- 
ules) and machines (which cannot show the 
size of an approaching object) is exposed 
and discussed (see page 35). 

The man-in-the-street approach is to 
wonder at the billions spent on defence with 
so little return in competence. Yet nobody is 
in a rush to blame the captain and his 
men. ‘Damned if they do and if they don't" 
lamented a New York Times headline. The 
skipper of the Stark, Commander Glenn 
Brindel, who didn't, was fired on by Iraqi 
missiles, lost 37 members of his crew and re- 
tired from the service. Captain Rogers, who 
did, brought down an airliner. 

Experts, real and instant, are arguing 
the pros and cons of introducing an Aegis 
cruiser into the tumble and turmoil of the 
crowded Gulf. The Vincennes, which ar- 
rived about six weeks ago, is scheduled to 
stick around as a super-sophisticated defen- 
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sive fort, protecting America's 27-ship fleet. 
Mr James Webb, who did a short stint as 
navy secretary until he resigned earlier this 
year, is emphatic that this is a mistake. The 
Vincennes, he says, is unbeatable in an of- 
fensive engagement but is vulnerable in de- 
fence. More rugged vessels would be more 
appropriate to rugged circumstances. To 
take the Vincennes to the Gulf, said one 
critic, is to take a Porsche to the bazaar. 

The larger question, which congress- 
men took up when they returned from holi- 
day on Wednesday, is whether the United 
States should be in the Gulf at all, conduct- 
ing à quasi-war against Iran. Congress was 
greatly agitated, though to little effect, when 
the administration first announced in early 
1987 that, to thwart the Soviet Union (and 
atone to the Arabs for the sale of arms to 
Iran), it was going to provide flags and es- 
corts for 11 Kuwaiti tankers. 

By contrast, congressmen kept pretty 
mumi as the operation began to grow. The 
anomaly of protecting reflagged Ku- 
waiti ships but not American-owned 
ones forced the first expansion. The 
operation then spread by undeclared 
stages until this April, when it was an- 
nounced that (like France) America 
would provide military help to any 
neutral vessel that was not bound for 
either Iran or Iraq, or was not sailing 
in the stretch of the Gulf that Iran 
calls a war zone. 

Individual congressmen have 
been distressed to see events in the 
Gulf dictating an ad-hoc American 
policy. They fear the open-endedness 
of America’s commitment. How will 
we know, they ask, when it is time to 
leave? But their misgivings have not 
turned into opposition to the expan- 
sion, nor to the sea-battles that have 
accompanied it. Congress accepts 
that the sea-lanes should be kept 
open. It is less sure that this task 
should be mainly America’s. There is 
talk, particularly now, of greater co- 
operation with the allies. 

Senator Brock Adams, a Demo- 
crat from Washington state, tried last 
month to invoke the War Powers 
Act, but was blocked by the leader of 
his own party, Senator Robert Byrd. 
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Reflecting on a tragic mistake 





This post-Vietnam law, passed over Presi- 
dent Nixon's veto in 1973, lays down that 
American forces must be withdrawn within 
90 days from areas where hostilities are “im- 
minent” unless Congress rules that they 
should stay. There is no room for doubt 
about the action in the Gulf, but the war- 
powers measure has never been invoked and 
the administration questions its constitu- 
tionality. Mr Byrd, with Senators Sam Nunn 
and John Warner, wants to replace the act 
with something that would be toothless but, 
it is argued, more useful. 

Senator Warner is among senior con- 
gressmen urging the administration to be 
speedy in offering compensation to the vic- 
tims' families. The Rev Jesse Jackson was 
jumped on for being quick to talk of repara- 
tions (Vice-President George Bush defended 
the operation, Governor Michael Dukakis _ 


was ultra-cautious). But the administration — | 


seems now to have accepted the compensa- 
tion principle, if its lawyers give their ap- — 
proval. Congressmen argue about whether 
the United States should pre-empt Admiral 
Fogarty's investigation by saying straight — 
out how sorry it is. Many Americans choke — 
at the idea of apologising to Iran. 

The United States, said Mr Thomas Fo- — 
ley, the Democratic leader in the House of 
Representatives, should go to the United 
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te Mr ae Shultz, has confirmed e 


SHINGTON, DC 


HE investigation of Mr Edwin Meese's 
: official | conduct took 14 months. It 
ed on July 5th when the huge report of 
ecial prosecutor, Mr James McKay, 


eral judges, and also when the attorney- 
neral announced his early resignation. 
..Mr McKay let it be known in April that 


‘nal prosecution of. Mr Meese. That was all 
he said about the report's contents, its 
publication being a matter for the judges, 
not for him. It enabled the attorney-general 
to claim the report as a vindication, allowing 
him to bow out with his honour intact. And 
from his point of view the best moment to 


aplete but still unpublished. 


nds to the i war. The secretary of 


in the report 
s handed in to the appointing panel of- 


would not be recommending any crimi- 


do that was when the report was officially - 


he document chiefly examines those o 


Mr Meese's transactions that touched the ^. presic 


corrupt and. now bankrupt defence-con- 


tracting firm, Wedtech; his part in the pro- 


motion of an abortive scheme for an oil 
pipeline from northern Iraq to Aqaba; his 
dealings with, and on behalf of, his lawyer 
friend, Mr Bob Wallach, who is now await- 
ing trial, and the handling of some minor 
personal investments. More than enough 


has come out on these subjects, not from the. 


special prosecutor but from court proceed- 
ings and other sources, to make it virtually 
certain that the report has unkind things to 
say about Mr Meese. As attorney-general, he 
has been extraordinarily insensitive to the 
appearance of impropriety. 

Mr Meese, at a press conference in Cali 
fornia announcing his resignation, had his 
own way of dealing with probable criticism. 
Other than the finding that no basis existed 
for criminal proceedings, he said, anything 
"js mere commentary and 
opinion”. But that is something he could 
not be sure of unless he had decided to re- 
sign. The special prosecutor's "commentary 
and opinion” would otherwise be material 
for an agency in the Justice Department it- 


— self, the Office.of Professional Responsibil- 
ity, which is fully capable of taking on an. 


attorney-general for ethical faults. The juris- 
diction of that office ceases, however, when 
the subject leaves the department. So it will 
have to forget about Mr Meese. 
The attorney-general intends to leave by 
early August—before, that is, the Republi- 
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| | that can be 
inistratio clings, after all, 
to the vice-president. For Mr Bush and his 
campaign workers, the need to get rid of Mr 








Meese had grown desperate. Their relief at 
-his resignation is immense. Once Mr Meese 


is gone, the Republicans can get off the de- 


fensive and set about exploiting the alleged 


misconduct of the Speaker of the House, Mr 
Jim Wright; through him, they might dam- 
age Mr Michael Dukakis. 

Historically, Mr Meese will be able to 
claim to have made his mark on the Ameri- 
can judiciary by selecting and 4 promoting in- 
numerable conservative judges who, as he 
claimed on Tuesday, ' ‘will return this coun- 
try's judicial system to the path intended by 
the founding fathers.” He will leave his own 
department in a more uncertain state, some- 





what. demoralised by the troubles of its 


chief, and with top posts empty or filled on 
an acting basis by nominees awaiting co 
firmation by the Senate. Picking a new atte. 
ney-general whom the Senate will be willing 
to confirm may not be an easy task for Presi- 


-dent Reagan, who showed no sign this week 


of being prepared for his is friend s departure. 





edu l 
ifi ng bi balance 


WASHINGTON, pc 


D ONALD REA GAN. may have. cher- 
AN ished the hope that the most enduring 
legacy. of his presidency would be a conser- 
vative Supreme Court. For most of Mr Rea- 
gan’s eight years the nine-member court has 
been divided, its verdicts on complex issues 
often decided c on five-to-four votes.-Pinning 
a conservative or liberal tag on such distin- 
guished lapels as the justices’ is injudiciou- 
Yet, generally speaking, the court has co 

sisted of four liberals, four conservatives and 
a ninth, Justice Lewis Powell, who until his 
retirement last ` year. tended to vote with the 
conservatives on crime and with the liberals 
on race and individual tights. The four liber- 
als, three of whom are in. or near their 80s 
and not always in good health, have cheer- 
fully defied expectations by staying on the 
bench. But Mr Powell's departure gave the 
president the chance to replace a swing- 











~ voter with a fifth conservative.. 


„The session just ended was the first 


- dins t see whether the court's new five- 





t vativ rity had changed 
i The. jaani has to be 


n notproven. The session was.not a particu- 
ary reve: ling one. The shustioes handed 






sues that loom large on conservative and lib- 
eral agendas. And. Mr Anthony Kennedy, 
the new justice, took part in fewer than half 
the. session’ $ decisions, and even fewer of - 
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the major ones. 

Mr Kennedy was Mr Reagan’s third 
choice to fill the vacancy. The Senate had 
rejected his first choice, Judge Robert Bork, 
and watched the candidacy of his second 
choice, Judge Douglas Ginsburg, crumble. It 
confirmed Mr Kennedy’s appointment 
speedily and with relief. His interpretation 
of the law was both less aggressive and more 
consistent than Mr Bork's; he seemed to be 
a conservative jurist, not a conservative ac- 
tivist. He might even, it was suggested, turn 
out to be a swing-voter a bit like Mr Powell. 
The evidence is too slight to declare that 
suggestion wrong. However, it is not sup- 
ported by the scattering of "political" votes 
that Mr Kennedy did cast. 

Mr Kennedy voted with the conserva- 
tives in all but one of the eight five-to-four 
decisions that split the court on traditional 





ennedy keeps them guessing 


liberal-conservative lines. In a church-and- 
state dispute, he agreed that federal money 
could be given to religious groups that teach 
teenagers the virtues of sexual abstinence. 
He agreed that rural counties need not pay 
the school-bus fare for. poor children. He 
voted to give defence contractors broad im- 
munity against liability for injuries caused by 
defective products. And he rejected two ap- 
peals against death sentences. He also, in a 
potentially disturbing decision, agreed that 
the court should “reconsider” its landmark 
1976 decision against discrimination in pri- 
vate schools and business. 

The surprise of the session was not Mr 
Kennedy, but Mr William Rehnquist, whom 
Mr Reagan promoted to be chief justice two 
years ago. As an associate justice, Mr Rehn- 
quist had staked out positions so far to the 
right that they were practically off the 
bench; he tended to be a lone and some- 
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times strident dissenter. Now, as chief jus- 
tice, he has turned his energies to drawing 
the court together, giving it a greater coher- 
ence. His vote cannot be taken for granted. 
He helped to overturn a libel verdict won by 
the Rev Jerry Falwell against Hustler, a por- 
nographic magazine. He upheld the right of 
homosexual CIA employees to challenge 
their dismissal in federal court. He voted in 
favour of prisoners’ rights and a rent-con- 
trol law. | 


More remarkable, it was the chief justice, 


who wrote the opinion in the session's most 
significant decision: its seven-to-one ruling 
that upheld the constitutionality of the in- 
dependent counsel, or special prosecutor. 
An appeals court had ruled that this office, 
created by Congress in the aftermath of Wa- 
tergate, was unconstitutional, offending the 
principle of separation of powers. Mr Rea- 
gan's men threw themselves into the battle, 
urging the Supreme Court to rid the coun- 
try of an office that they argued was an intol- 
erable congressional and judicial encroach- 
ment on presidential power. No, wrote Mr 
Rehnquist coolly, the independent-counsel 
act does not violate the separation-of-pow- 
ers principle by impermissibly interfering 
with the functions of the executive branch." 

The chief justice's opinion was seen by 
his fellow conservatives as a betrayal of their 
principles. Their resentment was expressed 
in Justice Antonin Scalia's passionate dis- 
sent. He spoke of the independent-counsel 
law as an exercise in folly that could lead to 
the intimidation of the president's advisers 
and the damaging of the presidency. Mr 
Scalia was appointed to the court in 1986, 
indirectly replacing Chief Justice Warren 
Burger. He, like Mr Kennedy, slipped 
through the Senate while senators were re- 
covering from a fiercer battle. Before they 
confirmed Mr Scalia, Democrats in the Sen- 
ate had been trying, with no success at all, to 
challenge Mr Rehnquist's promotion to 
chief justice. Mr Scalia was forthcoming. He 
is also, it turns out, the court's most conser- 
vative member. 

Mr Reagan's first, and only other, ap- 
pointment to the court was Justice Sandra 
Day O'Connor, who usually votes with the 
conservatives. Not always: hers was the vote 
that swung a five-to-three ruling on the exe- 
cution of young murderers in the liberal di- 
rection. The court ruled that the 19 states 
which have set no minimum age for capital 
punishment may not execute people who 
were under 16 when they committed their 
crimes, unless they do so in a state where the 
legislature has passed a law specifically mak- 
ing this legal. 

The court also decided that in the next 
session it would consider a change in the law 
to ban the execution of anybody who com- 
mitted a capital crime when he or she was 
under 18. The United States is one of half a 
dozen countries in the world (including Iran 
and Rwanda) which allow minors to be exe- 





cuted. Some 30 youngsters, who committed 
murder when they were under 18, are 
among the 2,000 prisoners in America on 
death row. Three have already been exe- 
cuted. Mr Kennedy did not take part in the 


decision on the. under-16s. He presumably — 


will on the wider law affecting the under 
18s. 





Jesse Jackson 


Seeking gainful 
employment 


WASHINGTON, DC 


Governor Michael Dukakis and 
his wife, Kitty, invited the Rev 
Jesse Jackson and his wife, Jackie, 
to an informal Fourth of July 
dinner of clam chowder, salmon 


and white wine at their home in Brookline, — 


Massachusetts. Afterwards they all went to 
watch the fireworks. It was a nice thing to 
do, and smart. Mr Dukakis needs to have 
Mr Jackson on his side. But Mr Jackson, 
these days, is in an uneasy frame of mind. 

When the primaries ended a month ago, 
the Democratic runner-up found it hard to 
stop. His wheels still carried him forward. 
Then, a week or so ago, he went home to 
Chicago to brood, to ask himself the ques- 
tion that others had been asking: “What 
does Jesse want?" It is not plain that he has. 
yet found the answer. 

Mr Jackson never hesitates to ask for ad- 
vice. If he has a question, he picks up the 
telephone and rings somebody, usually a top 
somebody, who has a point of view. But 
since the primaries his advisers have been 
pulling him in several directions. He should 
exploit his present position of strength, say 
some, and bargain hard both for himself 
and for the causes he espouses. Better, say 
others, to operate as a professional insider, 
help Mr Dukakis to be elected in November 
and chalk up quiet tactical victories. 

The team handling his preparations for 
the Democratic convention in Atlanta was 
led by Democratic insiders. The negotia- 
tions went amicably, and more or less ac- 
cording to plan. Mr Jackson’s negotiators 
won a big, but tactfully unpublicised, victory 
in the rules committee. In the 1992 presi- 
dential election, the selection of Democratic 


delegates will be tied more closely to the ` 


number of votes that a candidate wins in the 
primaries. The states that have winner-take- 
all rules, or grant bonus delegates to win- 
ning candidates, will switch to unadorned 
proportional representation. The number 
of superdelegates who are free to support 
whom they like will be cut by about a third. 
Had these rules been in force this year, Mr 
Dukakis would have had a tougher job con- 
verting his 42% share of the popular vote 
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Salmon and smiles 


into a clear majority. 

The rule changes were worked out qui- 
etly in Washington. By contrast, the drafting 
of the party platform (policy manifesto) in 
Denver was a televised affair, attracting its 
full share of publicity. And here Mr Jack- 
son's team gave way on nearly all the issues. 
The proposed Democratic platform is pre- 
cisely the bland little document that Mr Du- 
kakis's advisers wanted. 

lt is not, however, quite what Mr Jack- 
son wanted. He is torn by a conflict of inter- 
ests. His short-term priority, everybody 
around him insists, is to get the Republicans 
out of the White House. Having cam- 
paigned on behalf of the unsuccessful, he 
cannot now turn round and submit them, 
by default, to another term of Republi- 
canism. But he does not want a repetition of 
1984 when he left the San Francisco con- 
vention empty-handed. He is unhappy that 
Mr Paul Kirk, the Democratic party chair- 
man, neglected to consult him before select- 
ing Mrs Ann Richards, the Texas state trea- 
surer, as the convention's keynote speaker. 
Mr Jackson is not against the choice of Mrs 
Richards, but is cross that he had to learn 
about it from a reporter. 

So he has delivered a warning-shot 
across the party's bows. His campaign, he 
says, will press on with its 13 dissenting plat- 
form proposals, including a defence freeze 
and a wealth tax. Although his proposals 
would almost certainly be voted down on 
the convention floor, their introduction 
could be disruptive. Whether. Mr Jackson 
does decide to raise some or all of them at 
Atlanta depends, partly, on what happens 
between him and Mr Dukakis in the 
interim. 

In the long term, Mr Jackson still hopes 
to be president. If Mr Dukakis wins in No- 
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vember, this hope will probably be delayed 
eight years. But he is still only 46. In 1996 he 
will be only as old as Mr Dukakis is now. 
There may then be other black challengers, 
but Mr Jackson, who won nearly 4096 of 
Democratic voters aged between 19 and 29, 
believes he can hold his own. 

The greater difficulty is in the medium 
term: what should be Mr Jackson's role if Mr 
Dukakis becomes president? The more that 
the two men can settle before the conven- 
tion, in friendly fashion, the better the 
chances of a Democratic victory. They have 
had to dance round Mr Jackson's ill-advised 
claim that it was his right to be offered the 
vice-presidency; Mr Dukakis did not agree. 

Mr Jackson likes to steer the conversa- 
tion to the list of things he wants done, not 
to his personal future. He has followed an 
unconventional career, and is probably not 
now looking for any specific, and by defini- 
tion restrictive, administrative job. He may 
see himself, say some of his special advisers, 
as a very special adviser to the president. On 
what? Almost everything. It is fine to have a 
Rolls-Royce ego, says Mr Jackson, so long as 
one does not have a bicycle brain. 





Florida 
From misfortune 
to carelessness 


MIAMI 


EVEN months ago Florida's Democrats 
were smugly confident that their senior 
senator would hold his seat this November. 
Mr Lawton Chiles, a slow-talking, popular 
veteran of 18 years in the Senate—the last 





two as chairman of the powerful Budget 
Committee—was out walking Florida's 
backroads and meeting voters, just as he had 
done in 1970 when he criss-crossed the state 
earning the nickname “Walkin’ Lawton”. 
The only challenger the Republicans could 
produce was Representative Connie Mack, 
an amiable but undistinguished congress- 
man chiefly notable for his uncritical loyalty 
to supply-side economics. Mr Mack's great- 
est asset, which he promotes in television 
commercials, appears to be that he is the 
grandson and namesake of a famous owner 
of a baseball club. Even Republicans con- 
ceded that, to use a basketball metaphor, 
Senator Chiles’s re-election had all the com- 
plexity of a seven-foot player slam-dunking a 
shot. 

No longer. “Sometimes people miss 
slam duriks. It's embarrassing, but it hap- 
pens," chuckles Mr Tom Mason of the Na- 
tional Republican Senatorial Committee 
who recently móved Florida from his party 
list of sure losers to the column of likely win- 
ners. A Senate seat that has been held by 
Democrats throughout this century could 
well slip to the other side, a windfall addi- 
tion to the Republicans’ hopes-of regaining 
control of the Senate. 

How did it all come about? Barely two 
weeks into his re-election campaign last De- 
cember Mr Chiles stopped walking, sum- 
moned the press and announced that he 
had had enough. “Burned out,” he said, re- 
ferring more to the Senate than to the cam- 
paign. The Democrats quickly found a for- 
midable substitute, however, in a former 
governor, Mr Reubin Askew, who had been 
practising law in Orlando since making a 
brief run for the presidency in 1984. 

Mr Askew took the senator's place in 
the polls, usually showing a comfortable lead 
over Mr Mack, who gamely pressed on with 
his message of “less taxes, less government, 
more freedom”. But in May Mr Askew als 
packed it in. “The cost is too high,” he sai 
referring to both the financial and the per- 
sonal toll. 

The former governor’s decision left 
party leaders thunderstruck and bitter— 
and without a clear alternative. Upon Mr 
Askew's presumed success hung plans to in- 
vigorate the party and lend essential support 
to the Democratic party's presidential ticket 
in November. 

The vacuum left by the latest with- 
drawal has drawn four Democrats into the 
race for the nomination, which will be de- 
cided in a primary on September 6th and— 
in the likely event that no candidate obtains 
a clear majority—a run-off on October 4th. 
The early front-runner is Mr William Gun- 
ter, the chief regulator of the state’s insur- 
ance industry and a member of the Florida 
cabinet. He is also a former congressman 
from Orlando who has twice before sought, 
and lost, races for the Senate. 

Two incumbent congressmen, Mr Dan- 
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iel Mica, of West Palm Beach and Mr Buddy 
. MacKay, of Ocala, are Mr Gunter’s main 
opponents for the nomination. A state sena- 
tor, Mrs Pat Frank of Tampa, is also seeking 
the post, although her prospects appear hin- 
dered by a shortage both of money and 
experience. 

If recent history is a guide, the primary 
will be bitterly destructive. In a similar Sen- 
ate primary in 1980, Mr Gunter defeated Mr 
MacKay and the incumbent at the time, 
Senator Richard Stone, to become the 
nominee. But the challenge so split the party 
that a weak Republican, Mrs Paula Haw- 
kins, captured the seat for a single term. The 
party's best prospects of keeping the seat ap- 
pear to lie in the hope either that Mr Mack 
will prove to be too conservative for most 
Floridians, who generally choose candidates 
from the middle of the road, or that Repub- 
lican unanimity will collapse. The possibility 
of a split in the Republican ranks has arisen 

h the candidacy of Mr Robert Merkle, a 
~u.itroverisal, drug-busting federal prosecu- 
tor from Tampa. His last-minute challenge, 
however, looks less than menacing. 





Netting the World Cup 


MAGINE baseball's World Series being 


played in Scotland, where the locals. 


don't know a bunt from a brae. Or Ameri- 
can football's Super Bowl being played in 
Germany, where having a pro set sounds 
as though someone is about to offer a 
toast. This, a purist might say, would be as 
sensible as holding soccer's World Cup in 
the United States, a country with little in- 
terest in the sport and less prowess. 

The purist, however, has been ig- 
nored. On July 4th the Fédération 
Internationale de Football Association 
(FIFA), international soccer's governing 
body, accepted America's bid to act as 
host to the four-yearly 24-team tourna- 
ment in 1994. Millions of football fans 
(the game is known as football everywhere 
but in America) will now see teams like 
Brazil, Argentina, Italy and Holland play- 
ing in such unlikely places as RFK stadium 
in Washington, DC, and the Rose Bowl in 
Pasadena. 

Few people doubt America's ability to 
play host to the tournament. Most of the 
stadiums being considered are in tip-top 
condition. American television networks 
are at their best when presenting huge 
sporting events (and one may pay FIFA as 
much as $50m for the right to televise this 
extravaganza). And the 1984 Olympics in 
Los Angeles have shown what commercial 
possibilities can be opened up by Ameri- 
cans when presented with a sporting spec- 
tacular. What is not clear is whether play- 


North Carolina 


Is the good news 
bad? 


RALEIGH 


EN Republicans gathered in Ra- 
leigh recently for their state party con- 
vention, the newspapers proclaimed that 
North Carolina's unemployment rate had 
fallen in May to 3.5%, its lowest level on 
record. Governor James Martin, who is 
seeking re-election this year and knows good 
news when he sees it, devoted a third of his 
speech at the gathering to a celebration of 
the local economy. "Our state is truly on a 
roll," he said. And yet North Carolina's 
prosperity is uneven. Nearly one out of ev- 
ery four households has a total income of 
less than $10,000 a year. Thus the Demo- 
crats believe that they, too, can campaign on 
the economy this year. Lieut-Governor Rob- 
ert Jordan, the Democratic candidate: for 
governor, wants large changes in the state’s 
economic-development policies. 


ing host to soccer's top event will mean 
anything for the sport itself in this huge 
untapped market. 

Professional soccer leagues have ex- 
isted in America on and off since 1923, 
but none has made much of an impression 
on sports fans. The most concerted effort 
to promote soccer came in the late 1970s 
and early 1980s. The North American 
Soccer League, buoyed by the import of 
aging stars like Brazil’s Pelé and West Ger- 





The cmt between Mr Martin i Mr 
Jordan echoes the larger national debate 
over whether the American economy is as 
healthy as the low unemployment and infla- — 
tion figures suggest, or whether it suffers 
from the long-term maladies of rising pov- 
erty, growing disparities between rich and — 
poor, and stagnating middle-class incomes. 
North Carolina provides evidence to bolster — 
both Republican and Democratic claims. — — 

Take employment. Some 124,500 jobs 
were added in North Carolina last year to - 
the 3m already in existence, reflecting the 
$5.4 billion in new investment, including - J 
113 new factories, announced by the state's — 
businesses in 1987. Flourishing exports — 
helped North Carolina's textile mills to take — 
on 4,400 more workers in the first quarter e + 
1988, in contrast to the 75,000 they shed be- - 
tween 1970 and 1986. 

But some North Carolinians do not like 
these jobs. Too many, argues a report com- 
missioned by a teachers’ organisation, areof 
the low-wage, dead-end variety, making — 
North Carolina a "state overflowing with — 
the working poor". The report declares that 
"there is something seriously wrong when - 


effort at competing with America's popu- 
lar homegrown sports. But the league, 
which once had 24 teams attracting as 
many as 70,000 fans to some of its games, 


folded in 1985 after a difficult 17-year run | 


in which it over-extended itself and over- || | 


estimated its potential popularity. 


Today professional soccer is almost en- | E. 
tirely represented in America by the strug- | - 


gling Major Indoor Soccer League, which 
plays a version of the game that is as much 
like ice hockey as it is like football, and the 
neophyte American Soccer League, a ten- 
team league whose low-paid players need 
other jobs to make ends meet. If soccer 
has any future in America it is to be found 
on suburban playing fields. Millions of 
schoolchildren, their teachers and parents 
find the game (respectively) fun, cheap 
and safe. 


Promoters of soccer hope that the. 


World Cup. will enrapture Americans, 


i many's Franz Beckenbauer, made a brave | .- 


l 

| 
I 
| 
| 


! 


bringing more players and fans to the | 


game and raising the level of American 
play, where it exists. The games will be 


highly publicised. They should show soc- | 


cer at its best. America's own national 


team will be in the tournament (by dint of | 


America being the host nation) for the 


first time since 1950. And soccer lovers. | - 
from all over the world will no doubt de- || 
scend on the tournament, providing its _ 
normal carnival-like atmosphere (so long | 


as England “fans” can be kept away, or at 
least under control). If the World Cup 
fails to turn Americans into soccer buffs, 
nothing will. 
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hundreds of thousands of North Carolin- 
ians are employed in the best jobs open to 
them, stay off welfare, work hard, pay 
taxes—and still end up impoverished". 

Mr Martin; elected in 1984, has led an 
unabashedly pro-business administration. 
He has proposed tax cuts to entice business, 
although the Democrat-controlled legisla- 
ture has not given him all he wanted. He has 
gone on industry-hunting expeditions to 
Europe, Japan, South Korea and China. 
And he has proudly described the state's 
commerce department as “the most success- 
ful job-creating machine in America". 

Mr Jordan would abolish it. He would 
prefer a public-private economic develop- 
ment corporation. Instead of simply seeking 
factories from afar, he wants to encourage 
local entrepreneurs. He has sponsored the 
creation of a Rural Economic Development 
Corporation in the legislature, and is now 
promoting a $100m loan pool, to be drawn 
from financial institutions as well as from 


- the government, to provide venture capital 
— to rural businessmen. 


All of which may seem a bit unnecessary 


- to the voters of a state enjoying practically 


full employment. If the Democrats are to re- 
‘capture North Carolina's governorship—or 


-the White House—their candidates will 


have to exploit the sense of unease that lies 
' behind the economic headlines, and hope it 
is extensive enough to give them victory. 





World Bank 


Let it spend yen 


WASHINGTON, DC 


MONG the large industrial democra- 
cies, only the United States has failed 

to subscribe to the latest increase in the capi- 
tal of the World Bank. The general capital 
increase, of $74.8 billion, the third in the 
Bank's history, was ratified in April when 
Saudi Arabia brought to 133 the number of 
subscribers among the Bank's 151 members. 


The administration has asked Congress to 


. approve America’s subscription, which 


would mean a cash outlay of only $70.1m a 
year for six vears (it would have to fork out 
its full share of $14 billion only if the World 
Bank could not meet its debts). But factions 
in both the Democratic and Republican par- 
ties resist it, for different reasons. 

The United States has been the domi- 
nant member of the Bank since its birth in 
1944, when it provided more than 4096 of 
the capital and enjoyed commensurate vot- 
ing power. As the war-ravaged countries of 
Europe and Asia gained strength, with some 
borrowers becoming donors, the American 
burden has grown lighter. The United 
States’ share of the general capital increase 
is 18.7596. That is enough to maintain 
America's veto power over changes in the 


30 


Waiting for Congress 


Bank's articles of agreement only because 
the proportion of the votes needed to over- 
ride a veto is being raised from 80% to 85%. 

The Bank's president, Mr Barber Con- 
able, has been playing down the loss of 
American voting power. Mr Conable, once 
a Republican congressman, well knows that 
his institution, like foreign aid in general, is 
not popular in Congress. But the treasury 
secretary, Mr James Baker, points out that in 
failing to subscribe America is keeping com- 
pany with Libya, Vietnam and Cambodia. 
And the Bank's cause is also being pleaded 
by industry. Some American businessmen 
sell-goods directly for use in World Bank 
projects and many more have an interest in 
exporting to the third world in general. 

So far, Congress has been unimpressed. 
It has paid more attention to complaints 
that World Bank lending strengthens for- 
eign competition for American products. 
This was the objection made to a recent loan 
to Mexico to help it privatise its steel indus- 
try. Yet that loan might have been expected 
to please congressmen, or at least those on 
the far right: their habitual complaint is that 
the Bank lends to state enterprises. When 
the foreign-aid appropriation reaches the 
Senate floor, it is likely that Senator Jesse 
Helms or another conservative will move to 
delete the money for the Bank, citing its tol- 
erance of socialism. He may succeeed. 

The House of Representatives' version 
of the appropriation has no money for the 
World Bank. That omission was part of a 
campaign by liberal Democrats to force the 
Bank to do more to provide debt relief for 
poor countries. Mr Conable, however, ar- 
gues that the Bank is a development institu- 
tion, and debt relief and loan guarantees 
could weaken its credit rating, ultimately 
raising the cost of credit to poor countries. 
And Mr Baker, to the dismay of some of his 
own staff, has dogmatically rebuffed all con- 
gressional proposals for debt relief. He ar- 


gues that the Baker plan, relying entirely ui 
deals cut by private lenders and debtors, is 
the only true path. He rejects absolutely any 
governmental coercion or infusion of public 
money. 

Public funds and a little coercion are ex- 
actly what many liberal Democrats want. 
But the Democrats themselves are divided. 
A Democratic amendment to require the 
Bank to draw up 20-year growth plans for 


- debtors was defeated in a House Banking 


subcommittee by a coalition of members of 
both parties. They approved a milder pro- 
posal meant to check the Bank's use of its 
new capital to bail out commercial banks 
and to nudge the Bank into playing a greater 
part in debt relief and in guaranteeing loans. 
The bill would limit "structural-adjust- 
ment" loans (which governments can use to 
make debt-service payments) to 2596 of an- 
nual disbursements. Even if the full Banking 
Committee approves the bill authorisir^ 
the American contribution, a House vote 
unlikely because of the sponsors' fear that 
the bill would be defeated on the floor. 

If the United States were to fail to sub- 
scribe to the general capital increase, its vot- 
ing strength in the World Bank would dwin- 
dle year by year, to 11% by 1993. 
Conservatives like Senator Helms are un- 
concerned at the prospect. They believe that 
the loss of American support and influence 
would oblige other governments to recon- 
sider Bank lending to socialist enterprises. 
Other Americans are less sanguine. They 
see another country with surplus dollars— 
Japan, for instance—buying the unsub- 
scribed American share and perhaps sup- 
planting the United States as the Bank's 
most influential member. When the Bank 
and the IMF hold their annual meetings in 
Berlin at the end of September, the United 
States could already find itself delinquent 
and embarrassed. 
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adar s 5 stem is used to measure > the radar reflectivity ofan object. The PA sec 
ment system can reproduce a two-dimensional image of a target, such as an aircraft, 
ation can be used to help redesign the aircraft to reduce its visibility to enemy rad 
observable,” or stealth-type vehicles. The Hughes Aircraft Company RCS system 
ogrammable, and is designed to take measurements over a broad band of microwave fre 
om 0.1 to 100 gigahertz. The system can thus tell the user how visible a get would Hoe | 
of any radar in the world. | 














DE r to anes very faint infrared: vov e sources, even using Toe small tel 
| Iughes-built arrays, sensing infrared radiation, can penetrate the thick gas and dusi 
. our galaxy's star-forming regions. The arrays are expected to provide a clearer picture of th 

| the galaxy, which many astronomers believe is hiding an enormous black hole obscured by gas and. 
dust. The new detector arrays should also help i in the search for elusive, failed stars. called brown 
dwarfs. Brown dwarfs lack the mass to start hydrogen burning in their cores and are invisible t 
optical astronomy. ao 
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unit through a secure radio communications link, and then triggered by internal sensors. The mines 
electronics package is the size and shape of a hockey puck, yet contains nearly 100 components, = 
including several complex, state-of-the-art, large-scale integrated circuits. Encased in polyurei hane, | 
the Hughes-built electronics package is an integral part of the Modular Pack Mine System (MOF MR ; 
the U.S. Armys first radio-controlled mine to enter production. dc 


-A total of 21 battlefield mines can be launched from a single portable module by a hand- held; : 














- Anew three- dimensional air-defense radar has proven its ability to track high-performance aircra 
with 300-to-30,000-feet altitudes, even under jamming conditions. During testing fc for | thi 
-. the Hughes TPQ-36A air-defense radar system successfully furnished real-time, three 

__ target data. Typical tests involved two fighters, flying the same pattern, with the second 
_ following seconds behind the first. Despite this rapid succession, weapons displays rec 
s the TPQ-36A in time to fire. The radar also had to contend with routine air traffic, trac 
-30 commercial aircraft, while the sensor continued to operate effectively. The T PQ-362 | was di 

m the Hughes AN/TEQ 36 ground- -based radar. Ds 
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Even before you ask, they say, 
the Hotel knows what you want. 


The Hotel Lotte is the grandest hotel 
in Korea. And one of the largest in the world. 
Hising 38 stories in the heart of Seoul, it 
has almost 1,500 rooms. More than 2,500 
people serve the people who stay in those 
rooms, with a deftness and dispatch that have 
created a legend: at the Hotel Lotte, or so 
the legend goes, your needs are filled like 
magic — almost before you feel them. And 
more: if you've been there before, the Hotel 
knows what you want. 


Roses, not carnations 


You like roses, not carnations; the Hotel 
Lotte remembers. You like coffee at six, not 
tea at seven; the Hotel knows. You want a 
nightcap at nine; you ve got it without asking. 
Because all the things you want— all your 
stated preferences — have been memorized 
by a giant computer system, the same system 
that streamlines the check-in/check-out 
process, supervises room service, controls 
the restaurants, runs the telephones, and in 
a hundred other ways supports the people 
who serve the guests. 


Made by Fujitsu 


That computer system was made by 
Fujitsu, the number one computer maker 
in Japan and a global force in telecommu- 
nications, with 100,000 employees and 
a legendary reputation for its remarkable 
quality and fierce commitment to customer 
support. As a system it is the most advanced 
of its kind in the world, and it has played 





a critical role in helping the Lotte maintain 
its lofty standard of service. 


Olympic challenge 


Soon it will play an even more critical 
role, as the Hotel faces this summer s Olympic 
challenge — when the whole world descends 
on Seoul for the Games. The Lotte will be 
deluged, of course, but it will not be over- 
whelmed; its service will remain as subtle, 
as unrushed, as magical' as ever. There are 
2,500 supremely disciplined people to see 
to that — backed by a computer system that's 
backed by the total commitment of 100,000 
more. When you have a legend to live up to, 
it helps to have a legend behind you. 





The 38-story Hotel Lotte in downtown Seoul, 
Korea, is automated top to bottom with a sophisticated 
computer system built around two Fujitsu large-scale 
mainframes. Fujitsu has also installed two mainframes 
in the new 'Hotel Lotte World' in Chamshil, near the 
Olympic Stadium 


FUJITSU 





The global computer & communications company. 
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world of 
rtunity in the 
largest state. 


New Mexico. 


Business has never been better in 
New Mexico. It may be the best place 
for your business and your family. 

* New Mexico's 14 institutions of 
higher learning produce a highly 
skilled, educated and stable labor 
force acclaimed nationally for its out- 
standing productivity. € A unique 
spirit of cooperation between private 
business and New Mexico's p 

local and state govern- E 

ments has helped foster 
growth in new industries 
including biotechnology, 
advanced medical diag- 
nostics, micro-optics and 
agribusiness. * The Rio 
Grande Research Corridor 
stretches over 340 miles 
and is home for industries 
that make New Mexico 





a world-class leader in advanced 
science and technology development . 
* New Mexico is rich in living history 
and multicultural experience. Santa 
Fe, the oldest capital in the U.S.A., 

is also recognized as a center for the 
arts. * From the Rocky Mountains to 
the Rio Grande River, New Mexico is 
a land of spectacular contrasts with 
a pleasant year-round 
climate and a broad 
spectrum of recreational 
activities, including 

12 major ski areas 

and many fine golf 
courses. * Want to 
know more? Contact 
the State of New 
Mexico's Economic 

- Development and 

> Tourism Department. 


NEW MEXICC= USA 


Land of Enchantment 


Fax (505)872-0407 . Telex (TRT) 156 1229 NMECONDEVTOUR UT Phone (505) 827-0349 
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Vincennes opens fire on the boats, 





APTAIN WILL ROGERS, the hapless 
master of the Vincennes, could not 
have asked for a better ship. America's Ti- 
conderoga-class cruisers are tailor-made for 
air defence. Their combination of missiles 
and radars, known as the Aegis system, was 
designed to dominate hostile skies criss- 
crossed by hundreds of fast-moving aircraft, 
helicopters and missiles. 

On the morning of July 3rd all the wiz- 

Iry failed. The Vincennes had just sunk a 

ice of Iranian patrol boats which the 
Americans say had fired at one of their heli- 
copters, when its radar spotted an unidenti- 
fied aircraft flying out of the Iranian airport 
of Bandar Abbas. Captain Rogers, persuad- 
ing himself that it could be an American- 
built F-14 Tomcat fighter on an attack run, 
ordered the launching of two Standard sur- 
face-to-air missiles. It took 12 hours for the 
Americans to admit their mistake. What 
they had shot down was an Iranian airliner 
on a routine hop to Dubai. The 290 people 
on board Flight 655 were killed. 

The lranians promptly accused the 
United States of a deliberate massacre. The 
Americans insisted that the suspicious be- 
haviour of the airliner had left their captain 
no alternative. But the details have been 
slow to emerge, and the American version of 
events has inevitably changed over the days. 

Between spotting the aircraft and open- 
ing fire Captain Rogers had seven to eight 
minutes to find out what sort of aircraft it 
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attacked and announces thal an F-14 
| has been shot down 


was, and what its intentions were. He had 
four main tools: 

@ Radar should provide an accurate picture 
of an aircraft's height, speed and direction 
of flight; but even a system as sophisticated 
as the Aegis does not reveal much about its 
size and shape. 

@ A ship can try to make contact with the 
pilot of a suspect aircraft. Radio frequencies 
are set aside for these messages. 

@ All aircraft are equipped with an auto- 
matic device called a transponder. When it 
senses a radar, the transponder shoots out a 
signal identifying the aircraft and giving its 
position. Civilian aircraft have one sort of 
transponder; military ones another. 

@ Sensors on a ship can tell whether it is be- 
ing picked out by an attacking radar. With- 
out illuminating the target, an aircraft can- 
not launch most kinds of air-to-sea missile, 
or even some bombs. 

At first, the Americans claimed that the 
radar information about the airliner’s 
flight path led Captain Rogers to suspect its 
intentions. They said that, after climbing to 
9,000 feet in a normal way, it slipped out of 
the usual civilian air corridor that crosses 
the Gulf, dipped, accelerated and headed 
straight for the Vincennes. The Italian navy, 
which had a ship of its own, the frigate 
Espero, in the area, at first confirmed that 
the airliner was off course. However, a sec- 
ond American warship in the area, the 


Sides, has reported that the airliner was at 


ap 


12,600 feet and climbing. Air-traffic con- _ 


trollers at Dubai say the pilot requested a - 


cruising altitude of 14,000 feet shortly be- 
fore his aircraft was destroyed. By midweek, 
the Americans were sounding less confi- 
dent. The airliner may have stayed inside 
the normal air corridor after all. 

The American warship broadcast seven 
radio challenges to the airliner. The 
nearby Italians heard the messages, so there 
seems little reason to suppose they were not 
received aboard Flight 655. Some American 
pilots maintain that over recent months the 
American navy has issued nearly 100 such 
challenges to Iranian aircraft, and that this 


was the first time the Americans received no _ 


answer. According to other reports, Iranian 
pilots routinely ignore requests for identifi- 
cation. It is also possible that the airliner's 


P 





it 


L 


captain heard the challenges, but did not ` 


realise that the warship was addressing his 
aircraft. 


Vincennes received no identifying tran- 
sponder signal; but on July 5th they an- 
nounced that two signals had been received. 
One identified the aircraft as civilian, and 
one as military. It then emerged that the 
Sides picked up only the civilian signal; and 
on July 6th a naval spokesman said it was 
possible that the military signal received by 
the Vincennes had come from another 
aircraft. 

The Vincennes picked up no sign of at- 
tacking radar. The lraqi aircraft that hit 


the Stark with an Exocet missile last year 


launched its radar-directed weapon from a . 4 





Picking up the pieces 
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Note the self-control 


| RAN, often its own worst enemy, seems 
for once to be doing itself a favour. Its 
leaders have reacted with rare sobriety to 
the American destruction of that Iranian 
airliner. Despite some wild calls for re- 
venge, they may have decided that the 
sympathy the disaster has brought to Iran 
ought not to be dissipated by a bloody act 

of retaliation. 

The man who seems to have con- 
cluded that this was the best way of deal- 
ing with the matter is Mr Ali Akbar 
Rafsanjani, the head of Iran's war effort, 
who had launched a more conciliatory 
foreign policy just before the airliner di- 
saster. In a remarkable admission on July 
2nd he declared that “one of the wrong 
things we did in the revolutionary atmo- 

| sphere was constantly to make enemies. 
We pushed those who could be neutral 
into hostility and did not do anything to 
| - attract those who could become friends". 
| By midweek it looked as if this new ap- 
| proach had a fair chance of surviving the 
| horror over the Strait of Hormuz. 


It was a tough test. Ayatollah Kho- 
meini has made hostility to the Great Sa- 
tan the hallmark of Islamic revolutionary 
fervour. Iran regularly blames its setbacks 
on America, even when it is hard to see 
any American involvement—for in- 
stance, in last year’s murderous riots in 
Mecca. Tehran Radio duly vowed that the 
airliner would “be avenged in the same 
blood-spattered sky”. Iran's envoy to the 
United Nations in Geneva, on the other 
hand, implied that Iran would not resort 
to violence: he said it wanted compensa- 
tion, and a trial of the American officers 
responsible. 

Ayatollah Khomeini's designated suc- 
cessor, Ayatollah Hussein Ali Montazeri, 
urged his leader to order "revolutionary 
forces and resistance cells" to attack a 
wide range of American targets. He got a 
dusty response from his boss, who told 
him to concentrate on supporting Mr 
Rafsanjani. Ayatollah Khomeini also said 
on July 4th that his countrymen should 
"rush to the fronts for a full-fledged war 





against America and its surrogates”, but 
this sounds less like support for a terrorist 
campaign than an attempt to channel in- 
dignation into the war with Iraq. 

Mr Rafsanjani was the first Iranian 
leader to admit the “slight possibility” 
that the American warship had, as it says, 
mistaken the airliner for a military air- 
craft. He warned Iranian hotbloods on 
July 5th thar retaliation would play into 
America’s hands: "Maybe today they 
want a clumsy move . . . somewhere in the 
world so that they can take the propa- 
ganda pressure off America". 

Iran has used the occasion to call for 
an urgent meeting of the United Nations 
Security Council, the first time it has 
done so in seven years. The Iranian dele- 
gate said he wanted the session to deal 
with "this massacre". But the meeting, to 
be held on July 12th, will also offer Iran a 
prime opportunity, having enlisted the 
council's sympathy, to see whether the UN 
peace proposal that got nowhere last year 
might be revived in a modified form that 
Iran could accept. Iran cannot afford to 
turn up its nose at the idea of peace quite 
as blithely as it did last year. 








dozen miles away; the airliner, which had 
closed to nine miles, would have switched 
on its radar by then if it was planning a mis- 
sile attack. It might, of course, have been 
planning an old-fashioned bombing run, or, 
improbably, even a suicide attack. 

The Americans point to bits of cir- 
cumstantial evidence of suspicious behav- 
iour. Bandar Abbas, they say, is a military as 
well as a civilian airfield, and Flight 655 took 
off from the military strip. It appears not to 
have made the necessary radio report to 
Bandar Abbas, required by international 
civil aviation regulations, that it was leaving 
the Bandar Abbas air-traffic zone as it 
passed out over the Gulf. 

None of these arguments can be settled 
unless the airliner's black box containing its 
two flight recorders can be recovered. They 
should have Flight 655's complete history, 
including its flightpath, speed, altitude and 
communications with the ground; and they 
would also establish whether or not the air- 
craft had a military as well as a civilian 
transponder. 

The lranians say that, if the box is 
found, they are happy to let an international 
organisation open it up. The water in that 
area of the Gulf is only 100-150 feet deep, 
and the location of the wreckage is known. 
The black box has a homing beacon at- 
tached to it, which lasts two weeks. It should 
be fairly easy to find it and send a diver 
down to pick it up. If the box does not ap- 
pear, it will be the Iranians, not the Ameri- 
cans, who seem to be covering things up. 
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Mexico’s election 


Guess which lot 
won again 


FROM OUR MEXICO CORRESPONDENT 


HE hardest-fought Mexican presiden- 

tial election in 48 years came to a confus- 
ing and chaotic close in the early hours of 
the morning after polling day on July 6th. 
The chairman of the ruling Institutional 
Revolutionary party, Mr Jorge de la Vega 
Dominguez, proclaimed what he called the 
"clean and unobjectionable triumph" of the 


PRI's candidate, Mr Carlos Salinas de 





Gortari. He offered no numbers to substan- 
tiate the announcement, which nonetheless 
drew cheers from a tired and edgy crowd of 
officials at party headquarters. 

Three hours earlier, Mr Salinas's two 
main opponents had stalked indignantly 
into the interior ministry and declared that 
the vote hàd been distorted by systematic 
fraud. Messrs Manuel Clouthier of the Na- 
tional Action party and Cuauhtemoc Car- 
denas, leader of the new socialist coalition, 
threatened to challenge the legality of any 
government installed on the basis of these 
"fraudulent deeds". Officials of both parties 
claimed the victory for themselves, altho 
they, too, could offer no numbers. It was not 
until after the PRI's assertion of victory that 
the Federal Electoral Commission convened 
to produce the first, limited set of official re- 
turns. Preliminary results, which had been 
promised for early evening on the day of the 
poll, were said to have been delayed by 
"computer problems". The final figures are 
expected on July 10th. 

Television stations and newspapers had 
been instructed, just before the election, not 
to conduct exit polls from which indepen- 
dent estimates might have been made. But it 
seemed that the voting turn-out was above 
the 1982 election's 7096, that Mr Cardenas 
had done unexpectedly well in the south 
and centre of the country, that Mr 
Clouthier had expanded the right's north- 
ern base, and that. Mr Salinas had obtained 
a strong plurality or better. But voting day in 
Mexico's first closely contested election in 
decades ended with nobody knowing who 
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North-West-German-State-Lottery 
the only lottery that offers extreme 
= high prizes compared to the limited 
~~ issue of 600.000 tickets. The lottery runs over 
«a period of 6 months, one class per month - 
EJ classes in all. ; 





WEN ndn prize mones 
Aes are held i in public each friday and a are 
supervised by government officials. The re- 
sults are published monthly in an official 
winning-list.. 
The number and the amount of prizes is 
fixed before the commencement ofthe lotte- 
ty. Thus each ticket-number is in the game 


and has an equal chance of winning. Ail pri- u 


GET YOUR SHARE 








Jou order your ticket on the order 
coupon below. Within days you receive 
your ticket together with an invoice 


and the official drawing schedule with rules 
and regulations. 


PLEASE INCLUDE PAYMENT WITH 


YOUR ORDER! You can also pay for your 
ticket after receipt of the invoice. Payment 
can be.made by personal check, travellers 
check, bank transfer (add remittance bank 
charge) or in cash via registered air mail (cash 
at your own risk). | 

agi: cach class you will receive the official 
Winning list together with the ticket of the 
ext class via air mail. 

ifyourticket has been drawn, you willi imme- 
diately receive a winning notification, 


| Your prize-money will be transfered to oe ialiee 











Sep. 23, 1988 to March 23, 1 


1/4 ticket 201.00 
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imited: 600.000 


;zes are paid-out in German Marks (DM), 
one of the strongest currencies in the world. 





-N ] Over m I Million n " m 





of the Nordwestdeutsche | Klassenlottere 


"US$ prices and £ prices. are subject to rate of exchange 
lect the one time payment for all 6 classes or pay monthly, . 
. mir mail postage and winning list after each class. No additional.charges 


... Make check poyebie to "LE. HAMELN” l 


A LOTTERY WIN? 
CHANCE YOULL 
THREE 
| 


S 
EVER 
JAC lub 


TH. AN EV 


Tickets can be ordered from anywhere 


around the globe in a half yearly subscrip- — I 


tion, We offer full (1/1) tickets, which when: 


drawn, receive the whole prize, half tickets = 


half prize and quarter tickets accordingly. 


The ticket-numbers are registered in your 
name before they are mailed, thus insuring 
100% security for you in case of loss. The 
full-service fee is as little as DM 21.- for all 
6 classes. (Other lotteries charge more than 
60% of the billed amount) 


x» Monthly personalized statements 
of account 


x instant individual and confidential 
notification of win - 


OF 206 MILLION DM 


within one week of your request by check. Of 
course, if you hit a jackpot you can come in 
person to collect your prize in cash. 


If you are already our customer, please do not . 


order, because you receive the ticket automa- 


tically for the next lottery. 


You can be sure you will receive fast, honest 
and confidential service, Now it is up to you, 
therefore order and mail the coupon today. 
We wish you lots of luck. 


YOUR WI 


: CHANCE BETI 
if coupon is missing, write for information. | 





State Accredited Lottery Agent 
Lotterie-Einnahme Hameln 
ore Kuhimannstrabe 1A 
CE . D-3250 Hameln, W. German 


^ gerrig 
workde Wide 





Service + 
bd Wide 





Guaranteed Prizes: 240.417 | 


| [53 prizes of | 


|| Jackpots up to1.21 Million USS | 
|| Order today win tomorrow! | 


y my luck and — Ew. 


AN xy a (1st - 6th class) 81. vy d 


IER? 

EVER GET. 
TICKE D IS A WINNER! 
ER BE FORE: 






















| Starter Drame Se. 3, 
| 1 prize of 606.000 USS | 
SUMMERY | 
OF PRIZES* | 
| 3 prizes of 1.21 Mio. US$ 
118 prizes of — 606, 000 US$ 
a 5 prizes of 606, 000 USS | 
for 50 prizesof 60,600 USS| 
[12 prizes of © 303, 000 USS| 
| 12 prizes of . 151,500 US$} 
60,600 USS i 
6 prizes of 48 400 USS 
11 prizes of 45,400 US$ 
4 prizes of 42,400 USS 
4 prizes of 36,300 US$ 
19 prizes of 30, 300 USS 
. 27 prizes of 24,200 US$ 
Plus 240.197 prizes 
up to US$ 18,100 
. 100% Payouts 
No withholding of winning 
27 weekly draws with 
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“1987 has been a year of further 
imp rovement in our performance: We 


tt trac | e | rS and ended the year with a 
‘balance sheet. 





had won, or by how many votes. Even so, 
‘the fact that Mr Salinas would become Mex- 
icos next president was never in much 
doubt. The pri ended its campaign on July 
3rd by packing Mexico City's vast central 
plaza with something like 400,000 party 
members, most of them bused in from the 
provinces. The event looked more like a vic- 
tory rally. The plaza's eighteenth-century 
buildings were sheathed in pri banners. 
Tricoloured confetti rained down on the 
crowd as Mr Salinas made an eloquent ap- 
peal for "modernisatión'' that few of the as- 
sembled peasants and trade unionists 
seemed to hear or understand. 

Later that night Mr Cardenas’s chief 
political aide, Francisco Xavier Ovando 
Hernandez, and his assistant, Ramon Gil 
Hernandez, were murdered. Mr Ovando 
had been organising a national network of 


pollwatchers and informants—including 
many junior PRI officials in the provinces— 
to watch for electoral fraud. The Cardenists 
promptly called the double murder a 
"clearly a political crime", intended to in- 
timidate people who were volunteering, 
openly and clandestinely, to stand vigil 
against fraud. . 

All of Mexico's election officials are gov- 
ernment loyalists. But Mr Salinas seemed 
unperturbed by the possibility that even a 
fradulent victory was likely to give the PRI 
the smallest margin in its 59-year history. 
"This is a demonstration of Mexico's demo- 
cratic vitality", he said in an interview. "The 
fact that there are options and alternatives is 
a step forward in the democratic life of Mex- 
ico, and I see it as something very positive 
and very encouraging." Tell that to the los- 
ers who believe they really won. 





The perils of ungovernment 


FROM OUR PERU CORRESPONOENT 





tas Llosa and Barrantes close in on Garcia’s flanks 


NKIND history is répeating itself in 

Peru. The last two years under its previ- 
ous president, Mr Fernando Belaunde, were 
known as the period of desgobierno, or 
ungovernment. The táilend of President 
Alan Garcia's administration is beginning 
to feel rather like that too. Mr Garcia seems 
unsure how to fill the time until the next 
presidential election in 1990. The army and 
various government departments will be- 
have as they did in his predecessor's last 
years: they will all do theit own things and 
hope for the best. 

Mr Garcia is planning some gentle eco- 
nomic reforms to repair the damage he in- 
flicted on Peru's economy in his first three 
years in office. On June 27th his govern- 
ment announced higher petrol prices and a 
40% devaluation of the exchange rate that 
applies to all but basic imports. At the same 
time, however, 5096 wage increases were 
promised. Neither this nor future medicine 
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is likely to cure the inflation rate of at least 
30096. Having broken his slender ties with 
businessmen by nationalising the country's 
banks, Mr Garcia is especially wary of anger- 
ing the trade unions, which plan a general 
strike for August. 

The president has few achievements to 
set against his economic failure. Despite 
promises of cleaner government, Peru's cor- 
ruption is still appalling. The Shining Path 
guerrillas believe they are nearer victory 
than ever before in their eight-year-old war 
against the government. They number 
about 5,000 fighting men (against an army 
of 75,000), and are only modestly armed, 
but they believe that if they are violent 
enough they can provoke an army coup that 
would win Peruvians over to their side. A 
few spectacular assassinations, they hope, 
could rouse the army. 

To be sure, Mr Garcia has avoided play- 
ing into the rebels' hands. He has not given 


LI 
Ü 
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the army a free rein in its counterinsur- — 
gency campaign. In May soldiers killed — 
about 30 people in a central Andean town 
after a military convoy had been ambushed — 
nearby. Mr Garcia ordered the attorney- — 
general to investigate the deaths, and a par- 
liamentary inquiry was set up. In the same 
month the rebels took a bad knock when 
the army captured Mr Osman Morote, who 
is thought to be their second-in-command. 
Information wrung from Mr Morote could 
lead to more victories for the government. 

The army may anyway decline to fall 
into Shining Path’s rather old-fashioned — 
trap. Some officers grumble about staying — 
clean while the guerrillas play dirty. Others 
worry about falling real salaries and possible 
cuts in such perks as official cars and cheap 
petrol. But the army hàs no wish to take 
responsibility for the economy, and 
recognises that a coup would swell the - 
rebels’ ranks. 

The Peruvians’ legendary ability to tol- 


erate chaos will probably allow Mr Garciato — — 


see out the rest of his term. But his failures 
leave little chance that he will be succeeded _ 
in the presidency by a member of his own - 
party, the American Popular Revolutionary 
Alliance. The most likely challenger from 
the right is the author Mr Mario Vargas 
Llosa; but his chances are also slim. Opinion 
polls suggest that the next president will be 
Mr Alfonso Barrantes, a former mayor of 
Lima. 

Mr Barrantes, a Marxist, is considered 
to be only on the centre-left of Peru's left- 
tilted politics, and has resisted the 
radicalisation of the six-party United Left 
coalition. He was defeated by Mr Garcia in 
1985. But he will be a formidable candidate 
if he wins the support of the pro-Moscow 
Communist party, the largest of the left- 
wing parties. Some former generals are bet- 
ting that the army's reluctance to think 
about coups would melt away if Mr 
Barrantes won in 1990. 





South Africa 
The stick versus 
the bomb 


FROM OUR SOUTH AFRICA CORRESPONDENT 


F IT was a coincidence, it was a striking 
one. On July Ist South Africa’s govern- 
ment published three bills aimed at halting 
the flow of black people into white residen- 
tial areas. The next day a car bomb outside a 
sports stadium in Johannesburg killed two 
white rugby fans and injured nearly 40. The 
explosion was the biggest ever in the guerril- 
las’ bombing campaign, and there was no 
nearby military or economic target. 
The three bills are typical of the govern- 
ment’s ability to proffer the carrot while 
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The “regrettable” results 
wielding the stick. The first amends the 
Group Areas Act, which makes residential 
segregation’ compulsory. If it is passed, of- 
fenders will face far heavier punishment 
than before: anyone who rents or sells ac- 
commodation to blacks in white areas is lia- 
ble to be fined up to R10,000 ($4,300), in 
place of the present maximum of R400; or 
jailed for up to ten years instead of five. 
Blacks who live in white areas risk a fine of 
R4,000, instead of R200, or jail for two years 
instead of one. 

The bill also threatens the resumption 
of forced evictions. In 1982 the Transvaal 
Supreme Court declared unlawful the evic- 
tion of black residents from white districts 
in cases where alternative accommodation 
was not available in their “own areas”. 
South Africa's black areas suffer from a 
shortage of at least 634,000 homes, so evic- 
tions have all but stopped. The new bill 
would make the eviction of blacks living in 
white areas compulsory, rather than a mat- 
ter for the discretion of the courts. That will 
please the far-right Conservative party, but 
not the liberal businessmen who have been 
housing senior black employees in the pleas- 
ant suburbs meant for whites. 

Next, the carrot. The Free Settlement of 
Areas bill would empower South Africa's 
president to declare any area open to all 
races. The president would have to act on 
the advice of a board of "experts", and this 


- advice would be subject to veto by the sepa- 


rate cabinets drawn from the white, mixed- 
race and Indian chambers of parliament. 
The third bill sets down rules concerning 


voting for local government in the promised 


open zones. Even here apartheid will sur- 
vive. The bill guarantees the "right of com- 
munities to self-determination" —meaning 
that, however large the local black elector- 
ate, blacks would be prevented from taking 
control of a local governmerit body with ju- 
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risdiction over white areas. 

Taken together, the bills are not encour- 
aging. The concessions merely recognise 
that racial mixing in some urban districts 
has gone too far to be reversible. The new 
penalties are designed to prevent further il- 
legal mixing that the law would later have to 
ratify. If they.do contain a faint hope of fu- 
ture reform, they are unlikely to influence 
the sort of people who planted the car bomb 
in Johannesburg. | 

The guerrilla wing of the outlawed Afri- 
can National Congress seems to have de- 
cided to harden its tactics. The ANC offi- 
cially regards civilian casualties as 
“regrettable”, But their chief of staff, Mr 
Chris Hani, and their political commissar, 
Mr Steve Tshwete, said last month that at- 
tacks on civilians would be stepped up. 
“Revolutionary violence” is to be used 
against blacks who collaborate with the gov- 
ernment. Whites are to be maimed so that 
friends and relatives visiting them in hospi- 
tal will realise that apartheid does not offer 
the “sweet life". The number of acts of ter- 
rorism has grown: 10 in February, 19 in 
March, 15 in May, and 21 in June. July 
kicked off with a limpet-mine attack on a 
restaurant in East London and the car bomb 
in Johannesburg. 





Somalia 
Not a nice way 
to come home 


HREE months ago it all made beautiful 
sense. Reeling from: secessionist vic- 
tories in the provinces of Tigre and Eritrea, 
the Ethiopian government offered next- 
door Somalia an attractive deal. The Ethio- 





pians said they would end a decade of bor- 
der skirmishing between the two countries 
by returning two captured Somali villages 
and ending their support for the rebel fight- 
ers of the Somali National Movement (SNM), 
whom Ethiopia had previously armed and 
protected. The Somalis reciprocated by de- 
claring that they would no longer support 
rebels inside Ethiopia. The relieved Ethiopi- 
ans transferred troops to more desperate 
fronts, and booted the sNM's fighters out of 
their old Ethiopian sanctuaries. 

But if Somalia's President Siad Barre 
thought he had got a bargain, he was quickly 
disabused. The SNM, deprived of its com- 
fortable camps across the border in Ethio- 
pia, decided to come home fighting. Within 
two months of the border agreement its 
guerrillas were engaged in the largest insur- 
gency Somalia has faced since it gained its 
independence in 1960. At the end of May, 
while Somalia's president and defence m 
ister were attending a conference of 
Organisation of African Unity in Addis 
Ababa, the rebels captured the northern 
provincial capital of Hargeysa and the town 
of Burao, and attacked the garrison near the 
port of Berbera, where the Americans have 
naval facilities (see map). 

Somalia responded by moving troops 
from the south and bombing Hargeysa and 
Burao. But its claim to have recaptured the 
two towns is qualifed by foreigners in the 
area. They say that the guerrillas, with 5,000 
or so men. under arms, are holding out in 
pockets inside the towns as well as in nearby 
villages, and still control some stretches of 
main road. Berbera is said to be "calm but 
anxious". Many people—some estimates go 
as high as 10,000—have been killed in the 
fighting. 

President Barre abolished tribalism in 
1970, but that is mostly what the civil war is 
about. The SNM is a movement of the Isaa. a 
clan of northern cattle-herders and trad 
who feel that the Somali government in 
Mogadishu discriminates against them. The 
president, on his father's side, is from the 
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rations featured in this series, 


send now for your personal copy 
of their 1987 Annual Report. 


ASSI CARDO 





To find out more about the performance, direction 
and prospects of some of Sweden’s most successful 

corporations send for a free copy of the 1987 annual 
report of the corporations listed below. 





EUROC FFV MoDo 






NOBEL INDUSTRIES SWEDEN 






PERSTORP PROCORDIA 






MoDo can produce 550,000 tonnes of fine paper per year. 
Almost half the output is sold through the group’s own 
paper merchanting companies, which also buy some 
200,000 tonnes every year from companies outside the 
MoDo Group. This means that MoDo is not merely a 


major producer but also a large buyer of fine paper. 


SCA SKF SKANSKA 






SWEDISH MATCH 






Swedish Annual Report 
Promotion, Box 100 20, 
S-100 55 Stockholm, Sweden. 






MoDo is one of the world's leading pulp producers. In total 
one million tonnes of pulp are produced every year by the 
Group's three pulp mills. 


Around 25 per cent of the wood MoDo uses to produce 
pulp, paper and sawn timber products is felled in the 
company's own forests. MoDo owns a total of 635,000 
hectares of productive forest land. 


The Group's turnover amounts to more than SKr 7 billion 


per year. There are some 6,000 employees, of whom 
around 1,000 work abroad. 


MoDo earned a profit for 1987 (before extraordinary items 
but including the. company’s interest in the earnings of 


Holmen and Iggesund) of SKr 969 million. ane 


This offer expires Oct 31, 1988 






During the second half of 1987, MoDo took several 
initiatives which resulted in the formation of the “New 
Block" in Sweden's forest industry. The New Block's total 
sales in 1988 will amount to some SKr 20 billion. In 
addition to MoDo, the New Block includes Holmen and 
Iggesund. 


THE ECONOMIST JULY 9 1988 41 





1 








A 
INTERNATIONAL 


monopolises political power. On his moth- 
er's side, he is from the Ogaden, a clan with 
whom the Isaq have been in dispute ever 
since the Dervish rebellion against the Brit- 
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ish early this century. 
The SNM is not a separatist movement: it 


"simply wants to get rid of the president. 


Some non-Isaq Somalis view the rebellion 


- with modest enthusiasm because they frown 


on the resolute way President Barre has 
centralised authority in his own person and 
family. His half-brother is the new finance 
minister; his son-in-law the military com- 
mander of Hargeysa; his son the general in 
charge of the garrison in Mogadishu. His 
war against Ethiopia in 1977-78 kept the 
country briefly united around a dream of 
Greater Somalia, which would have incor- 





FROM OUR ISRAEL CORRESPONDENT 





| HE immediate cause of the riot that 
broke out in the heart of Jerusalem's 

Old City on July 3rd was the excavation of 

a 2,000-year-old water tunnel running 

| from the Western Wall of the ancient Jew- 
| ish temple, under the Muslim quarter, to 
| the Via Dolorosa. The rioters believed 
| thatthereal purpose of the dig was to gain 
| underground access to one of the gates of 
the holy place they call the Haram Ash- 

| Sharif (the “Noble Sanctuary") and to un- 
| dermine the two historic mosques above. 
| In few other cities could the digging of 
a fairly small hole provoke such a reac- 
tion. Religious hatreds have always bub- 
bled in Jerusalem, often in the same caul- 
dron as political ones. In 1929 a riot 
originating in a dispute over prayer rights 

at the Western Wall spread through the 


-—— 


42 


porated the ethnic Somalis in the Ogaden. 
But the Somalis lost, and 800,000 impover- 
ished Ogaden refugees stayed in Somalia, 
adding to the country's economic burdens. 
President Barre abandoned the previous 
Soviet-style economy in the early 1980s in 
favour of iMF-inspired free-market reforms. 
Decontrol of foodgrains led to a production 
boom which helped Somalia through the 
worst of the drought that brought famine in 
Ethiopia. Prosperity would be a useful ally in 
the battle against the rebels. But the IMF 
stopped lending to the country in 1986 
when it failed to service its debts. Now price 
controls have returned, and food shortages 
with them; the foreign-currency auctions 
that used to keep the exchange rate realistic 


have been abolished. 


How God gets brought into it 





country, killing about 250 Jews and Ar- 
abs. In general, though, Jews and Muslims 
have had relatively few religious quarrels 
in the two decades since Israel conquered 
the eastern half of the city in 1967. 

It would be unreasonable, amid the 
passions of the uprising which the Pal- 
estinians call their intifada, to expect this 
easy tolerance to last. It is not an accident 
that the uprising began in the Gaza Strip, 
where the appeal of Muslim fundamental- 
ism has increased dramatically in recent 
years. Cries of Allahu akbar (God is 
great) are common during Palestinian 
demonstrations. Some slogans recall 
Muhammed’s slaughter of Jews of the 
Arabian city of Haybar in the seventh cen- 
tury. In many refugee camps and villages, 
mosques have become the only relatively 


The Somalis are still talking to the IMF. 
An unexpected 44% devaluation at the end . 
of June suggests that the war has at last pan- 
icked the government into trying to sort out 
the country’s finances. President Barre may 
hope that, without Ethiopian backing, the 
rebellion in the north will eventually fade. 
But there are plenty of wealthy Isaq traders 
in the Arabian peninsula who could will- 
ingly provide the rebels with weapons; So- 
malia's coast is vast and unpatrollable. And 
the president seems intent on fanning his 
country's tribal animosities. According to 
Amnesty International, hundreds of Isaq 
businessmen have been arrested. and tor- 
tured by police in Mogadishu in the past 


month alone. 










safe place to gather: the loudspeakers used 
to summon the faithful give warning of 
the approach of Israeli troops. 

Israelis too have their fundamentalists. 
The Palestinians who rioted over the dig 
in the Old Ciry, tactlessly started on the 
first day of the annual Haj pilgrimage to 
Mecca, know that some Jews are no less 
zealous than the most observant Muslim. 
A few Israelis—such as members of the 
small and fanatical group known as the 
Temple Mount Faithful—plan to rebuild 
on the “Haram Ash-Sharif the ancient 
Temple, destroyed by the Romans in AD 
70, which Jews still mourn. 

At present Muslims would have more 
to fear than Jews from an increase in reli- 
gious tension, if only because the Jews, de- 
spite the uprising, are still very much in 
charge. In 1983 members of an under- 
ground Jewish terrorist group attempted 
to blow up Jerusalem's Dome of the Rock 
in a fantastic plan to clear the way for the 
reconstruction of the Temple. Mr Yitzhak 
Shamir, the prime minister, called: them 
“good boys who have erred.” Leaders on 
both sides tend to play to the gallery of | 
their respective faithful. Mr Yasser | 
Arafat's Fatah wing of the Palestine Liber- 
ation Organisation has tried hard since 
the onset of the intifada to stress the Is- 
lamic component of the struggle. 

Most Israelis and Palestinians continue 
to see their conflict as political and na- 
tional, not religious. But people in both 
camps can be mobilised by religion’s sym- 
bols. Few are more aware of this than Mr 
Teddy Kollek, the tolerant mayor of Jeru- 
salem, who has had to watch his old 
dream of Arab-Jewish coexistence in the 
“united” city collapse in recent months. 
He hinted that the Ministry of Religions 
officials who ordered thé excavation of 
that water tunnel might indeed have had 
something more sinister than archaeology 
on their minds. Tolerance of all kinds isin | 
short supply these days. 


— Pot 
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EUROPE 


A Ligachev sort of place 


Distracted by the glitter of glasnost, some 


week’s 
ranged behind 
Ligachev, starting, wi 


6647, NORGEOUS GORBY” badges sell 
briskly in West Germany. If East 
ermany s elderly leaders pinned badges to 
„eir chests they would far more likely say “I 
love Ligachev". Not for them the unsettling 
zeal of a Gorbachev. The safe, unradical 
ways of Mr Yegor Ligachev, the Kremlin's 
number two, suit them much better. : 

East Germany is in many ways the So- 
viet world's Ligachev country. Mr Ligachev 
accepts the need for more economic effi- 
ciency, but is wary of the’political reforms 
preached by Mr Gorbachev, fearing they 
could undermine the power of the Commu- 
nist party. He believes in discipline and hard 
work, and he mistrusts glasnost. All this fits 
neatly with the policies pursued in East Ger- 
many under Mr Erich Honecker. 

One reason that Mr Honecker and his 
comrades feel more at ease with the 
Ligachev line than with Mr Gorbachev's 
"revolution without shots" is that lots of 
them could lose their jobs in the sort of 
shake-up Mr Gorbachev proposes for the 
Soviet Union. His plan to limit the tenure of 


our 


ple missed one big lesson of 


ety cope renee in Moscow: the strength of the conservatives 
r Ta Ligachev. Here we look at the world of Mr 
nn correspondent, in East Germany 


elected party officials to two successive five- 
year terms is particularly unappetising. Of 
the 160 members of the East German Social- 
ist Unity (ie, communist) party's Central 
Committee, more than 100 have been there 
for longer than a decade. So have 12 of the 
22 members of the Politburo. Mr Willi 
Stoph, the prime minister, has been sitting 
in the Politburo since 1953; Mr Honecker, 
the party leader, since 1958. 

East Germany's rulers do not think they 
need any economic lessons from the Rus- 
sians. Rather the reverse. In a recent inter- 
view Mr Honecker pointedly recalled that in 
1945 German communists said they did not 
want the Soviet system transferred to Ger- 
many. "Present Soviet developments have 
arisen from Soviet needs", he noted. “We 
intend to continue in the previously proven 
way. East German industrial bosses say 
much the same. They claim their planning 
system has become more flexible and effi- 
cient, especially through the creation in the 
late 1970s of Kombinate, big state combines 
which group related factories and suppos- 
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edly offer useful economies of scale. 

Critics of the combines claim they add a 
new tier to an already hard-to-budge bureau- 
cracy. lt is nonetheless arguable that East 
Germany has the least inefficient economy 
in the Soviet world. Even allowing for rub- 
bery statistics which can be twisted to prove 
almost anything, economic growth seems to 
have been steadier than in the rest of East- 
ern Europe; housing and consumer durables 
have improved a lot (though the latter are 


still horrendously expensive for anyone liv- — 


ing on East German wages); top combines 
produce export winners in East and West 
(though not enough of them; East Germany 
is struggling to keep pace with western mar- 
kets). "You know why we do well?”, one in- 
dustrialist asked. "Three things: tradition, 
hard work and discipline.” 

The same remark could easily have 
come from a West German manager— 
which is why followers of Mr Ligachev 
should worry about the transferability of the 
East German model to Russia. Is it German 
tradition, rather than any clever tinkering 
with the planning system, that makes com- 
munism in East Germany work less disas- 
trously than elsewhere? 

The attitudes of East German bosses 
and officials are strikingly like those of their 
West German counterparts. Put them in 
nattier suits, give them better office furni- 
ture (the best goes for export, they say), and 
it would be hard to spot the difference. On 
both sides there is a mild snootiness towards 
one’s superpower, a much too volatile mon- 
ster. On both sides there is mistrust, but re- 
luctant acceptance, of novelty; a strong in- 
stinct for perfectionism; and an underlying 
conviction that solid German virtues will 
see you through. The Lehrmeister (school- 
master) spirit is sharply evident on both 
sides of the Berlin Wall. 

Even so, East German managers are not 
complacent. They patter out homilies about 
the country’s rapid development of “key 
technologies”, such as computers and indus- 
trial robots, but accept that much remains 
wrong. Too few factories benefit from the 
latest microelectronic technology. There is 
lack of capacity, and too little scope to en- 
courage good workers by paying them 


higher wages. The labour force has stopped : 


growing, and pollution is a worry. 

The East Germans have their answers, 
Everybody enthuses about rationalisation, 
automation and greater concentration on 
high-tech, higher-value products. Some peo- 
ple suggest there should be fewer combines, 
but with more autonomy. Expand the num- 
ber of medium-sized firms, people tell you, 
and boost the small but thriving private sec- 

























































I: A communist world of creeping 

glasnost, where. even Pravda offers a 
fairly lively read, the East German party 
newspaper Neues: Deutschland has be- 
à.connoisseur's item. Even in the 
'world.of the 1960s it was so dull that 
officials could make private jokes 
se- punch line was "Yes, but: who 
Neues Deutschland?" By now it is 
most unrivalled in the skill with which 
t can blur tricky issues under one nebu- 
Ous sentence after another. Its regular 
readers, for whom ND can become an 
addiction, love burrowing for the occa- 


mountains of abstraction. - 

The never-never-land which Neues 
«Deutschland offers reflects the world as 
.. East German leaders would like it to be. 
| lt is full of diligent farmers and factory 
workers over-fulfilling their quotas, of 
“goody foreigners showering compliments 
on the German Democratic Republic, of 
baddy capitalists abroad floundering in 
inflation and unemployment. When Mr 
Janos Kadar was kicked out of Hungary’s 
ity. leadership at the age of 75 (the 





r; for. instance in retailing. What nobody 
pears to want is a radical change on the 
rbachev model, still less the abandon- 
ent of central planning. 
This sort of tinkering— "streamlining", 
East Germans like to call it—is unlikely to 
enough. The comparison that really mat- 
s for most East Germans is not with the 
t of Eastern Europe but with West Ger- 
y. East German bosses possess an inti- 
te fuese of their competitors over 
border. They recognise that inter-Ger- 
in trade is stagnating because they are not 
oducing. enough of the goods West Ger- 



































man television, they see products, ser- 





can only dream of at home. - | 
They react in two ways: The obvious 
ne is emigration. By letting many | 
oung people. go abroad on visits 
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FROM OUR SPECIAL CORRESPONDENT IN EAST GERMANY 


-siohal nugget of hard information in the 


trained doctors—want to get out fo 


s want to buy. As avid watchers of West - 


es. and the exercise of personal freedoms | 
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| 
same age as Mr Erich Honecker) and | 
given a ceremonial job, Neues Deutsch- | 
land managed to convey the impression | 
that he had been promoted. | i 

The odd thing is that most East Ger- | 
mans can receive West German televi- | 
sion (those who can't are said to livein | 

"death valleys"), and follow it.closely. | 
They not only seem better informed than. | 
most other people in the Soviet world : | 
about the West, but arguably know more - | 
about West Germany than West Ger- | 
mans do about them. When Stasi (state | 
security) minions roughed up West Ger- | 
man television teams this month on the- | 
Unter den Linden in East Berlin—an in- | 
cident that Neues Deutschland naturally. | 
dismissed with a murmur—East. Ger- | 
mans could watch the nastiness beamed | 
from West Germany into their living | 
rooms. 

Do not Neues Deutschland in the 
morning and western television in the 
evening give East Germans schizophre- | 
nia? Ask and you get a non-committal | 
smile. Maybe they too know a connois- | 
seur's item when they see one. | 







rennet ante stent THIUEPTURRETRE CINES n rreran araara Virnak dialup Speen arn anarian MEE NEUES 







year s Mr Hooker hoped: tö ease eth | 
pressure from those wanting to leave for. 





good. It has not. Demands for clear emigra- "d mhe s 


tion rules and an end to bureaucratic chi 
nery are fiercer than before. West Germar 
reckon that "several hundred thousand” 
East Germany's best educated people— 
cluding perhaps one in ten of its 40,000 


' many of its brighte 


" Tegret. 





fore the wall was built in 1961. They point 


. Out that, under the Russians, they have al- 


Ways had things tougher than their western 
brother, but have still done pretty well. 
Such people are idealists. They are not 
automatically attracted to the West by the 
prospect of bettet consumer goods. They 
look down on West German visitors who 
noisily flaunt their wealth. But they also see 
the flaws in their own country, and are pre- 
pared to draw attention to them. Along with 
envíronmentalists, conscientious objectors 
and the like, they form an increasingly vocal 
minority, often using church gatherings to 
demand more freedom and a dialogue with 
their country 





y's leaders. "Stay in the country 
and defend your views daily,” read one of 
their placards at a Protestant rally. The crit- 
ics determined to stay and change things 
could cause Mr Honecker more trouble. 
than those struggling to leave for the We 
Sooner: or later, who knows, he may fü... 
i the pea hiey line w won t do. | 





Soviet Union 


Those behind. cry 
"Circu nspectly! i 


"HE six — adopted - by last 

Week's Soviet party conference give Mr 
Mikhail Gorbachev his mandate to proceed 
with the restructuring-of the economy and 
the reshaping of the political system. To 
proceed how far? Not necessarily very far or 
very fast, to judge by the self-confidence the 
party's conservatives seemed to be showing 
in the closing stages of the conference. The 
resolutions themselves also have a certain 
woolliness that Mr Gorbachev may come *^ 


The main. resolution declared that“ ‘tad- 
ical r reformi of the ; pol cal systern” was es- 

for economic and social change. Of 
: s that t ated, the 





















The other reaction is one of ming led ane 


pride in. East Germany, for all its faults, and. 






defensiveness towards the western’ rival. Pe ste 
You can meet East Germans who will re ; ‘anc 


mind you that their country is less than half m 







as big as the other Germany, with lessthana -© their 


third of its population; that it got no Mar- 254 
: id. after. the war (though it has had» 







d: access to the West German mare 


nd: has got billions of D-marks i in ex- d 
re. change for such favours as road improve- =- 
p ments is and the export of prisoners); and that 
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World Development 
.^ Report 1988. 


The World Development Report is re- 
cognised internationally as essential 


Databank is pleased 
to Reset a new SN 


reading for economists, planners and“ ig 


T 1 policy-makers, bankers and business 
| people; journalists, and development 
; professionals of all kinds. | & 


T The Repor: begins with. a concise re- 
|] view of recent trends in the world 
economy, emphasising industrial coun- ||. 

[| try. adjustment, developing country [1]. 
i policy reform, and reduction of net [11 
resource transfers from developing HIE 
1] countries. Two economic scenarios—a ||| 
| "high" and a "base" case, show how || | 
different economic policies are likely to - 


affect. people in the developing world. 


| The special focus of thiseleventh annual || | 
edition—the role of public finance in | | 


development— provides a timely per- 
spective on how public finance policies 


||] cancontribute to both short-term stabli- 
|| sation and long-term development. 


The 33. statistical tables at the end of fid 
|] the Report provide instant access to the EIL. 
|| most comprehensive and current data ||| 
available on social and economic devel- f 


opment in 129 countries. 


i ! a Oxford Y iversity Press/World Bank | 
| ISBN 0-19-520-649-5, £26.10 (hardback) ||| 

_ ISBN 0-19-520-650-9, £11.65 (paperback) | |} 
||| Price: ist. 350 each 


|| Discounts are available for multiple 
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| |] Pase mai to TRE ECONOMISTS BOOKSHOP 
FE Clare Market, Portugal Street, London WC2A 2AB 


t » Mark number of copies required beside each titie above, | 
: comp lete: details below and retum ad as order form. 


1 Cost of. books i an LEE: 


book £1 95 4 - 5p for each £f 


Registration (£1.20 if required) £f 
TOTAL £ 


on enclose y cheque payable to The Economi sts 
Bookshop 


(3 Piease send mé a proforma i invoice - 

CJ Piease charge my Access/American Express/Visa card 
Card No: " 

Expiry date: 

Name: 


- Address: 


Signature: 


US customers oniy send orders io World Bank Publications, Dept 
0582 Washington DC 20073-0552 USA. Tel: 202-473 2939 
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|T fundamental competitive analysis ef 
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31 MAST reports | 
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e Men's outerwear 
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e Sportswear — 


purchases of MAST or for subsequent 
purchases di complete in-depth com: . 
sible analyses. — | 
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below or ring Rachel Smyth- “Osbourne: 5 
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> For the year ended May 1988, BHP recorded a significan | 
increase in sales and earnings pet share. P 
. Sales were up 1146, and earnings per share were up 19%. s 
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Michael An Ansell, Morgan Stanley Research Report. February 1988. 
PERFORMANCE SUMMARY mE 


25 A business groups increased sales, with the strongest dup, W D realised. | 
performances by the Petroleum and Minerals Groups, | @ Steel commenced a new export busim 
particularly in crude oil, iron ore and gold. 13 500, 900 tonnes of coke. This pid opt 
Improvements to plant and operations in the Steel N pre 
Group are now yielding increased returns, Steel Group sales 
increased 1396. | | 
. BHP's capital and investment expenditure in the past 
year exceeded $2000 million demonstrating the Wee BU EL n. iid 
commitment to its international Businesses. uq 4 d ave e upgr graded our ratini 
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“thar the est of the resources Aka 
. if world share markets weaken 


| William S. Etheridge, M Merrifi Lynch, 25 May 1988 
„PETROL EUM 


e The dirt dull year's output from the Timor Sea contr |. 
buted substantially to Petroleum’s sales and. profit is. 


Coupled with higher average world oil prices, this 


increased revenue: *Éaringa per share is before extraordin: 
"ENT ——nm | issues. The 300 million shares subject to cance 
oe ss notionally cancelled from 1 March 1988. 
| to ordinary shares only i 


BUSINESS GROUP. PROFIT RESUL 


is sg EGET EE BEET 


Petroleum 


ne i ET Minerals 
Phil Dodge, Nomura Securities s Intemational, 8 January 1988. Steel 


@ The success of the exploration program in the Timor Sea 
has led BHP Petroleum to commit increased resources to 
that area. 


Corporate items and investments 


@ At the North West Shelf project, progress is being made to | | +Net profit before minority interests and extraord 
meet the export phase, due to commence in October * Al figures quoted are in Australian dollars. 


1989. Dividends totalling $502 mi 
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MINERALS 
e Significant progress was made in bringing the Eseondida 
| — epopper project in € hile closer to development. S A pects, : 
<e Minerals’ performance and earnings benefited from the Dept., BHP, 33 Cavendish S udin 
‘higher contributions made by non-ferrous metals, (441) 499 3069. B 
particularly in sales of copper, gold and aluminium. | TO. 
€ The increased sales volume. for coal and iron ore partly 
üffset the effects of lower world prices and ies 
i ni rate movements. | 
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by the new Supreme Soviet, while remain- 
ing top party man as well, the local party 

can argue that they too are entitled to 
wear two hats. 

The resolution on glasnost said that So- 
viet citizens are entitled to full and authentic 
information, to free and open discussion of 
"socially significant matters", and to protec- 
tion against the abuses of law-enforcement 
agencies. This is good. Not so good is that 
glasnost will not be allowed to be manipu- 
lated by “cliques”, “demagogues” or “na- 
tionalists", or used "to the detriment of the 
Soviet state or society". The conference 
made no changes to the still pretty conserva- 
tive Central Committee of the party. And it 
was told by Mr Gorbachev in his closing 
speech that the party's "leading role" in 
government will remain unchanged. 

The party's conservatives can feel fairly 
pleased with the way things came out. Their 
chief spokesman, the 67-year-old Mr Yegor 

gachev, made a brilliant speech on the last 
day of the conference. In this conservative 
manifesto he did not dispute the need for 
change. Without it, there would be further 
stagnation. But one had to pay attention to 
consequences, acting "circumspectly", not 
"impulsively". Politics, he reminded the as- 
sembled comrades, was not as easy as eating 
cabbage soup. 

His ideological tilt became clear when 
he said that "millions of communists" had 
given their all, including their lives, “so that 
there could be more socialism", He de- 
fended party officials against charges of 
abuse 'of privilege, especially of being too 
well paid. They were 26th in the pay scale, 
he said, and if anyone dared to mutter "Oh 
yeah" to that it did not reach the micro- 
phones. Mr Ligachev also reminded Mr 
Gorbachev that the party leader owed his 
election in 1985 to men like Andrei Gro- 
myko and Mikhail Solomentsev, a former 

emier of the Russian republic, both of 





Hold on, says Ligachev 


THE ECONOMIST JULY 9 1988 


bad. 
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whom had been attacked by name by liber- 
als at the conference. 

Mr Ligachev was frequently applauded 
at the conference. His wider importance lies 
in the fact that he speaks to a constituency 
that extends well beyond the party: to ordi- 
nary people who fear change, to those who 
want more law and order, to Russian nation- 
alists who do not want to see the empire dis- 
integrate under the onslaught of Baltic, 
Ukrainian, Armenian, Muslim or other 
non-Russian nationalisms. A survey carried 
out by the Munich-based Radio Liberty a 
few years ago concluded that only one So- 
viet adult in seven in the cities was truly re- 
ceptive to western ideas about civil liberties. 
The figure may be higher today. But Mr 
Ligachev has plenty of potential recruits. 





Eastern Europe 


All in favour 


“p ERESTROIKA will be achieved,” a 
delegate coming out of the party con- 
ference in Moscow told the waiting western 
television cameras. The western audience 
took that as further evidence of support for 
Mr Gorbachev's reforms. In fact, it just 
showed that all good Communists now say 
they support perestroika. The question is 
what exactly, between the conservatism of 
Mr Ligachev and the fiery radicalism of Mr 
Boris Yeltsin, they really mean by it. 

Nowhere illustrates the point better 
than Eastern Europe. Despite their wide dif- 
ferences of policy, almost all Russia’s allies 
now claim to be in the vanguard of 
perestroika. The exception is Stalinist Ro- 
mania, where it is claimed that, since life 
under President Ceausescu is already near- 
paradise, there is no need for new-fangled 
experiments. 

Bulgaria has been experimenting like 
mad ever since Mr Gorbachev came to 
power—so much so that nobody under- 
stands the new policies. Not many Bulgari- 
ans take the experiments seriously so long as 
Mr Todor Zhivkov, once one of Brezhnev's 
most ardent flatterers, remains party leader. 
Not long ago Mr Zhivkov was describing 
Brezhnev as "a wise statesman who will go 
down in history as one of the great builders 
of peace and detente in our time". Bulgarian 
politicians claim to be unruffled by the 
scorn now pouring down on Brezhnev in 
Moscow. The official line is that perestroika 
(like the Cyrillic alphabet) is really a Bulgar- 
ian invention, which Mr Gorbachev is 
adopting. Strangely, Mr Gorbachev does 
not seem to acknowledge his debt. 

He has, on the other hand, referred ap- 
provingly to the industrial Kombinate in 
East Germany. This has encouraged the 
East Germans to say smugly that they are 
really the model for perestroika. In fact Mr 
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public, to notice it. 


Czechoslovakia's leaders do not take 


that Nelsonian line, but they find Mr — 


Gorbachev's ideas somewhat embarrassing, 
with their unsettling reminders of the 
Prague spring of 1968. With Mr Gustav 
Husak, the Quisling of those days, peaceably 


kicked upstairs last December, the ruling - 


politicians under their new boss, Mr Milos 


Jakes, maintain that they are “fully behind" — | 
perestroika. What they actually mean is that 


they are far behind. Reforms in Czechoslo- 
vakia have been a quarter-hearted imitation 
of Mr Gorbachev's efforts. 

lt is Hungary and Poland that have 


the best claim to be in the vanguard of | 


perestroika. Both have combined ied 
huf- 


steps towards freer markets with some s 


fling in the direction of freer politics. Strong _ 
lobbies in both countries would like these — 


steps to be bolder. Some Hungarian officials 


are saying that the private sector should be — 


expanded from 4% to 30% of the economy. 
The snag is that Hungary and Poland hap- 
pen to be the two East European countries 
with the most visible economic difficulties. 
Hardly an advertisement for reform. 

If perestroika can mean so many differ- 
ent things to different comrades, should 
their public support for it be taken seri- 
ously? It should, at least in one important 
respect. For all the East Europeans, 
perestroika is a banner behind which they 
may win a bit more freedom to do their own 
thing. No matter that each has his own dif- 
ferent thing in mind: 





Refugees 
Hello, it's time 
you went home 


FROM OUR VIENNA CORRESPONDENT 


USTRIA, the haven of Europe, is now 
asking Poles and Hungarians to think 
twice before applying for political asylum. 
Has the endless flow of East European refu- 
gees finally hardened Austria's heart? No, 
more like choked its gullet. Austria feels it 
cannot hold (or pay for) any more. 

The loosening of travel restrictions by 
both the Polish and the Hungarian govern- 
ments means that the number of people 
coming in from those countries has zoomed. 
In the first four months of this year 1,643 
Poles and 1,515 Hungarians applied for po- 
litical asylum. In the same period last year 
the numbers were 94 and 733. 

Since January Poles travelling to Austria 
no longer need a visa. Nor do Hungarians, 
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EUROPE 

Gorbachev has moved far beyond propos- — 
ing mere "economic streamlining” of the - 
East German kind. But the radical political 
reform he is talking of does not suit Mr | 
Honecker and friends, so they prefer not, in. 
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ou citizen. s agen holda a .pass- 
port. So more people are coming. The prob- 
em is that not all of them are returning 
me. The Austrians say they are staying for 
'conomic, not political, reasons, and are 
mply taking advantage of Austrian hospi- 
ality on their way to other countries. 
Now the Austrian authorities are warn- 
g incomers to think carefully before apply- 
for refugee s status; Some may even be de- 
ted. The ministry of the interior in 
enna eek to justify its new toughness by 
ying that changes in Hungary and Poland 
keit doubtful whether any citizen of 
e countries seeking asylum can any 
nger be a genuine political refugee. There 
ay be something in that so far as Hungary 
s concerned. Poland isa more dubious case. 
Austria's. yardstick is the Geneva con- 
ntion.of 1955, which defines a refugee as 
meone. fleeing from political persecution. 
e Austrian government has provided 
és or transit facilities for 2m refugees 
1945. The problem is that somebody 
s to pay for the hospitality. Sitting in 
aiskirchen, the largest refugee camp in 
Austria, and waiting to be processed by the 
ministry of the interior, can take up to two 
ears. And although Canada, the United 
tates and Australia each take around 1,300 
efugees a year, other countries are not 
feady to relieve Austria of the remaining 
10,000. On top of that, officials in Vienna 
argue, why should genuine seekers of politi- 
cal asylum have to wait even longer now that 
Poles and Hungarians with less urgent mo- 
: tives are joining the queue? 

_ © The new regulations, which apply only 
e) Poles and Hungarians, mean that Austria 
can not merely refuse them asylum but send 
hem home again. Poles, in particular, are 
angry with the new rules. They say they have 
-right to refugee status: Poland still suffers 
rom political repression. Last week 85 of 
hem, mostly students and.graduates, went 
yn hunger strike. Five are now in detention 
nd may be deported. The Austrian officials 
re in an uncomfortable position. If they 
rant Poles and Hungarians asylum, they 
now the camps will fill up. If they send 





























eputation as a haven for political refugees 
l be tarnished. 


ropean in 
ike flies in 


RE you, reading m article i in de depar- 
kture lounge of a West. European ait- 
i rt? Do not hurry. You may find you have 
ne and more to read the rest of the paper 
00. The traffic j jam over Europe during the 
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hem. home, they know that their country’s 


very ^" holiday months of April to August caused a 
record number of delays on and off the 
ground last summer. This year is proving. 


even worse. 


The Association of Eben Airlines | 


constructs a delay index by multiplying the 


average length of delay by the number of de- 


lays. The index rose by 186% last year, be- 
cause there were almost twice as many delays 


. Crowded skies 
Flights in Western Europe* 
% increase on previous year 


86  . 87est 
+ Austria, Benelux, Britain, France, ireland, Portugal, Switzerland, 
"West Germany : l 


Source: Association of European Airlines 


in June and July as in same period. of 1986, | 
and the average delay increased from five to 
1] minutes. 

Air travel in Fraps has in the pas 
three years soared beyond all expectations. 
In 1984 Eurocontrol, the body which moni- 
tors flights in Western Europe, reckoned 


that by 1995 3.6m commercial flights would 
-be taking off or flying into the airports it 


watches (those of the EEC countries minus 
Denmark, Spain, Italy and Greece, but plus 
Switzerland and Austria.) In fact, traffic will 


probably reach almost that level in 1988, 
For most of the year, air-traffic control- : 


lers juggle incoming flights on to their run- 


ways as they approach. But in the summer - 
crush—when there are around. 30% more. 
flights—most of Western Europe is put on 








"flow cond aircraft are allowed to take 
off only if they have an assured landing slot 


at the far end. That is the only safe: system, | 
but nobody likes it. Delays at take-off cause - 
aircraft to miss their landing slot, so they - 


have to circle in swarms over their: destina- 


tion. Traffic controllers have to make room ^ 


for them to land by cancelling slots allotted 
to aircraft waiting somewhere else to take 








üsseldorf are close to o capacity for much of 


-the year. The area of greatest year-round ` 
congestion covers south-east England, east- 


ern France, northern Italy, Switzerland, 


Austria, Benelux and all West Germany. 


Lufthansa; West Germany's flag carrier, 
boasts of its punctuality. It has been crying 
out for action to "prevent Europe s air-traf- 
fic system from. breaking down". Last year, 


Lufthansa says, its aircraft spent 5,200 hours 


in queues for landing slots over West Ger- 
man airports, wasting fuel worth more than 
DM50m ($28m) In just the first four 
months of 1988 Lufthansa planes had cir- 
cled for another 2,500 hours. Lufthansa is 


not alone in calling for concerted action. 


Europe may follow the American pat- 


tetn as the airline business is deregulated in 


the coming five years. Lower fares will at- 


tract more passengers. Airlines will want to 
fly smaller aircraft to more destinations. For 
both reasons the air will get more congest 


Yet Europe has no central air-traffic auth 


‘ity. Eurocontrol was founded 25 years ago to 


do the job, bur nationalist jealousies have 
kept it almost. powerless. Italy and Spain, 
key countries for holiday traffic, are: Hor 
even members, ^ = 

- The United States huis 20 "e con- 


| trol centres, all linked to each other under a 


central authority in Washington. Western 
Europe, which is much smaller, has twice as 


many centres, and communication between 


them can be haphazard. As they dodge each 
other in the skies, the airlines are pushing 
harder than ever for a more centralised sys- 
tem of air-traffic control. Governments have 


so far put them in a holding pattern. 
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ist-led govern- 
a nent pei deserve that name! Conser- 


n from. the left of Mr Michel 
party suggest they need not worry. 
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off. These aircraft in turn are then forced to. pi 


wait on the ground, sometimes until: the. 


next day, to get back into the queue... 


Overcrowding is not just a iiher 


problem, though. Britain’s Heathrow and 


Gatwick airports (the world’s busiest and ` 
 Ssecond-busiest airports for international ^ € 
flights) and West Germany's Frankfurt and a 
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EUROPE 


Bérégovoy sticks to his tune 


would get priority. Back yet again in the 
same job, and now with centre-right col- 
leagues to live with, he was unlikely to 
change his tune. The government's increase 
of the minimum wage by 196 instead of the 
0.696 theoretically due is no sign to the con- 
trary; not even the patronat objected. 

To appease his left, Mr Rocard is going 
to reintroduce a wealth tax. To the right, the 
mere words are a red rag. Yet scarcely more 
than 120,000 people paid the old tax. 
Slapped on by the Socialists, it was abol- 
ished by the conservatives two years ago, 
and restoring it had become a question of 


Taxing tapers 


FROM OUR BRUSSELS CORRESPONDENT 


tent as it is profitable. Its campaign 
against people who like to make their own 
| recordings at home from discs or tapes 
| bought in the shops has led several gov- 
| ernments to impose or plan levies on 
blank tapes. In Britain, where the govern- 
| ment, after some wavering, eventually 
| threwout this scheme for a tax subsidy for 
a wealthy industry, lobbyists have per- 
suaded a parliamentary committee to 
open the door to it again. But a cold 
douche for the industry has now come 
| from the European Commission. It has 
quietly dropped plans to impose a blank- 
tape levy Eurowide. And it has shot down 
the industry's huge claims of sales lost 
from do-it-yourself copying. 
| Lobbyists for the levy say home taping 
| costs the industry $3.2 billion a year in 
| record sales alone—an improbable $10 a 
| year for every man, woman and child in 
the Community—plus an unspecified 
amount in sales of recorded tapes. The 
commission, in à recent paper on copy- 
| right, hazards a figure, from all lost reve- 
nues combined, of $1.8 billion—and even 
that is a maximum. 
Until recently, the commission, like 
the industry, had favoured the idea of a 


| 
| 
UROPE'S music industry is as persis- 
| 





Socialist honour. lt is unlikely to bite any 
harder this time. 

Probably less hard, indeed, since the 
rates of tax are to be lower than before, 
ranging from 0.596 on wealth—calculated 
after varied and numerous exemptions—of 
FFr4m-6.5m ($650,000-1.05m) up to 0.996 
on fortunes of FFr12m ($1.95m) and above. 
The old top rate was 296. And no one's 
wealth-tax charge is now to exceed 8096 of 
his year's income. Prepared for worse, the 
bourgeoisie is sighing with relief. 

Mr Bérégovoy had hoped the new tax 
would yield more than the FFr4 billion 





($650m) or so that he now expects from it . 
next year. That would be roughly half the 
cost of a new "workfare" programme—a 
monthly support payment to the very poor, 
in return, if they are able, for job-training or 
community work. There is little question of 
Mr Rocard's retreating on this. As the prime 
minister said in his opening speech to parlia- 
ment, he wants “solidarity” as well as auster- 
ity. But it is hardly red-hot socialism. 

Next year's budget does not give Mr 
Rocard much room for manoeuvre. The 
government. statistics and forecasting insti- 
tute, INSEE, expects average economic 
growth of 2.896 this year, with a slowdown 
towards the beginning of 1989. Mr Jean- 
Pierre Chevénement, the new defence min- 
ister, is already pointing out how difficult it 
will be to find any spending cuts in his de- 
partment. That is not surprising: support 
for a strong national defence unites Social- 
ists and conservatives. Only the Comr 
nists want big defence cuts; all the more r 
son, for the Secialists, to resist them. 

None of this is due to come before par- 
liament until October. When it does, Mr 
Rocard will get a better idea of how serious 
those Socialist grumbles really are—and the 
rest of the world of how seriously he really 
feels he need take them. 
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levy—the industry calls it a royalty, plain 
English says a tax—whose proceeds would 
be transferred to composers, performers, 
artists and the companies concerned. But 
its paper on copyright last month indi- 
cates a change of mind. The commission 
now prefers to leave governments a range 
of options such as national levies, "spoil- 
ers" in the tape to prevent copying, or var- 
ious measures against bulk copying for 








commercial gain. 

Among EEC countries, only West Ger- | 
many and France currently apply tape lev- 
ies. France charges the equivalent of 25 
American cents on a blank 60-minute au- 
dio tape, 40 cents for a video one. The 
Germans, in contrast, are levy-happy. 
They load levies on to tapes, recording 
equipment, even photocopiers; the equiv- 
alent of $1.40 for an audio recorder plus 5 
cents per tape, $10 on a video-recorder 
and 9 cents for a tape. Spain and Portugal 
have enacted laws to bring in levies, but 
have yet to decide at what rates. Belgium, 
Holland and Italy are talking of levies. 
Denmark, Greece, Ireland, Luxembourg 
and—so far—Britain are not. 

Should there be a levy at all? Con- 
sumer interests argue not. Granted, home 
taping for profit clearly contravenes the 
Bern copyright convention. But the con- 
vention allows it for one’s own use pro- 
vided it does not “conflict with normal 
exploitation of the work” or “unreason- 
ably prejudice "—there's a phrase to keep 
lawyers in fees—the author's interests. 
One answer at least to the industry's com- 
plaints, the use of the courts against the 
individual home taper, in countries where 
taping is unlawful, is plainly impractical. | 
Even if they could be caught, a survey 
done for the commission found that a 
large proportion of such people are aged 
from 8 to 14. 
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had its principal offices for more than d century. 








Paul Hunter, "Waiting Room" graphite/ pencil on paper, 1987 From the Ret Hector 
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After the fireworks 


HERE is a spring in the step of European civil 

servants that they have not known since the late 
1960s. In February the heads of the European Com- 
munity ’s governments managed to sweep an inter- 
minable wrangle about money to one side. The cost 
of Europe’s farms; the spending power of the Euro- 
pean Commission; the amount that should be spent 
on the infrastructure of the EEC’s poorer regions; 
the depressing subject of Britain’s contribution to 
the EEC budget—all were shelved for a while. Euro- 
crats could at last turn undistracted to the EEC’s 
great project of the moment, a campaign to turn its 
12 countries into one barrier-free market by the end 
of 1992. 

It has taken more than two years, since the com- 
mission lit the fuse of this project, for “1992” to 
burst upon the world. The French, West German 
and British governments have mounted campaigns 
to raise their countrymen's eyes to it. Conference 
organisers are doing a brisk trade explaining it. 
Squads of Japanese corporate planners fly to Europe 
to assess it. Non-EEC European countries like Swe- 
den, Switzerland and Austria worry about its por- 
tent for them. America eyes it warily for any un- 
friendly protectionist message. “1992” is the 
European phenomenon of the spring of 1988, and 
this summer will probably be remembered as the 
high-point of unquestioning hope for it. 

What is it, and what difference will it make? 
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Project 1992 is a clever campaign to bounce the 
EEC’s 12 nations towards what the six original mem- 
bers agreed they wanted in their Treaty of Rome 30 
years ago: a common market in which goods, peo- 
ple, services and capital could move without obsta- 
cle. Part of the power of 1992 is that it is so hard to 
reduce to essentials. At its simplest it is presented as 
“Europe without frontiers’; but to this graspable 
notion have been added extra after extra, all consis- 
tent with the aim of a single market but not neces- 
sarily vital to it: patent law, broadcasting standards, 
labelling rules, corporate structure, vocational train- 
ing for young people, the pedigree of bovine ani- 
mals, and so on and so on. 

There is power in the diversity of this firework 
display. It means that there is something in 1992 for 
everyone. Now that most branches of European 


business are aware of it, 1992 has become a state of 


mind, a set of expectations that has political force, 
an obsession that amounts almost to a new reality. 
This survey cannot tell every reader how the big in- 
fluences in his/her walk of life are responding to 
this display and what new business facts they are 
thereby creating. That would require a reference 
work. Instead it will burrow down to the core of the 
project that has caused all this excitement and guess 
what underlying changes will have been wrought by 
the middle of the next decade, when the fireworks 
are over. 





The sudden 
prospect of a true 
common market 
in Europe has 
captivated 
businessmen 


worldwide. 
Nicholas 
Colchester 
explains where 
the underlying 
realities are 
shifting and 
where they are 
sticking 
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As billed, 1992 will not be achieved this cen- 
tury. Equally, it is already clear that the successful 
parts of this project will.do more for the coming- 
together of the countries of Europe than any Euro- 
pean initiative since the Treaty of Rome. The first 
reason for this success is that the designers of 1992 
learnt from the mistakes of the past. 


History lessons 

Robert Schuman, a French founder of the EEC, said 
in 1950 that "Europe will not be made all at once or 
according to a single general plan. It will be built 
through concrete achievements, which first create a 
de. facto solidarity." Another founder, Jean 
Monnet, held that progress towards a united Eu- 
rope would be made only where clear goals and 
timetables were laid down. Both bits of advice were 
honoured in the Treaty of Rome of 1957 which set a 
pragmatic first task and a timetable—the removal of 
tariffs and quotas between European countries 
within 12 years. 

Subsequent, failed attempts to move the EEC 
forward showed what avenues to avoid. The 
Fouchet plan of 1961 envisaged a joint European 
foreign policy; both it and Fouchet Mark II died be- 
cause they were too direct in their attempts to com- 
promise the sovereignty of members. The Werner 
plan in 1970 for Economic and Monetary Union 
(EMU) by 1980 had a deadline going for it; but it, 
too, went straight for the jugular of national inde- 
pendence, and had the bad luck to do this on the 
eve of the everyman-for-himself era of floating ex- 
change rates and oil crisis. EMU became the butt of 
hollow laughter in the late 1970s; though it found 
some vindication later in the founding of the Euro- 
pean Monetary System (EMs) in 1979. A pro- 
gramme for "European Union", presented by the 
Belgian prime minister, Leo Tindemans, was an- 
other ambitious Eurovision that member govern- 
ments asked for and then ignored—though it too 
smouldered on to reappear later in the tale of 1992. 

Before Mr Jacques Delors, a former French fi- 
nance minister, became president of the European 
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Commission at the beginning of 1985, he toured 
the member states and tried on them four ideas to 
push Europe forward: closer collaboration on de- 
fence, development of the Community's system of 
government, another move ón the monetary front, 
or a renewed campaign for a proper European 
market. : 

The last of these was the one that appealed to 
members the most, for various reasons: 

e Mrs Margaret Thatcher's government, long the 
black sheep of the EEC for its general stand-offish- 
ness and its maddeningly justified complaints about 
the European budget, wanted some pragmatic, non- 
airy-fairy European goal that it could advocate. 

@ France had lost any remaining illusions about go- 
it-alone economic management with a brief and 
painful adventure in socialist reflation in 1981-82. Ir 
was ready for less dirigisme, and more competition 
and interdependence. “fo” | 


. € West Germany had a freshly installed liberal-con- 


servative government making new, if rather empty, 
promises of liberal economic management. 

e High unemployment right across Western Europe 
created a hunger for some new initiative that might 
cure it. The Reagan administration (before its own 
economic come-uppance) suggested freer markets as 
an antidote to "Eurosclerosis." — 

e European industrialists, notably Mr Wisse Dekker 
of Philips and Mr Jacques Solvay of Solvay, were 
campaigning energetically for an end to the EEC's 
economic divisions. They saw it as part of the an- 
swer to the challenge presented by Japan and the 
Asian dragons. 

At Mr Delors's bidding, Lord Cockfield, a 
doughty British conservative ex-businessman and 
tax-supremo, who had arrived in Brussels with no 
great fanfare as commissioner for the Internal Mar- 
ket, took to the task of preparing a white paper with 
almost alarming gusto. His tactics would have de- 
lighted Monnet and Schuman, He rapidly cobbled 
together a list of 300 measures that were needed for 
a wholly unified European market. He laid out the 
hectic timetable that would have to be followed to 
get those directives (European laws) adopted by the 
end of the next commission’s reign, December 
1992. The cleverness of the approach lay in the ab- 
sence of priorities—which always favour one mem- 
ber-state's interests over another's—and in the 
strict focus on practical ends such as "no security 
checks at frontiers”, rather than on political conse- 
quences, in other words, “this means a common im- 
migration policy.” 

The magic of those 300 directives was po- 
tent—20 or more have since been quietly dropped 
or replaced, but the mystique of Leonidas’s round 
number remains, After years of piecemeal fiddling, 
European governments were suddenly presented 
with the full measure of what they said they wanted. 
The challenge of so much lawmaking bounced those 
governments into passing the Single European Act, 
the second reason why 1992 must already be 
deemed a success. 


Odd parents, odd name 

The Single European Act started life as an attempt 
by an avid European, Altiero Spinelli, to re-ignite 
Tindemans's ideal of European Union by increasing 
the powers of the EEC institutions, and of the Euro- 
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pean Parliament in particular. As such, 
would have died the normal death at the hands of 
those governments, notably Britain's, which in- 
stinctively mistrust any shift in the balance of power 
towards the EEC's institutions. 

The pragmatic lure of the great market won the 
sceptics round. The act was greatly watered down 
before being adopted by the governments at the end 
of 1985; nevertheless it moved the scope and power 
of the Treaty of Rome forward on several fronts 
and, vital for 1992, ordained that most of its 300 
directives would be adopted by "qualified majority 
between. ministers, rather than by 
unanimity. ' 

The act was an early, irreversible triumph for 
the 1992 project. lt took referendums in two 
countries—Ireland and Denmark— before it was 
ratified, but its precarious passage showed clearly 
how a practical goal could ginger EEC countries into 
concessions of sovereignty that would have got no- 
where if presented only as woolly ideals. 

The act also embodied reason number three 
why 1992 has already delivered something: mutual 
recognition, two dry words whose importance is 
worth a great number of frontier posts. Until the 
end of the 1970s the route to a common market was 
thought to lie through “harmonisation”. Frontiers 
would wither as the pasta, taxes, company laws and 
anti-terrorist policies on either side of them were 
forced by the Eurocracy to conform to Euro-norms 
that would make the Community a seamless contin- 
uum. It was a hopeless prospect wherever countries 
were asked to take unanimous decisions over na- 
tional quirks that were dear to them, 

But in 1978 along came a West German com- 
pany called Rewe Zentral AG, an unsung European 
hero, whose contribution to the great market 
should be toasted regularly in kir. This firm wanted 
to import Créme de Cassis, a liqueur otherwise 
known as Cassis de Dijon, into West Germany. It 
found it could not, because the elixir did not con- 
tain enough alcohol to be deemed a liqueur by West 
German standards, Rewe started legal proceedings 
which led to the European Court of Justice in Lux- 
embourg, a body that will loom larger and larger as 
the 1992 story unfolds. The court looked at West 
Germany's claim that its liqueur norms did not dis- 
criminate between West Germans and foreigners, 
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|. BUROPE’S INTE! 
and ruled that it would not wash. West Germany 
had no right to block the import of a drink that was 
on sale in France, unless it could show that it was 
blocked for reasons of health, fiscal supervision, fair 
trading or consumer protection. West Germany 
could not. 

On this unlikely base was built a whole new 
technique for demolishing the EEC's unseen 
barriers—not those at frontiers but the barriers 
within. The technique is enshrined in the Single Eu- 
ropean Act—"'the Council may decide that provi- 
sions in force in a member-state must be recogni 
as being equivalent to those applied by another." A 
new approach to industrial standards has evolved 
from Cassis de Dijon. Banks in one EEC country will 
be able to establish themselves in all. Insurance can 
be sold across frontiers. All benefited from this case. 

More generally, the Cassis ruling means that 
1992 offers the prospect of competitive lawmaking 
in European countries. Europe's companies and 
people will, in principle, be allowed -to vote with 
their feet, or their wallets, for the member-state that 
offers them laws with the right blend of freedom 
and responsibility. Might freedom without respon- 
sibility be the unwanted victor? The scope for argu- 
ment is obvious and already bedevils the attempt to 
apply mutual recognition more widely. But, equally, 
an analysis of America’s internal market, later in 
this survey, shows that “competitive rulemaking” 
has not led to anarchy there. 

However far this Cassis approach is ultimately 
taken, 1992 has here achieved a lurch towards a Eu- 
rope that is alien to French or West German eyes. 
The extreme reluctance of Mr Helmut Kohl's gov- 
ernment to deregulate the West German economy 
shows how attached that society is to norms and 
standards painstakingly concocted, and how unwill- 
ing it is to see them undermined by those of less 
fastidious nations. What would the Meistersingers 
say to an Italian tenor who breezed into Nuremberg 
claiming mutual recognition for his Venetian sing- 
ing. ues unless he could be shown to be a health 
ris s 

For France, with its long-established tradition 
of unchallenged dirigisme from the centre, the pros- 
pect of competition in rules seems insidious in a dif- 
ferent way. A senior French diplomat, Mr Henri 
Froment-Meurice, has written one of an impressive 
SERM Loeb ree CIAM 
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French government. In it he says that one of the 
dangers of the 1992 approach is that the EEC could 
be governed by a government of judges inade- 
quately balanced by institutions of political power. 
Compare that with the evident relish with which Sir 
David Hannay, the British ambassador to the Com- 
munity in Brussels, notes that case law is now shap- 
ing the EEC - as the evolution of common law 
shaped Great Britain. 

In truth, this 1992 project is an aive in 
deregulation: that is why Britain likes the sound of 
it. That, curiously, is why the French and-the West 
Germans go along with it. Deregulation is the eco- 
nomic treatment of the decade—a fashionable 
medicine which European countries know they 
should swallow like good patients, even if they dis- 


A ie a GPS did a much-trumpeted 
deadline; a new, deregulatory basis for drafting 
Community’ laws; a.new majority-voting system to 
push those laws through; all playing upon a wide- 
spread susceptibility: these are what have given 
1992 a trampoline start in bouncing the European 
Community towards greater unity. The technique 
has put off the moment when the members see the 
consequences of the project for their sovereignty 
and for the national systems, phobias, principles 
and habits that they hold dearest. But it cannot re- 
move those hard choices for ever. The second half 
of the 1992 project, which starts at the end of this 
year, will be the half in which sovereignty fights 
back. Its earliest resistance is already showing in the 
symbolically important matter of frontier controls. 





Border wars 


HE European Commission has put about the 

idea of ' 'Europe without frontiers” as the short- 
harid for what it is trying to achieve by the end of 
1992. This has always been both a gamble and 
something of a fast one. Britain and Denmark still 
feel that the Treaty of Rome, and the Single Act's 
modifications of it, are for an economic community 
(the initials EEC used throughout this survey reflect 
that British viewpoint) and not the free movement 
of people tout court. Nevertheless, the commission 
is adamant that frontiers are the most potent sym- 
bol of the EEC's divisions. It insists that if frontier- 
posts remain for any reason at all, they will be used, 
willy-nilly, as a convenient place to carry out less jus- 
tifiable checks. 

As for the gamble, a brief review of what is 
needed before the EEC can become a zone without 
passport controls gives an idea of the odds against 
them going: a harmonised law of gun control; police 
collaboration and mutual trust in guarding Europe's 
external frontiers against drugs and terrorists; 
collaboration, trust and consistent laws for immi- 
gration, visas and rights of asylum for people from 
outside the EEC. Small wonder that the 1992 
progress report issued by the European Commis- 
sion in March said bluntly that there had been no 
progress in such matters. 

The complications are legion. West Germany 


has extremely strict gun controls: France has an . 


American-like right to bear arms. Denmark insists 
upon maintaining a passport-free arrangement with 
the Nordic countries, so someone flying into Lon- 
don from Copenhagen could be a Dane, or a Swede, 
or a blonde alien let into Sweden from elsewhere. 
Britain, with its sea frontiers, finds it convenient to 
check its people only at frontier ports; it eschews 
identity cards. France, with unpoliceable land fron- 
tiers, cares less about border posts and monitors its 
people from within. Entirely different patterns of 
government snoopiness have developed around 
such facts of geography. They will not be discarded 
this century. 

The outlook is not uniformly bleak. By the end 
of next year all new passports issued in Europe will 
be slim Euro-passports bearing the name of country 


four-wheel-drive to 
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beneath that of the Community. Britain's, Hol- 
land's and West Germany's will be “machine read- 
able" for rapid computer scrutiny, but the commis- 
sion is keeping up a campaign to trim formalities for 
the bearers of such passes so that, wherever possi- 
ble, they need do little more than wave them. 

There is, moreover, the prospect of a "two- 
speed Europe" emerging in the matter of passport 
controls. In 1984 Chancellor Kohl of West Ger- 
many and President Mitterrand of France surprised 
their own officials by vowing to remove their mutual 
border controls completely. The Benelux countries, 
which already run a passport union, joined the 
other two in the Schengen agreement of 1985. Italy 
now wants to join as well, l, suggesting that the origi- 
nal EEC six may move ahea shes! of of the rest in letting 
people cross land frontiers unchecked. 

Given the variety of types of port, of border and 
of combinations of contiguous countries that exist 
in the EEC; the commission should welcome such à 
la carte removal of immigration controls, and alter 
its sales-pitch for 1992 accordingly. In contrast to 
the trade-deadening insulation provided by customs 
posts, the economic benefits of a passport-free Ely- 
sium do not seem worth the trouble. 


Render unto Cockfield 
Customs posts are above all a matter of tax. There is 


no issue like tax to show how the good intentions 


s the 1992 ed Aic qs into the ae 
of sovereignty. If r ve to engage mental 
through what follows it 
is because this survey wi suggest, in the end, that 
tax is crucial to the expectations: for 1992 kim gov- 
ernments have raised among their 

The contents of the battered box held ur up each 
budget day by the British chancellor of the exche- 
quer have not yet been greatly compromised by Brit- 
ain's membership of the EEC. Broadly, in choosing 
whether to tax people’s income or what they do 
with it, and in p decking where for the good of soci- 
ety to make life cheaper or more expensive, Euro- 
pean governments have remained their own 
masters. 

A customs-free internal market will put an n end 
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to that. Customs controls protect one European 
country’s indirect taxes ( taxes, that is, on things not 
people) from relative tax bargains available in oth- 
ers. And they allow governments to make sure that 
they collect the VAT that is due to them. The pros- 
pect of 1992-as-billed is not merely of shoppers with 
station-wagons taking day trips to Luxem- 
bourg to buy lightly taxed whisky and luxuries. It is 
of businesses buying components and capital equip- 
ment across borders and sending lorries to collect 
them, and of a booming trade in mail-order tax 
avoidance. | 

If there is to be a Europe without customs halls, 
Europe's governments will have to accept heavy di- 
versions of revenue and local business nonsenses— 
unless they move their rates of indirect tax close 
enough for such tax dodging to become uninterest- 
ing. The experience of the United States shows that 
contiguous states can maintain differences in sales 
tax of up to about five percentage points without 
the tax leakage becoming unbearable. Europe will, 
one way or another, have to achieve such an Ameri- 
can order of tax-sameness if it is to get rid of its tax- 
frontiers. | 

Of all the problems of creating an open market, 
the tax issue was the one on which the white paper 


4 


lavished the most attention. In fact, the commis- 


sion's approach here departed from the general 























VAT rates in the EEC, % | 

Reduced Standard High 
rate rate rate” 
Belgium 1and6 19 25 and 33 
Britain 0 15 None 
Denmark None 0 None 
France 2.1107 18.6 33] 
Greece 6 18 36 
Holland 6 20 None 
Ireland 24and10 — 25 None 
Italy 2and 9 18 38 
Luxembourg 3 and 6 12 None 
Portugal 8 16 30 
Spain 6 12 33 
West Germany 7 14 None 
Commission proposal 4109 14 to 20 None 
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1992 tactic of getting members committed to a sim- 
ple-sounding goal, chivvying them towards it, and 
letting them cope with the consequences later. 
Rather than opt for a fiscal version of mutual 
recognition—you charge your tax; I'll charge my 
tax; and we'll see how we manage—the commission 
went straight for pre-emptive harmonisation. Why? 

The commission feared that far from allowing 
market forces to determine what tax-differences 
could be sustained, as the British government pro- 
posed (from beyond a stretch of sea that would do 
its old duty in keeping continental forces at bay), 
high-taxing countries with land frontiers like Den- 
mark, Ireland or even France would not lift their 
barriers to let those forces do their bit. 

Europeans already have an allowance of 350 
ecus-worth (roughly $400) of goods that they can 
take across intra-EEC frontiers without tax paper- 
work and payments. This amount alone has 
prompted Ireland and Denmark illegally to restrict 
their allowances to "genuine" travellers: that is, 
those staying outside their country for some arbi- 
trary length of time, or those lugging suitcases but 
not washing-machines. The amount of tax lost was 
already more than these two governments were will- 
ing to shrug off. What chance of them keeping their 
booms open in a free-for-al) — 

So Lord Cockfield proposed a practical form of 
harmonisation. He started with the American ex- 
ample of the spread of tax rates that seemed sustain- 
able. Then he tried to fit such spreads as best he 
could around the scatter-shot pattern of European 
tax rates. This was a challenge, as the table shows. 
The standard rates of vaT range from 2296 in Den- 
mark down to 1296 in Spain and Luxembourg. The 
Italians charge a hefty 3896 on consumer gadgetry: 
Holland and Britain do not have a luxury rate at all. 
Britain does not charge any tax on a range of things 
including books, food and children's clothes. The 
commission’s answer was to propose two VAT 
brackets—a normal rate of tax stretching between 
1496 and 2096 and a reduced rate of 4-996 that 
would apply to a list of basic goods and services. 
Countries would choose their rates within those 
brackets. 

Alas, the commission had to propose more than 
just new VAT bands. The quest for a frontier-free 
VAT system involves changes in the way that VAT on 
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added tax, levied stage by stage as a product evolves, 
governments persist in viewing it as a sales tax. They 
expect to receive all the VAT on a product, even if 
some of its value has been added in another coun- 
try: that is, they want their raté of VAT on the final 
sale price. Until now, such payment has been ar- 
ranged by exporting countries demanding no VAT 
on export sales and refunding to the exporter all the 
VAT it has paid on the ingrediénts of the exports. 
An importing country, in cóntrast, levies VAT at the 
border on the import price and then tops this up 
with more VAT when the imported good is finally 
sold to the consumer. So border posts are vital both 
for tax-levying by the importing country, and for 
tax-policing by the exporting country, which uses 
the border papers to make sure that the zero-rated, 
exported product really did leave the country. 

To get round this border-dependence, the com- 
mission proposes scrapping the zero-rating of ex- 
ports. The exporting country will collect tax on the 
value-added up to the point of export. The import- 
ing country will apply its tax to the value added 
thereafter. To get all the VAT levied on traded goods 
into the hands of the country of final sale, the com- 
mission has thought up a clever clearing system. 
Countries will tot up all the vAT they have refunded 
to companies that have bought imports—money 
they want back from exporters’ exchequers, and all 
the tax they have collected on their own export 
sales—which they owe to other countries. They will 
lodge/demand the balance at a central clearing- 
house. Honesty will be at a premium. 


Unpleasant duties | 

Whisky, cigarettes, motor fuel and other things lia- 
ble to excise duties present similar problems of rates 
and collection, but the issue of rates is even more 
intractable. The differences across the EEC are large 




















ECU at April 1 1986 Spits per» Sul 1A he 
0.75 litre per litre per litre 
bottle 

3.76 0.33 0.13 

Britain 745 1.54 0.68 
Denmark 10.50 157 0.71 
France 345 0.03 0.03 
Greece — 0.14 0 0.10 
Holland 3.89 0.34 0.23 
Ireland B.17 2.79 1.13 
Italy .. 08 0 0.17 
Luxembourg 2.53 0.13 0,06 
Portugal - 0.74 0 0.09 
Spain 0.93 0 0.03 
West Germany 3.52 0 0.07 
Commission proposal 3.81 0.17 0.17 
All duty rates exclude VAT Source: EEC Excise Duty Tables 
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In the three years since the white paper ap- 
peared, these proposals have got nowhere. The fi- 
nance ministries have had two committees study 
them. Both have nodded gravely at the grave prob- 
lems involved; neither has been able to propose a 
better way of doing away with tax controls at fron- 
tiers. So the ministers have set up yet another 
Committee. ; | € 

- Governments have varied reasons for finding 
the commission's proposals impossible. The British 
government regards them as bureaucratic meddling. 
It insists that high rates of duty on drink and to- 
bacco be maintained for health reasons. It cannot 
entertain the idéa of VAT on food because it prom- 
ised never to impose it during the campaign for last 
year's general election. It wants to be left to see what 
rate-differences it can get away with, given its par- 
ticular geographic position. Unfortunately, one 
country's experiment will be another's problem: 
Britain's Mothercare, for example, would be won- 
derfully set up to wage mail-order war on the conti- 
nent's purveyors of children's clothing if the British 
zero VAT on children's clothes remained, France 
would then have to decide whether and how to 
block the advantage. 

France's general attitude is shaped by such pros- 
pects. It fears that the commission’s proposed tax 
bands are too wide and that France could not coex- 
ist openly with. West Germany because both 
France's VAT rates and its public spending are 
higher. It is staring at a single-market-imposed re- 
shaping of its fiscal policy; and it knows it. The 
Danes face the prospect of losing 6% of GDP's worth 
of tax: neighbouring Germany's standard VAT rate 
is eight percentage points lower than theirs. The 
clearing-house plan is generally pooh-poohed as be- 
ing unworkable. as 

All in all, the way things are going at the mo- 
ment, it is most improbable that 1992 will bring 
even the prospect of frontiers without tax checks. 
The British are already toying with a scheme to de- 
lay their removal, suggesting that another increase 
in the quantity of duty-free goods will somehow pro- 
duce the market-driven convergence it is so keen 
on. (This is pure self-delusion: it is a sad fact that, 
however automatic the pressures, it is governments 
in the end that have to take the nasty political deci- 
sions.) The French, too, are talking about larger 
duty-free allowances and more policing of VAT away 
from frontiers. They are naia d adept at stopping 
the unwary smuggler in his car some way from the 
French border. Exit the spirit of 1992, pursued by a 
frontier-post-on-wheels. 


And the world beyond 

One more knotty problem before leaving the matter 
of frontiers: in a customs-free Europe the only trade 
policy that a member-state can have towards the 
outside world is a Community one. Such a prospect 
does not square with article 115 of the Treaty of 
Rome, which authorises the commission to allow 
member states to take their own protective mea- 
sures to shield themselves from "economic difficul- 
ties." The white paper tiptoes round the problem of 
Article 115. Logically it should be got rid of; but its 
future has barely been discussed between member- 
governments. > 3 a3 
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Article 115 underpins a number of practical 
blockages that are inconsistent with project 1992. 
@ Some European countries, the most blatant being 
France and Italy, limit the number of Japanese cars 
j each year by “Voluntary Restraint Agree- 
ments". They buttress these with the fact that there 
is no uniform "type approval" for cars in the EEC, so 
they can use technical quibbles to block any flow of 
Japanese cars via other EEC countries. 

@ The quantity of textile products that come to Eu- 
rope under the Multi-fibre Arrangement is divided 


|. up country by country: Frontier controls make sure 


that the quotas of jeans and T-shirts do not leak 
from one member to another. 
-. € Britain has a number of special trading arrange- 
ments with ex-colonies. It sensibly enjoys New Zea- 
land's cheap lamb. Frontier controls on the conti- 
nent make sure that this pleasure does not spread 
there. On the other hand, Britain chooses to import 
expensive bananas from Caribbean ex-dependen- 
cies and to hold down the inflow from cheaper ri- 
- vals. Frontier controls make sure that banana-run- 
ning into Britain via, say, West Germany does not 
undermine this act of self-denial. 

~ Commission officials admit that foreign trade is 
an unopened book, but assert (to The Economist at 
least) that they want the great market's trade policy 
towards the outside world to be a liberal one. Re- 
cent anti-dumping actions and crack-downs on Jap- 
anese “screwdriver plants" make one wonder. The 
French point of view is wonderfully laid out in the 


paper by Mr Froment-Meurice. He considers the 


. commission's approach to be "far too legal". He 
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wants the commission to identify sensitive trade sec- 
tors, negotiate bilateral deals on them with coun- 
tries outside the Community, and only when these 
are in place open up the internal marker for the 
products involved. Here is another 1992 argument 
waiting to happen. 

Pile together the problems of immigration con- 
trol and those of tax, stir in external-trade policy, 
season with others not touched upon here—plant- 
and animal-health checks, and the strange price- 


shifts for farm goods that must take place as they 


cross intra-European frontiers—and the conclusion 
is bleak. The European governments that are get- 
ting people excited about the prospect of a frontier- 
free Europe have not remotely summoned the po- 
litical will to deliver what it involves. 

- Does this really matter? In the next section this 
survey becomes less despondent, turning to areas 
where progress is being made in project 1992 and 
where economic benefits abound. But the durability 
of frontiers will be a blow to the 1992 campaign. If it 
had one identifiable target to match the disappear- 
ance of tariffs in the 1960s, the removal of the bor- 
der posts was meant to be it. This essay suggests 
later that the absence of internal borders is a crucial 
psychological feature of America's surprisingly im- 
perfect home market. A survey by the commission 
found that European businessmen, too, place fron- 
tier delays, and the administrative and tax paper- 
work that takes place at frontiers, high on their list 
of difficulties in trading across Europe. If that is 
what businessmen perceive, that is what shapes 
their enthusiasms. 





The barriers within 


UROPE is bedevilled by two main types of trade 

y barrier: those which add to costs, of which fron- 
tiers and frontier-bumf are prime examples; and 
those which restrict entry into a European country's 
businesses. The psychological villains are the for- 
mer. The real villains are the latter, the ring fences 
around businesses, for while a competitor with a 
cost handicap can still tackle a market, he can do 
nothing at all if he is not allowed in. It is such barri- 
ers to entry that keep some of the most modern in- 
dustries in Europe fragmented and which create 
price differences in them of 20% or more. Com- 
pared with these distortions, says Mr Michael Emer- 


son, a senior economist at the commission, "the re- . 


source cost of frontiers is peanuts." 


So the next part of this survey will report how 


the 1992 campaign is progressing against these bar- 
riers-within, selecting four topics that promise to be 
of particular importance to post-1992 reality: 

Financial services. This business employs 396 of 
the EEC's workers and accounts for 696 of Europe's 
pay (and almost one-eighth of Britain's GDP). A 


price survey carried out by Price Waterhouse sug-, 


gests the sort of price changes that could occur 
when barriers-to-entry are removed: Italy's financial 
“prices” (bank charges, commission rates, fees and 
so on) could come down by 14%, France's by 12%, 
' West Germany's by 10% and Britain's by 7%. 
Project 1992 currently dominates the strategic 
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thinking of Europe's financiers. 

Transport. Transport services—particularly road 
haulage and air transport—should become cheaper. 
The whole aim of bringing a great market within 
reach of the best European producers depends on 
transport being cheap relative to the cost of produc- 
tion. Costs per tonne/kilometre in Europe’s fam- 
ously distorted aviation business are 50% higher 
than in the United States. In road transport, a Brit- 
ish study found that the black-market price of an 
annual permit for a lorry to go anywhere in the EEC 
is now one-fifth of a lorry’s annual costs. 
Technical barriers. These are rated by Europe's 
industrialists as the most important barrier-within 
that the 1992 project must tackle. In its recent re- 
port, “The Economics of 1992”, the commission of- 
fered examples at both ends of the technology spec- 
trum. In Italy, a purity law demanding that pasta be 
made of durum wheat, rather than of cheaper 
strains, prevents Italians choosing between "real" 
pasta and alternatives that could be 15% cheaper. 
Doubtless more crucial for Europe's future, failure 
to devise common stan for private automatic 
branch exchanges allows ex-factory prices for such 
telephone equipment to be twice as high in West 
Germany as they are in France. 

Procurement. The buying of goods and services by 
governments, local governments, and public and 


private utilities (whose activities are heavily con- 


Em x73 " 


n z » yin 
T JE 3 
| d d 


- will come from 


not countries, but 


fastest I 
















l Uv = ru a Ware ee a = s pu Tu an "E 7 "7 1 
20F Ss R AL AARKET SURV 2 Oe 3: 
=~) < on x "rf eA i > 7 > ipi? n. Yg 


The immediate 


benefits of 1992 


removal of 
bureaucratic 


barriers that stop — 
people entering, 


businesses within 


them. Finance iso 
where they will fall 






98732 835 17" ee | ge, "ipe > - t. A” 
JROPE’S INTERNAL MARKET = ostii i. 
i : Sv 






























































~ CIT 





é LI 





din 


-A 





P 


- As i pru = z E -— =~ i — 


strained by governments) amounts to about one- 
sixth of the EEC’s GDP. The long-established ten- 
dency of the European public sector to keep this 
business at home is the main reason that there are 
ten manufacturers of turbo-generators in the EEC 
but only two in the United States; 11 EEC makers of 
telephone exchanges, four in the United States, and 
so on. Small wonder that in the matter of public 
procurement Europe's businessmen are rather 
muted in what they say 1992 must achieve, 


Pandora’s money box 
Finance is where project 1992 is moving most im- 
pressively forwards—the business in which there is 
real progress towards the one-market ideal. This 
movement promises to create more benefits, pain, 
and general disturbance of ingrained habits for an 
industry and its customers, and to have the most 
telling impact on Europe's governments of any that 
the internal-market campaign will bring about by 
the mid-1990s. | 

Why the momentum? Because with finance, 
1992 is going with the grain of developments world- 
wide. The money business deals in promises to pay, 
and nothing can be moved more swiftly than prom- 
ises in a telecom world. Here the frontier posts are 
irrelevant. Internal barriers still have some effect, 
but promises can change their form with quicksilver 
ease to slide around such barriers. The mood of the 
1970s was still to resist the drowning of sovereign 
power by money-market power, to try to create life- 
rafts of monetary independence in a floating-cur- 
rency world. The mood of the 1980s is to bow to an 
unstoppable force and make the best of it. The f- 
nancial parts of 1992 are thriving on that change in 


Just as France’s economic volte face in the early 
1980s showed a change in attitudes that made the 
1992 campaign possible, so, too, France has shown 
most starkly the change in financial thinking that 


' will make an open European market for financial 


services possible. In the course of this decade France 
has abandoned the right of its government to allo- 
cate credit within the economy, has opened up the 
chasses gardées of its financial system and now of- 
fers the comical prospect of a socialist government 
lifting all exchange controls while simultaneously 


European prices for financial services 


above or below the average of the lowest four national prices found. 


Annual cost of consumer loan of 500 ECU. Excess interest rate over money market rates 
Annual cost of home loan of 25,000 ECU. Excess interest rate over money market rates 5 5 8 
Cost to a large commercial client of purchasing a commercial draft for 30,000 ECU 
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Growing together 


EEC growth 1973=100 - 









imposing a wealth tax. | 

[n a report on the consequences for French fi- 
nance of 1992, Mr Pierre Achard, an Inspecteur 
Général de Finance, describes bluntly how France's 
financial services suffered from being overprotected 
in the past. He concludes of 1992, "mergers, 
regroupings and mutations are inevitable. Better to 
anticipate them and help them: the competitiveness 
of financial firms ought to be judged against that of 
Japanese or American giants, rather than against 
that of our European competitors." 4 


Rich disparities 
The commission's study, “The Economics of 1992”, 


gives a glimpse of the price adjustments that are 
waiting to take place if an open financial market is 
achieved. The table shows what a range of financial 
services cost relative to the average of the four 
cheapest national prices that the researcher, Price 
Waterhouse, found across the EEC. Bank loans to 
consumers in Britain, for instance, carry more than 
three times the spfead over money-market rates that 
they do in Belgium. West Germany and France are 
equally expensive. On the other hand mortgages in 
France and West Germany carry twice the spread 
over money-market rates of mortgages in Britain. 
The commission is building its campaign to 
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Cor rci | Annual cost (including commissions and charges) to a | 
> medium sized firm of a commercial loan of 250,000 ECU -5 6 19 -7 J 6 4 46 
Lite Average annual cost of term (life) insurance , T8 5 9$ | 6 -9 -» 
Home Annual cost of fire and theft cover for house valued at 70,000 ECU with 28,000 ECU contents —16 3 -—4 39 8 7 "7 9 
Commercial fire and theft Annual cover for premises valued at 390,000 ECU & stock at 230,000 ECU -9 4 ^ 18 24 -5 -1 2 
Er transactions Commission costs of cash bargain of 1,440 ECU = 7. 
| Institutional-equity transactions Commission costs of cash bargain of 288,000 ECU "E | - 
t Source: EEC Commission — ; " : fact I P 






















































LETTER FROM THE CHAIRMEN 


7 126 years 


1988 marks a twofold anniversary : the 
25th birthday of Solvay & Cie and the 150th _ 
anniversary of Ernest Solvay's birth. 

_ Kwason December 26, 1863 that Solvay | 
& Cie, a “commandite par actions" was founded 
Dy Emest and Alfred Solvay together with a: 
group of family friends. Throughout the gen- - 
erations the pattern of shareholding has te- 
mained exceptionally stable. 

» ~The face of Solvay & Cie has changed | 
: - considerably over its 125 years of existence. 
: and more particularly during the last 25 years: 

. the single-product Belgian company of 1863 

` has become today a worldwide enterprise 
` diversified in five sectors of the chemical 


query 























Theias 25 years. 


o “Indeed, ‘in the early sixties T company 
was still predominantly. involved in its initial.. 


^ business or those developed inthefirsthalfof | 
“the 20th century ; the company was established 


mainly in Europe with a diversification in Brazil. 
-  Atwofold expansion, both geographic — 
.. -and in fields of activity, has taken place og 
“the last 25 years. Plastics, inadditiontoPVC . 
< grew with the take-off of high-density poly- 
ethylene and then of polypropylene. The ` 
creation of the Interox Group with Laporte 
. Industries (Holdings) PLC enabled Solvay to 
" increase the importance of its Peroxygens.. 
..... sector. The Processing business had consi- 
^* derable growth in sales over 25 years through. 
< diversification in several key sectors. The —— 
coming of age of specialty polymers is also 
.. worth mentioning, as is the growth of the. 
-. Health sector through a program of acquisitions. 
= Geographically, the major diversification 




























acquisitions. Furthermore, significant efforts 


| markets. 


en commandite" was changed into a public. 


market accessibie to Solvay. 





> Solvay C shares and subsequent capital 
olidified th {Sol 





context of agood economic climate. Sales 


| (S356 million). The 22:5 % advance is due môre - 
| particularly to the outstanding performances ^ | 


] ofthe United States activities. 


| performed well. Sales in the Alkalis sector : 
- were higher than the year before: The Interox | 
i^ Group continued to expand. In Plastics, sales 
_ and earings grew particularly well in a market 


| - A satisfactory development was’ ‘also noted in 
. Human and Animal Health. a ; 


aa ae m future of the Group | 


research and development program of more 


was the Group's re-entry into the United States | 
1974, followed by a significant growth, atan | 
ccelerated pace, both internally and through | , 


have been made since 1985 to penetrate Asian M PER SOLVAY SHARE 


. This same 25-year period witnessed two | Er 
major events. In 1967 the privately held. "Société al 


"Société Anonyme" in order to make the Capi-. Eu | 


3 On the other hand in 1983, the creation of ? 
the Société Anonyme Solvac by conversion of - 


1987 | 

‘In 1987, the Gian s activities grew in the 
revenues were up 3.4 % and sales volume up - 
even more. Consolidated net earnings surged : 


over 1986 and for the 125th anniversary they. 
reach the historical record of BF 12.17 billion 


ofthe Plastics sector and to the high sarhings 





By and large, all five sectors of the Group T WA , 





characterized by strong demand. , 
.. The Processing sector recorded a slight 
decrease in sales and an increase in earnings.- 





att 





The Board of Directors approved a plan of 
investment programs totaling 21.9 billion Bel- 
gian francs for 1988, compared to a 18.6 billion 

F capital expenditure in 1987. In addition, a 





than 10 billion BF was adopted for 1988; compared ia  DanielJánssen ^ 
to an expenditure of the order of 9.2 billion BF | _ Chairman of the > 
in 1987, These capital and research Programs - . Executive Committee. Board of Directe 


KEY FIGURES OF THE SOLVAY GROUP . 
in millions ^ T" 
i Oo 2633 

Research expenditure. 4 8f 













 23100() 18600 — -A31 
66119 . 87993. od 
T 9931 12466 

(*) including BF 4,800 million for the acquisition of Reid-Row i 


Capital expenditure 














Shareholders' equity 









Net earnings 























Net earnings PE! A HEBES, 
‘Net dividend L 7 ANC "X e 370 oo 
Shareholders’ equity | 9g o g 
- Price on the Brussels Stock Soo 
“high "^ 8,990 













on December 31... 
























| 5 - Guarantees and 





"ihe shareholders’ > 
meeting of Banca 


i held on April 30, 1988 and 
“chaired by Prof. Avv. Piero - 


= |. Schlesinger approved the 
| Financial Statement asat 
| December 31, 1987 and the 


distribution: of the profi ts of. 
the year. 


In the S cond 3 half. of 1987, 


the bases were laid down for... 


a further and meaningful — 

: strengthening of the ~ 

- presence of both the Bank. 
“and the Group it leads in - 
the bank-related sector, 
through the stablishment of 
new subsidiaries. . 


One of these (Bipiemme- 


| (Bill ions of Lire) . 


buds dd : 





Financial Sources - 






Indirect deposits — 


| Loans and advances um 


Popolare di.Milano, - : 








FINANCIAL HIGHLIGHTS. AS AT DECEMBER 31, 1987 


Lire 7.339 


Lire 5.533 





.] Gestione Polizze di 

dé. ^ Assicurazione), is already 

-| operating. € | 

..] Profits after taxes amounted PR 
|. to Lire 130.8 billion and — — 

| were appropriated as 

e follows: : 7v | 

| Lire 8 billion to the ordinary 
reserve fund, Lire 41 billion. 

. to the available reserve fund 

and Lire 81.8 billion to- 

1 shareholders (Lire 78.4 

_ billion in 1986) through the 

. | allotment of a Lit. 525 ud 
| dividend per share, the same | 

as in 1986: 5. 


In thé course of the 


. Meeting, also the F inancial 


Statement of Banca 


|. Popolare di Bologna e 
Ferrara (now dl in 
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+ 27,3% 


] each of the 12 


| were attri-bi ec 


| Aga nn of the. 





| 333.5 billion. 


| ! network me D 
| added > ( tt e 


+15 am 







to a dividend of 









newly issued st 





of the old ones 





incorporation which. has 


‘taken place, Banca Popolare. aie 
| di Milano’s accounts as at 
| January Ist, 1988 showed)... | 
| financial sources amountini: de 
| to Lire 16, 082 billion oans pu 
| and advances Al cu. 

. billion, a net SvOrtE of Lir re z seio 
| 986.9 bil Ilion and: reserve © 
funds for possible loan ^ 








losses aggregáting to. Lire 
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| į open up ;this "ABA seit gus three is free- 
~ | dom of capital movement; the right to sell financial 


services across borders; and the right of financial 
firms to become established in other EEC countries. 
Of these the capital-movements pillar will be the 
one with the greatest economic consequences. It will 
also make possible the second pillar —trans-frontier 
selling—which will be the real novelty for European 
financial firms. As for the third pillar—the right of 
establishment—it should certainly make it easier for 
a Spanish bank, say, to open up in Rome, but 
whether it will free the Spaniard of the need to do as 
the Romans do once it opens there is still unclear. 

Take the last two pillars first. Brussels has set to 
work making full use of its two 1992 weapons: quali- 
fied majority voting and mutual recognition. It tried 
to apply the Cassis de Dijon approach to the sale of 
insurance policies across frontiers, and took four 
countries to the European Court of Justice for 
blocking such business. The best known of the four 
cases was one instigated by another West German, 
Mr Franz Schleicher, a Bavarian insurance broker 
who had been fined by the West German insurance 
supervisors for finding his German business clients 
cheap industrial insurance in London. 

The court ruled in the commission's favour, but 
with important provisos. It argued that while a bot- 
tle of créme de cassis would remain a pleasure for à 
West German to consume even if its bottler had 
gone bust, the same would not hold true for an in- 
surance policy. So, until the EEC had evolved Euro- 
rules for the soundness of insurance companies, 
. trans-border selling should be limited to customers 
big enough to form a professional view of whether a 
foreign insurance company was soünd or not. The 
court also implied that there must be limits to the 
extent that financial services could be provided 
across frontiers. 

This judgment led to a qualified victory for fi- 
nance post-1992: the combination of the Schleicher 
ruling and qualified majority voting pushed a direc- 
tive allowing a Europe-wide market in non-life in- 
surance policies for commercial customers through 
the council after 12 years of stalemate. But it also 
pointed to a moral for finance post-1992: the new 
freedoms gained for financial firms by the 1992 
campaign will often be hazily defined. It will be only 
through a steady series of private challenges, per- 
haps leading to court cases, that the haziness will be 
removed. 


A generous charter 


The point holds true for banking. The Council of 
Ministers is now considering a banking directive 
which will create a single banking licence valid 
throughout the Community. So where a Greek 
bank now has to make 11 different applications to 
open branches across the EEC, the banking licence 

‘it to open up in all of them, or to provide 
services to them across frontiers, as a matter of right 
and without having to allocate specific capital to 
each branch abr E. 

Each branch in the EEC will be supervised by the 
authorities back home, who must interpret a set of 
Euro-rules for bank soundness in doing this. It will 
be allowed to do abroad any of a wide-ranging list of 


ex EE KK pope patat does tans 


DAR TEM Uae di directive, includes 
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down in the 
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"the: securities business and so hat means DE 


universal banking will become the EEC norm. 
Already, this directive promises to make Eu- 

rope's banks far freer than their American counter- 

parts, whose access to consumers in other states of 


the United States and to the full range of financial 


To is still strictly limited. But how free will a 


ly established European bank branch really be? 
e d a British clearing bank, say, invade West Ger- 
many's stuffy mortgage market, where floating-rate 
loans are frowned upon and where most would-be 
home-buyers have to notch up a virtuous quantity 


of savings (some one-third of what they eventually 
hope to borrow) with their Bausparkasse before 


they qualify for a housing loan? 


Scope, once again, for some hardy pioneer to 
try his luck and hope for the backing of the Euro- 
pean Court. The shoal to navigate around lies in 
article 19 of the draft banking directive, which says 
that if a host country finds that a foreign EEC bank is 
breaking rules in the host country that are “justified 
on the grounds of public good”, it can put an end to 
the "irregular situation". 

On the other. hand the pioneer could find an 
ally in other banks providing services at arms length 
across frontiers: such banks might sell mortgages, 
rather as a number of essentially wholesale banks do 
within Britain at the moment. The cross-frontier ap- . 
proach will be one that tends to winkle out any too- 
comfortable habits preserved in national banking 
markets. The mortgage business, which deals in se- 
cured loans, seems a likely candidate for such 
winkling. 

The banking directive also raises in acute form 


the question of the EEC's policies towards banks out- 


side the Community —a problem that does not arise 
at the moment because each EEC country is its own 
boss in deciding whom to allow in. In order to stop a 
Taiwanese bank, say, from establishing a subsidiary 
in Luxembourg ‘and thence radiating freely across 
the EEC, the council is arguing over a “reciprocity 
clause” in the banking directive that would allow 
any member state to block a foreign subsidiary com- 
ing to the EEC if the member felt it was having a hard 
time getting its own banks established in the coun- 
try in question. 

This is deeply worrying for the City of London, 
which likes to welcome new banks on its own terms 


without having to clear the matter with 11 other _ “i 
countries first. It is of equal concern to France for — 


the opposite reason. The commission has long- 
vaguely asserted that it would use the bargaining 
power of Europe’ s new internal market ! to make sure . 
that countries outside the EEC give European coun- 
tries as good as they get: the banking directive is an” 
early opportunity to show how this search for reci- 
procity will be pursued. 

Advancing European banking is a small matter 


compared with the haggling ahead in trying to cre — — : 


ate a European regime for brokers, dealers and in- 


vestment managers—as anyone who: has followed. E. P 
Britain's weary path from the Gower report tothe — * 


Financial Services Act must realise. Work-has al- - 
ready started on what British officials call Euroo — - 
Gower. The job of sorting out the role of the host — 

country and that of the home country, and the Eu- 
ropean standards that should apply, will be harder 


than in banking, where much work on international - 
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standards has already taken place for the commis- 
sion to profit from. The equivalent of banking's 
Cooke committee in Basle barely exists in the in- 
vestment-services business. 

Two sample brain-teasers. Will financial centres 
on the continent accept as “home country control" 
the odd mix of regulation and self-regulation that 
London has devised for itself! And what sort of Eu- 
ropean rules on investment services should Britain 
push for? If it pushes for simple ones, it will leave the 
City of London high and dry because of the new 
and over-complicated system it has just installed 
there. If, on the other hand, it suggests a European 
version of the Financial Services Act, it will set the 
whole cumbersome City regime in European stone. 


Levelling down 


Whether in banking or in investment services, this 
vaguely more open Europe carries the risk of “com- 
petitive laxity" in rules of establishment. The com- 
mission will do its best to thwart this with Europe- 
wide standards, but differences.in interpretation, 
policing and tax regimes between financial centres 
will remain and will be exploited. 

To see how competitive laxity will help shape 
the European financial industry, take the case of the 
UCITS directive. The horribly named UCITS are "un- 
dertakings for the collective investment of transfer- 
able securities": unit trusts or mutual funds to En- 
glish-speaking investors. The directive establishing 
an EEC-wide regime for them was one of the early 
successes of project 1992. It lays down broad rules 
on what sorts of investments a UCITS should invest 
in and what sort of outfit should manage a UCITS. 
The precise rules covering manager and product are 
left to the authorities in the country where the fund 
is based. Only methods of selling units to investors 
are deemed to be under the control of the “host” 
country. 

Now considera British fund manager who cur- 








rently offers investors "umbrella funds" based in 
Jersey: "umbrella", because funds specialising in 
several different sorts of investment are gathered 
under one roof, thus allowing investors to switch 
between them without paving capital gains tax; Jer- 
sey, because of its tax climate and because the island 
allows umbrella funds, which City of London rules 
do not. Also, unlike London, Jersey permits "syn- 
thetic™ funds—portfolios that achieve their expo- 
sure to their desired market by buying financial 
futures. 

Jersey, though one of the oldest properties of 
the British crown, is not part of the EEC. To sell his 
funds to investors across Europe, the British fund 
manager will therefore have to persuade each gov- 
ernment that his Jersey-based products are UCITS- 
friendly. If, on the other hand, he moves the funds 
to Luxembourg he will find the same tax breaks but 
will have to persuade only the Luxembourg govern- 
ment of his UCITS’s charms. After that he will be 
free to sell them Europe-wide. There is a sporting 
chance that Luxembourg will take an imaginative 
view of synthetic UCITSs. lt is already clear that Lux- 
embourg's tax advantages alone (no withholding 
tax on interest payments to investors) are attracting 
investment funds to the Grand Duchy. 


Beware the slosh factor 


Removal of all exchange controls is essential to ev- 
erything mentioned so far: how can a European ex- 
port a financial service if his cross-border client is 
not allowed to pay for it? And how can banks com- 
pete freely if national banks are used by govern- 
ments as agents through which money transfers 
abroad are policed? The 1992 campaign has had an 
undeniable "bouncing" effect here, moving the ex- 
change-control doubters more rapidly towards re- 
moval of an old turnstile whose loss will have a pro- 
found impact upon their sovereignty. 

There is now broad agreement between EEC 
governments that all curbs on money movements, 
including the crucial right to open bank accounts 
abroad that is still denied the Italians and the 
French, will have been lifted by the end of 1990 in 
eight countries of the 12. The remaining 
four— Spain, Portugal, Ireland and Greece—will be 
able to maintain the status quo till 1992, either be- 
cause they are newcomers to the EEC or because 
their balance-of-payments position is deemed too 
vulnerable to cope. 

What, at the time of writing, is doubly remark- 
able is that this decontrol has not yet been made 
conditional upon any harmonisation of withhold- 
ing taxes levied on interest payments. It is appar- 
ently assumed, in the best 1992 tradition of a “com- 
petition between rules", that such anomalies will be 
washed away as and when savings migrate. If this 
holds true, and France and Denmark, with their 
high taxes on interest, agree to let the markets do 
their work, it will be another telling example of 
1992's bouncing power. 

Freedom of capital movements will make or 
break the European Monetary System, leaving it ei- 
ther a fundamental and pervasive part of the post- 
1992 market and therefore essential for Britain's 
pound to join, or barely worth the candle. The 
quasi-fixed currency rules of the EMs will be applied, 
for the first time, to three big economies— West 
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Our foreign exchange traders at | his 24-hour vigilance means giving need to trade when vour local market is 
Chase are active in the currency markets your currency trading interests our con- closed, we can have a Chase professional 
twenty-four hours a day. stant professional attention, and delivering » cute your orders in an overseas mar- 
So whenever the market moves, we  aservice that's customized to your needs ket that's open. Or we can arrange fot 
know about it immediately, anywhere in Our trading operations are in all of you to call that location directly. 
the world the world's financial centers. So if vou Our 24-hour Chase team will moni- 
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24-hour vigilance. 


tor your companys trading require- 
ments around the clock, and when 
something important happens in the 


market which you'll need to know about, 


ec ll call you immediately 
At Chase, we're leading market 


makers in all foreign exchange products 
including Spot, Forwards and Options 
And because of our volume of trading, 
vou can be confident of getting consis- 
tently competitive quotes for your trades, 
in any of the world's major, minor ot 


exotic currencies 

Foreign Exchange: another quality 
service from C hase, a leading global 
financial institution that offers a full 
range of commercial and investment 
banking services. 
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Jerry Frizzell. One of the 18,000 inhabitants of Whitehorse, but an important one. 
He's the SKF distributor, servicing the mining industry of North West Canada. 


What service 1s all about. 
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ind zinc. Yet it is erhaps better known | 
ike gold rush which started right here, 90 ye 
p Today, Whitehorse is the base for Jerry Frizzell 
-sales representative of B.C. Bearing Engineers Limite 
SKF's local distributor. 
“I spend around 50% of my time on the road 
is about the same size as West Germany, th 
y 25,000 people live here." 

“I give SKF customers the service they req 
whether it is an emergency delivery or technical se 
regarding a specific application. After all, a bearing 
better than the service around it- especially out h 
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So says Jerry Frizzell, but you’d get the same 
answer from any one of his 7000 SKF distributor col- 
leagues all over the world. You'll find the sai 
professionalism, the same dedication to 5 
everywhere. Even places you didn't know existed. 

So wherever and whenever you want service, t 
what SKF bearings are all about. 
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_ SKF employs some 45,000 people grinding machines, linear motion Pro 
from 130 different nations. Manufactur- Lo s 


In every one of these areas, 5. 
a leading position. 
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ll prowes ess, i also inv olves a deep under- 
e ake and the client's needs. 








ee An ete b mes anes 
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| of ET/ETV series, the first range of secreta- 
ions designed to change and grow accord- 
as dual needs - "Personal secretaries for sec- 








f de offering iin integration of com- 
ir from different manufacturers. It allows 
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alliances through both, joint a venti 
ticipation. m 
Olivetti is present in more than 30 cou 
own subsidiaries. It ensures a presence in ¢ 
through a series of joint sales agreements 

by working with ha agents, Aroun 

the world there are more than 9,000: 


tunity for growth an 
everybody; customer 
ployees. 

For their customers, Olivet has desi 


du in ‘information s systems. 
Pri investors, Oliveti h las s made in 
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A bridge from the onar to ‘te fa 


Olivetti is represented in all European, Far East 
countries. | 
Corporate Headquarters: Ing. C. Oli vetti& 
10015 Ivrea (To), Italy. | 
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The power of foresight. 3 
Worldwide. 


Ina complex world where even the slightest changes in economic factors 





can have widespread repercussions, foresight is essential. 
\s the top-ranking European bank firmly established among the world’s 
leaders. BNP puts its intimate knowledge of world economies to work for you. 
With offices in 76 countries, BNP monitors international markets 24 hours 
a day, gathering anda nalysing up-to-the-minute data to keep you fully abreast of 
market changes. With a specialized teleprocessing network and one of Eu ropes 


most advanced trading rooms, BNP offers clients the advantage of a constantly 








updated, clear and precise market reports to help —«— 
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and throughout the world. SSS SS = 





Banque Nationale de Paris World banking is our business. 


ny, France and Italy—without.the b benefit of 
[ tes to Ld the sudden flow of money be- 


ra ‘bank, B à step, PESA duris à 

ypean currency. For once monetary sover- 

as been irretrievably compromised, the ad- 

es of using one currency will seem that much 
ittractive, 7 


impact on the industry - 


ill the three new financial | liberties lead to a dinge £ 


at financial market? And must Europe's financial 
‘ms now scramble to position t nemselves for it? A 
: tyranny of uncertainty. now. rules: financiers — 


` equivalent to the urge to buy something that pos- 


r sessed the City of London before its. "Big. Bang". 
s and insurance companies have had the right 
shment in other European centres for 
me, but the. prospect of 1992's three- 
nged change has spurred them into acquisitive 
n. They are chivvied by another fact: it is 


| arder to sell services across frontiers than it is to - 
sell goods. A service needs a person: with a presence. 


So what presence should they buy? - 


The lesson after London's Big. Bang wast that re 


was right to buy the biggest and bestin a newly ac- 
essible market—if you could afford it, get it and 
pe it; or to buy rhriftily and with specific: aims. 


s. was. the. crucial ingredient for success: the — 


buyer had rigorously to decide what businesses he 


wanted to be in. The mistake was to buy something 


largish and roughly right—something you never ^ 


ould have bought were it not for the excitement of 
the times. The same wisdom with- eee will 
bably apply in the late 1990s | 
-1992. or no 1992, consumer bani ing will ren 


ling: pilo à ee for: 
banks—look at Citibank’s forays into it or Midland 
lank's adventure in America: the habits of different 


markets take so much learning, and: existing oli- 


There are ou Es agredinent call owl ^w move the. 


appropriate levers to the slots marked “fair”, 
“transparent”, 


ffli p the soaker ies 


cof b . 


"internationa E. 


"effective redréss" and so on, and “y 
k should be complete—but for the. rubber 
that join these levers to natiorial bureaucracies, 
nd for the: hypocrisy over open procurement that : 
ppl hem. The: EEC’ s 


gopolistic branch networks are so expensive to chal- 


lenge. One exception is the payment-card business 
which has centrally issued, branded products and 
where there is much inefficiency in the European 
payments system waiting to be exploited. Another is 
mortgages. 

Mr Alfred Herrhausen, the head of Deutsche 
Bank, explains that wholesale banking was the first 
slice of banking to become international, that in- 
vestment. banking followed, and that bànking for 
rich private and corporate customers will be the 
next one to spread across frontiers. Deutsche's re- 
cent European moves are consistent. with that per- 
ception. In late 1986, it bought Banca d'America 
d'Italia with its 100 branches and a good customer- 
baseof medium-sized enterprises. It is manoeuvring, 
against government opposition, to buy control of 
Banco Comercial Transatlantico of Barcelona, 


which would provide it with a base of Spanish in- 


dustrial clients. The beginnings of a Europe-wide 
corporate bank are emerging here—but one that is 


-still chary of moving into markets such as Britain, 


France or Belgium where the home banking busi- 
ness is already dominated by three or four banks. 
—— The advisers, arrangers and deal-makers of the 


finance industry—investment banks, corporate law- 
 yers, accountants, property agents—must prepare 


themselves to serve customers newly motivated to 
think in European terms. It will no longer-be good 
enough for a serious British firm notto understand 


French take-over law ot the West German property 


market. Such a firm will need either to hire local 
people to open offices across Europe, or. to form 
partnerships with local firms. Shearson Lehman 


. Hutton, a big American investment bank, is doing 


the first. — 
-Hambros provides a British example of the sec- 
ond technique: it is spinning a fee-sharing network — 
across Europe, including Bayerische ^ 
d in West Germany, Banco de Bilbao i in. 


rain f one dia ta uncertainty hs ge post- x 
, is eine to be a lively source of business for 7 


deed in 1986 Aenean: construction. rm 


won 6 billion ecus-worth of public orders in’ Europe = 
while all. European firms-together won only one: 4. 
--tenth as much in parts of the EEC outside their homi P is 
markets. This shows how the procurement habitin- ~ 


fects not just public buyers but their suppliers; too. 
Nicely set up nationally, they are loth to imagine © 
themselves working on a pan-European. scale ^; a 

The. procurement part of project 1992 hasfour . 


main aims. In mounting order of importance, they — "5" 


are: to broaden the scope of and block the loop 


E holes in the existing obligations; to give the commis- 
sion greater powers to police them; to improvethe - 


redress that disappointed. tenderers willhaveifthey 
te end ape aves trgated; -o ad one— K 
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Merger vetting 


‘Reaches policy is the one 

logical accompaniment to the cre- 

ation of a European internal market 

that this survey cannot ignore. Patent 

law, broadcasting standards, regional 

- aid, social policies, research and devel- 

|| opment programmes—all get short 

| || shrift here. But a Europe that is “open 

|| for business" can no longer police busi- 

| |. ness for monopoly power on a mainly 
national basis. | 

This logical impasse has given a great 


rectorate and forced governments to 
| face a surrender of power impos- 
| |. sible to avoid. They are being asked to 





cause the 1992 merger wave is already 
rolling. — 

At the moment, the commission's 
powers to vet mergers supplement na- 
— |. deals retroactively. The commissioner, a 
. || tough and competent Irishman, Mr Pe- 
|. || ter Sutherland, wants to have the exclu- 
sive right to vet big deals involving more 
than one EEC country, leaving the rest to 
member governments. His proposed 
cut-off point—a joint turnover of 1 bil- 
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transport, water and telecommunications. 
revamped “supplies” and 
directives are going through the European Parlia- 
ment and council without too much trouble, 
though there is‘argument over how they should be 
applied in Europe's poorer regions. They should be- 
come law sometime early next year. 

The "remedies" directive is a tougher proposi- 
tion. Under the present regime a company that feels 
illegally deprived of a contract must complain to the 
European Commission, which first investigates and 
then complains to the central government in ques- 
tion, wielding the ultimate sanction of action in the 
European Court. The government then, in theory, 
remonstrates with Red Ken, or whomever—the 
man who runs the local government that shopped 
around so poorly in the first place. In short, the sys- 
tem amounts to little more than a protracted way 
for a would-be supplier to infuriate an important 
potential customer. 

So the new draft directive calls for each country 
to set up some form of independent tribunal, usu- 
ally the national courts, to which would-be sellers 
could appeal if jilted. It also wants the commission 
TN to have powers to crack down directly if it sees that 
a the right procedures for open procurement—the 
rules that make sure that contracts are advertised 
fully and for long enough—are being broken. The 
commission argues that it needs to move fast if it is 
to keep procurement open through prevention 
rather than cure. It knows that even recourse to na- 
tional courts will not. overcome the shyness of 


. lift to the commission's competition di- - 


| | give up that power well before 1992, be- - 


. tional ones and can only be applied to. 
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tenderers to make a fuss. The West German govern- 

ment is among those opposed to this extension of 
Brussels’ right to meddle: Germany's construction 
industry has been lobbying energetically against it. 

- On the face of it, open procurement should ob- 
viously 
areas"—businesses that are among the power- 
houses of a modern economy. The problem is that 
these areas are businesses, not forms of public 
spending, and that the pattern of their ownership, 
whether state or private, varies from country to 
country. Why should Gaz de France have to. go 
throügh the motions of a public procurer, when 
British Gas, now a private company, buys where it 
wants? an 

-So the commission is ignoring ownership and 
trying to devise other criteria that will determine 
whether an enterprise has tó procure openly. Is it 
operating behind barriers to entry, whether legal or 


be extended to the "excluded 


technical? Is’ it -a monopoly for technical 








Sutherland’s watching you Y 


lion ecus—would mean that the com- 

mission would have had the right to vet. 
some 100 of the 300 mergers announced _ 
in the EEC in 1987. $ o ATL 
Britain and, till lately, France have- 


~ course of action to the full commission, 


- come a political football. But this is not 


buy their modems, switchboards. and 
—. ]n all three shifts d isdenrds 





reasons—like a local electricity-supply company? Is 

it working in close co-operation with government, - 
either because it is government-regulated or a gov- 
ernment concessionaire of some sort? The gas and 
electricity industry will ring most of these bells, 
telecoms and railway companies slightly fewer, bus 
companies fewer still, and oil companies will be bor- 
derline cases. Companies that qualify will not be 
condemned to the procurement-by-numbers of the 
supplies directive: the commission is devising sub- 
tler and more flexible guidelines suitable for buyers 
who may follow other strategic objectives than price 






held out against this concession. They |. 
have reason to be worried. The commis: | 
sion's competition directorate is not suf 
ficiently independent in its powers to as- 
sess mergers. It can only recommend a 






with the risk that its proposals then be- 







a case for ignoring the problem, only for 
making sure that an impartial, central 
system for vetting EEC mergers is worked 
out, quickly. 

The feisty Mr Sutherland is also rais- 
ing his game in two other areas: subsi- 
dies and state monopolies. Subsidies 
need careful watching if they are not to 
distort competition in an open Euro- 
pean market. The commission has ac- 
cordingly demanded repayment to gov- 
ernments of 750m ecus of subsidies: 
illicitly dished out last year. Digging into 
its copy of the Treaty of Rome, the com- 
petition directorate has also unearthed | 
powers to force monopolies authorised 
by European governments not to abuse | 
their positions. It has drafted a directive 
to force national telecommunications 
companies to allow their customers. to 
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thé commission, the 1992 “bounce fac- 
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The structures of European industries 
influenced by procurement 
Value of — Intra-c — Number Number 
EEC market — trade ofec — of American 
billion ECU producers producers 
per year 
Boilermaking 2 little 12 6 
Turbine generators 2 little 10 2 
Locomotives 0.1 little 16 2 
Mainframe computers 10 extensive 5 E 
Telephone exchanges 7 moderate 11 4 
Telephone handsets 5 little 12 17 


when placing their orders. 

The microeconomic case for working some- 
thing out is reasonably convincing. The accompany- 
ing table, based on research by W.S. Atkins Man- 
agement Consultants, shows what scope there is for 
a shake-out in some industries that make products 
that go largely to the "excluded sectors". The excep- 
tion that makes the point is the mainframe-com- 
puter business: first, because it serves customers of 
many sorts; and second, because IBM has tran- 
scended the national-champion pattern that rules in 
the other businesses and has thus stopped the usual 
inefficiencies from emerging. 

In telecommunications, in contrast, there are 
seven different digital-switching systems being in- 
stalled in the EEC, five of which were developed by 
EEC national champions backed by their govern- 
ments, A commission study of the cost of “non-Eu- 
rope" found that the price per installed telephone 
line ranged between $225 and $500 in the EEC com- 
pared with $100 in America. 

Yet the commission's venture into the exempt 
areas has a quicksand feel to it. If the resulting direc- 
tive is tough, privatised enterprises will be up in 
arms about their right to manage; if it is lax, it will 
not make much difference. How can any rulebook 
cope with the blend of patriotism, government pres- 
sure, tactical sacrifice and straight cheapness that 
moves, say, Lord King, when he orders Rolls-Royce 
engines for British Airways? 

The commission's best hope for wider procure- 
ment post-1992 cannot be that it will legislate it into 
existence. It is that privatised, market-minded Eu- 
rope is heading that way by itself, mindful of the 
competitors outside, whether Japanese or Swedish- 
Swiss. The formation of durable Europe-wide indus- 
trial groups will probably lead European procure- 
ment, not be driven by it. 


Know your norms 


Industrial standards are two-faced in their contribu- 
tion to 1992. Smiling, they offer the prospect of ra- 
zors and light-bulbs that can be plugged in across 
Europe, and of computers of different makes that 
work with one another. Scowling, they allow men in 
white coats to turn away European imports because 
they do not meet national regulations. They are also 
devilishly complex—indirect tax is child's play in 
comparison—too complex, sadly, for Brussels to 
have them tidied away as a trade barrier by 1992. 
Three basic concepts must be held in mind to 
understand the changing game of Euro-norms. One 
is national regulations on produci, which are set 
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by goverment. A second is national standards 
which are evolved by industry (DIN, BSI, AFNOR in 
West Germany, Britain, France respectively). They 
are supposedly voluntary, but, because they offer a 
convenient way of satisfying national regulations, 
they are often quasi-mandatory. And there is certi- 
fication: the process by which a product is shown 
to meet regulations or standards. 

Pre-Cassis de Dijon, the attempt to create Euro- 
pean regulations that would give products the right 
to circulate freely in the EEC was tantamount to an 
effort by governments to decide by unanimous vote 
on new European standards to replace national 
ones: the regulations went into a great deal of detail. 
It was a Herculean procedure. A European regula- 
tion took ten years to evolve and was often out of 
date by the time it emerged. 

Enter mutual recognition. The commission de- 
cided to trim the lawmaking right back to only those 
safety attributes needed to assure a product the 
right to be sold in any EEC country. Thereafter, in 
the quest for razor-plug convenience, the Commu- 
nitys  standards-making institutes, CEN and 
CENELEC, could rope in the men from DIN, BSI and 
so on and thrash out a Euro-standard if they could. 
Both the regulation-making and the standard-mak- 
ing sessions would benefit from qualified-majority 
voting. 

This procedure has already given rise to two ba- 

sic product directives: for toys and pressure vessels. 
These were relatively easy to agree upon. Pressure 
vessels are unexciting things, designed to remain 
unexciting. Toys are more complex, bur a lot of 
work on European toy regulations had already been 
done. For still more complicated products, the pro- 
cedure appears doomed as a quick route to freer Eu- 
ropean trade in goods, for various reasons: 
@ The commission is finding it hard to make gov- 
ernment officials regulate in terms of aims (the ma- 
chine should not catch fire even at full power) 
rather than description (it should be made of fire- 
proof material here and here). 
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Tunnel sous le 
Mont Blanc 
AOSTE 


NTERNAL MARKET 


e No adequate certificating system exists to prove 
that goods meet European safety regulations. In 
short, even if simple rules exist, che mutual trust 
that they are being respected does not. 

@ A basic European safety regulation does not in 
practice ensure an open market for a good. A ma- 
chine tool may be deemed Euro-safe to be bought 
into West Germany, but not to be installed there. 
Why not? Because it is incompatible with German 
usage regulations. 

e Euro-standards do not in practice replace national 
ones, but are incorporated into them. The national 
standard-setters are free to add in additional na- 
tional virtues. So, again, a non-national-standard 
good may have right of entry but in practice has lit- 
tle chance of sale. 

e Small European countries worry that European 
standard-making will be dominated by the West 
Germans, the French and the British who together 
produce 8596 of the new national standards that 
emerge in any year. 

Some of these difficulties are bedevilling the 
most ambitious product-directive yet. This is the 
"machinery directive" which, just 60 pages long, 
hopes to lay down the basic law for up to 4,000 dif- 
ferent types of industrial machine whose manufac- 
ture makes up an industry with an annual turnover 
in the EEC of 120 billion ecus. There is argument 
about how much detail the basic directive should 
contain. There is argument about. how the ma- 
chines should be certified. And the directive is al- 
ready spawning other directives on how the ma- 
chines should be used. 

The basic message in all this is that European 
government cannot, whether the old way or the new 
way, forcibly remove product norms as a means of 
protection or impose them as a source of conve- 
nience. All it can do is limit its own responsibility 
and involvement to considerations of safety, and 
hope that European industry sees that the balance 
of its advantage lies in co-operating rather than hin- 
dering and bickering. Luckily—in high-definition 
television, in mobile telephones, in computer stan- 
dards—there is a mounting enthusiasm within Eu- 
ropean industry for agreeing on new standards in 
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advance, rather than arguing about them after- 
wards. 1992 or not, the feeling of being in one boat, 
with dragons to port and the Japanese to starboard, 
is taking hold. 


Miles cheaper 
Brummi der Fernfahrer (Brummi the long-distance 


lorry driver) is a cartoon figure seen on the side of . 


West Germany's vast and tidy lorries. Brummi 
hopes, Yogi bear-like, to be loved for his stalwart 
role in the German economy. He is in fact an expen- 
sively protected species, whose political influence 
has held up the goal of project 1992 in road- 
transport—a European market in which there are 
no limits on the number of lorries each nation has 
on the roads nor on the routes they run. 

Lorries carry more than half of intra-Commu- 
nity trade by bulk, and the great majority of it by 
value. The regime that controls them is archaic, Just 
over half of all cross-border lorry trips, measured in 
tonne-kilometres, are rationed by bilateral permits 
negotiated between member countries, each valid 
for one lorry trip betweeen the two. Thus Danish 
hauliers have the right to make just 3,000 lorry trips 
a year into West Germany. 

Another 1696 of lorry trips are allowed undet 
Community-wide permits. These are the cónces- 
sions to the idea of the EEC that Brussels has so far 
wrung out of member governments. ‘As part of the 
1992 campaign, and helped by a ruling in the Euro- 
pean Court in 1985 which found the European 
transport regime to be illegal, the commission is 
pushing for a fivefold increase in the number of 
Community-wide permits by the end of 1992. After 
that, it wants all permits scrapped. 

West Germany—whose lorries, with. those of 
Holland, account for one-third of all cross-frontier 
lorry trips in the EEC—has fought the end of the 
bilateral permit system. It argues, against the 1992 
spirit of mutual recognition, that the road-haulage 
market cannot be opened up until the drivers' 
working conditions and the tax regime for lorries 
have been harmonised across the EEC. 

Brummi now seems ready to abandon the fight. 
In any case, it is clear that road-haulage is a business 
which will have changed radically by the end of 
1992. Quite apart from the rapid increase in the 
number of EEC-wide permits, the permit system is 
being undermined by a growing business in contract 
hire. Here, manufacturers and retailers put their 
transport requirements into the hands of 
specialised transport companies, thus blurring the 
distinction between private lorry fleets (which are 
not restricted in their rights to make one-way jour- 
neys to collect or deliver goods) and transport com 
panies carrying goods for a fee, whose trips are 
closely regulated. 

This is an industry in which many aed 
much rationalisation are in prospect béfore 1992, 
with the promise of lower costs for users: A study of 
the American road-haulage industry, which went 
through the same process of interstate deregulation 
in 1980, found that interstate road-transport costs 
fell by 10%. The European Commission guesses 
that road-haulage prices in Europe will fall by 596: 

The deregulatory going will be oder in air 
transport, where the European system of binational 
duopolies is only part of the worldwide pattern set 
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up in the 1946 Bermuda agreement. While project 

. 1992 may make European finance more liberal than 
its American equivalent, it will not match America’s 
accomplishments of the early 1980s in deregulating 
air transport. All that the council of ministers has 
agreed so far is a three-year programme to bring a 
little more flexibility to air fares and a little more 
scope for successful airlines to take more than ex- 
actly half of the passengers on a route shared with 
the airline of another country. 

One hope that things will change faster than 
this springs, as so often, from the European Court. 
Once again the stimulus has come in the form of a 
brave German challenge to Germany's own particu- 
lar penchant for rigging the market. Ahmed Saeed 
Flugreisen, a bucket-shop firm, discovered that it 


furt to Stockholm by buying a ticket for a Milan- 
Frankfurt-Stockholm flight in Italy. Ticket prices in 
West Germany are made particularly iniquitous by 
the outdated fixed exchange rates at which tickets 
are priced under IATA rules. The bucket-shop’s 
wheeze has been challenged in West Germany. The 
case is now before the European Court. The 
chances are that the bucket-shop will win it. 

Even if it does, a breakthrough is by no means 
assured. The commission treads a difficult path be- 
tween European law and the realpolitik of what 


member governments will accept. In the matter of 


the technically illegal air-transport regime, the com- 
mission seems unwilling to push its luck, even with 
the call of 1992 bolstering its courage. 





Executive miscellany 


i pem selected bones are the only parts of the 
grand 1992 vision that this survey will pick out. 
What do they add up to for industrialists who are in 
the grip of the fashionable awareness that "Europe 
is open for business", and that they ought to do 
something about it fast? 

First, there is no "Big Bang" in prospect for 
1992—no red-letter day towards the end, of that 
year on which some new system of trading will swing 
into action. There might, perhaps, have been a cere- 
monial burning of border posts. But, adding up all 
the concessions needed for such a party, one is 
forced to conclude that it will not happen. Borders 
will continue to reinforce Europe's natural diver- 
gences: different languages, different mass media, 
different tastes, different habits. Europe will remain 
a Europe of national markets that become steadily 
more accessible. 

Second, there will not be a European equivalent 
to America's dollar by 1992, though the pressure for 
one will build up faster than most people imagine. 
So selling or subcontracting in the European mar- 
ket will still be bedevilled by transaction costs and 
by exchange-rate uncertainty that cannot be 
avoided (for it is as painful to lose a-windfall profit 
you might have made as to suffer a windfall loss you 
did not cover against). The Bureau Européen des 
Unions de Consommateurs found recently that 
moving 100 ecus across an EEC frontier cost an aver- 
age of 9% and took an average of five days. Price 
lists in foreign currencies; exchange losses that are 
hard to calculate; lingering customs formalities— 
these will suffice to stop the arbitrage-on-whim that 
would otherwise bring different national markets 
for the same products together. 

Third, there will, for most managers, be no 
post-1992 set of Euro-rules equivalent to the na- 
tional ones they are used to. In principle, mutual 
recognition of regulations will have opened up mar- 
kets; in practice, it will be up to businessmen to dis- 
cover what they can get away with. It is going to take 
more European case law to discover what Dutch 
banks can do in Wiesbaden, whether tiles built to a 
British interpretation of a European standard can 
get building insurance in France, or whether 
Tiefbau of West Germany really has a chance of get- 
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ting a public-works contract in Huddersfield. 

So where is the good news? First, the cost of 
transport across Europe will come down. A newly 
introduced “Single Administrative Document" for 
taking goods across frontiers is a big step in the right 
direction; and if there is any area in which govern- 
ments will be under pressure to honour the expecta- 
tions they have generated for 1992, it is in trimming 
commercial frontier delays to an absolute mini- 
mum. Meanwhile a deregulated road-haulage busi- 
ness will lower its prices, and the airline industry will 
be under sustained pressure to cut its overpricing, 
too 


Frustrations will switch to-transport infrastruc- 
ture, Shortage of airspace, runways and motorway 
lanes will become the limiting factor. There will be 
argument over the impact of cheaper transport on 
the environment. (Austria, a non-member of the 
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could offer a much cheaper flight from, say, Frank- 








Official 1992 is 
happening slowly, 
but some 
businessmen are 
anticipating it fast. 
Here are some 
general suggestions 
on how managers 4 
can make haste ^ 


sensibly 
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EEC which provides one of the main truck-routes to 
Italy, will figure prominently here.) Rail transport 
will undergo a renaissance. The construction indus- 
try will profit. | 

Moral for businessmen: There will be mounting 
competitive pressure to concentrate production in 
fewer plants, made flexible enough, through auto- 
mation, to serve Europe's variable tastes. Unilever, 
for example, will make all its dishwasher powders 
for Europe at one plant in Lyons and all its "'toilet- 
soap" at one plant in Port Sunlight. The distribu- 
tion of consumer products will, however, remain 
mainly in national hands. 

. Second, there will be less. protectionism- 

through-standards than there was in the past, and 
much less of the nonsense of working up competing 
national standards for new technologies before try- 
ing to reconcile them into European ones. No 
breakthroughs will happen here: the example of the 
new machinery directive shows what a slog lies 
ahead. But the 1992 spirit has altered the psychol- 
ogy with which governments and national champi- 
ons are approaching this matter. 
Moral for businessmen: as in finance, they need 
to be closely aware of and involved in the develop- 
ment of the industrial norms that will shape their 
products in the European market. In the shadow of 
IBM, for instance, Bull of France, iCL of Britain, 
Nixdorf and Siemens of West Germany, Olivetti of 
Italy, and Philips of Holland have all been pushing 
constructively for a common standard that will al- 
low competing computers to interconnect freely. 
This is a campaign in a war that stretches well be- 
yond Europe; but it helps with project 1992. 

Third, there will be slow but steady progress to- 
wards greater openness in government procure- 
ment; partly because the rules will be policed more 
effectively, partly because the right of jinxed bidders 
to appeal to national courts will concentrate the 
minds of buyers in the public sector, and partly be- 
cause of a more cost-conscious approach to public 
spending throughout Europe. ess on indus- 
trial standards will help here, too: public procurets 
often.use national standards to specify what they 
want. As for the customers of the traditional state 
enterprises—telecommunications, airlines and so 
forth—they will tend to shop around increasingly 
anyway, particularly if privatised. Even the conser- 
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vative Bundespost of West Germany recently placed 
an order for “data-over-voice” equipment with 
Racal of Britain. | 

Moral for businessmen: any company that relies 
on (non-defence) public procurement in one coun- 
try for more than 25% of its sales ought to look for 
the custom of other governments, or spread its sales 
away from government. 

Fourth (some businessmen will see this as bad 
news), the reduction of frictions and restraints in 
the European markets will make competition from 
non-European companies stiffer. Although the 
Community's external-trade policy, post-1992, has 
not yet been worked *out, and despite recent cam- 
paigns against dumping’and “screwdriver plants”, 
the effect of a more open European market will be 
to align European trade policy with that of its more 
liberal members. Non-tariff-barriers like voluntary 
restraint agreements will be tougher to organise. - 

Curiously, even though 1992 should make life 
easier for non-European multinationals, it may sap 
their relative advantage. They have, till now, been 
able to exploit big-company efficiencies against frag- 
mented competition in a fragmented Europe: that 
position of relative superiority will be undermined. 
Moral for businessmen: even big, pan-European 
multinational companies should re-examine their 
structures in Europe with project 1992 in mind. IBM, 
for example, organises its manufacture by conti- 
nent, but its sales by country. It thinks this structure 
should suffice, post-1992. Will it? Perhaps custom- 
ers will buy where margins and VAT rates are lowest 
and then freight their computers in. They might, in 
these software-dominated times, prefer to deal with 
a Europe-wide iBM specialist for their industry 
rather than a less-specialised salesman in their own 
country. 


Riding the wave 

None of this is in itself the stuff of panic. Project 
1992 presents businessmen with a gradually ex- 
panding opportunity in a European market that has 
long been there; and a gradual threat to any “nice 
little earners" at home that have not already been 
spotted. Viewed in isolation, project 1992 should 
not force companies to do something fast, at the ex- 
pense of something sensible. 

Unhappily, this gentle prospect has been over- 
laid with a takeover wave that upsets calm reflec- 
tion. Shearson Lehman Hutton, says that the num- 
ber of its assignments to "find something to buy" 
for European companies is running at three times 
what it was a year ago. Project 1992 provided a pre- 
text for Mr Carlo De Benedetti's takeover forays 
into France and Belgium. It also created a political 
climate that has made possible deals that would 
have been blocked by governments five years ago. In 
the mid-1970s, for instance, GKN of Britain tried to 
strengthen its position in the European motor-com- 
ponents field by bidding for Sachs of West Ger- 
many. The deal was stopped by the West German 
Cartel Office on narrow, technical grounds. The 
spirit of 1992 would almost certainly have tipped 
the scale the other way today, just as it did recently 
when the French finance ministry tried unsuccess- 


fully to block the purchase by the Financial Times 
Les Echos. 
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between the twelve countries will have beei removed. 
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the European market, what should a medium-sized 
European company do? One specific answer comes 
from two little-known companies, one Dutch the 
other French, that have just joined forces to exploit 
the European marker for petfood. 

B.V. Safari is a Dutch private company making 
dried foods for livestock and pets. Continentale de 
Conserves is a French private company that makes 
upmarket tinned foods and tinned petfoods. Both 
companies are the same size, with annual sales of 
something over FFr300m ($50m). 

Their 1992 plan has a nice symmetry to it: 

@ Each will take a stake of about one-third in the 
other. 

@ Each will have the exclusive right to market its 
own products, and the products of the other, in its 
own country. 

@ They will jointly own a marketing subsidiary 
which will sell the products of both firms across the 






tx 


rest of the European Community. 
e They will jointly run and finance a research and 
development unit. 

The virtues of the plan? There is a good fit be- 
tween the products of the two companies, within a 
clearly identifed business. Each partner will go on 
playing to its existing strengths in the country that it 
understands, but with a wider range of things to sell. 
The effort, emotion and cost of a takeover are 
avoided. Relatively little day-to-day collaboration is 
required. On the other hand, the cross 
shareholdings make sure that both companies gain 
from the success of the whole adventure. 

Europe must be full of companies that have a 
fine market or brand position at home, and that 
want-to "Europeanise" themselves rapidly without 
losing their independence. For them, a “twinning” 
formula of this sort would seem to have much going 
for it. 





From the redwoods to the Gulfstream 


NCONTESTABLY, the vision of a great Euro- 

pean internal market grew out of admiration for 
the American version. The idea of the 1992 cam- 
paign gained momentum in the early 1980s when 
President Reagan's America was walking at its tall- 
est and when Europe was most troubled by the per- 
sistence of its unemployment and by the challenge 
of cheap-yen Japan. 

Yet the ingredients of America's internal mar- 
ket are seldom analysed to see what messages they 
hold for Europe. Mr Jacques Pelkmans, professor of 
economics at the European Institute of Public Ad- 
ministration in Maastricht, Holland, published one 
such analysis as part of the commission's recent 
Cecchini research into the costs of "non-Europe". 
Here are some points gleaned from that study. 

Americans presume their country to be a great 
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market: they do not think much about the greatness 
of that market, but take it for granted. This pre- 
sumption overwhelms many economic peculiarities 
in American states that resemble the barriers to 
trade that are being tackled in the white paper's 300 
directives. Such anomalies are wrinkles on the face 
of America's economic unity. Europe starts from 
the other end: the wrinkles of its national markets 
are today s reality, the commission's idea of smooth- 
ing them away is the oddity. 

The American presumption is founded on the 
Interstate Commerce clause of the constitution: 
"The congress shall have the power . . . to regulate 
commerce...among the several states." This 
clause is the equivalent of article 30 in Europe's 
Treaty of Rome, on which much case law, including 
"Cassis de Dijon”, has been built: "Quantitative re- 
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strictions on imports and all measures having equiv- 
alent effect shall . . . be prohibited between member 
states." But the less precise American version has 
been powerfully interpreted over 200 years to mean 
freedom for the flow across state lines of just about 
everything alive, inert, tangible or intangible that 
could conceivably cross them. Under European case 
law product-safery takes precedence over freedom of 
movement for a product; in America, state product- 
safety laws may not be framed that interfere with 
freedom of movement. 

Even so, Europe can gain a sense of perspective 
from the American state barriers listed in the 
Pelkmans study: 

e America deregulated interstate trucking only in 
1980. Within 43 states, the right of entry into the 
road-haulage business is still restricted. In Texas 
price competition in the trucking business is 
outlawed. 

@ American lorries are checked at the roadside to 
make sure that their drivers have bought a quantity 
of (taxed) fuel in a state consistent with the miles 
run in that state. 

e Twenty states have preference laws for public pro- 
curement that allow them to overrule a price dif- 
ferential of up to 5% in favour of a local tender. The 
legal provisions for fairness in the vastly more im- 
portant federal-procurement market are draconian, 
however. Successful bidders often pay their compet- 
itors not to file suits challenging their contracts. 

@ Interstate bank branching is largely prohibited, 
but the offering of banking services across state 
frontiers is not. This has led-to nationwide corpo- 
rate banking but highly fragmented retail banking. 
@ Insurance companies are state controlled, often 
with price fixing. The idea of "home" control envis- 
aged in Europe is strongly rejected. The result is that 
the American insurance industry is fragmented 
with, as in banking, a strong political lobby to keep 
it that way. 

e California, unusually, prevents imports of citrus 
fruits (to stop disease) and searches cars corning in 
from neighbouring states to enforce the ban. It is 
also famous for having gone-it-alone in applying 
strict anti-pollution controls to cars for a time. 





| At last, something to parley over 


@ Interstate differences in the excise duties on ciga- 
rettes led to exactly the tax-dodging problem that 
threatens project 1992. State governments re- 
sponded with random searches and border checks 
for bootleggers, but corruption undermined this en- 
forcement and in the mid-1970s thousands of 
wholesalers and retailers in high-tax states went out 
of business. The answer was a federal law and a fed- 
eral crackdown on bootlegging, which worked. A 
suggestion for Europe here? 
e Sales taxes range from zero to 996 in America, 
with the gap between neighbouring states usually 
being less than five percentage points. There are no 
interstate border controls and tax differences on 
this scale have proved sustainable over the vears. 
But America's great distances and sparse popula- 
tion provide insulation that will not exist in Europe. 
America has thus been able to apply the “com- 
petition between rules" that mutual recognition of 
laws will bring to the European internal market. 
This competition has allowed American states to 
preserve administrative variety in response to local 
wishes. The competition has not led towards unifor- 
mity nor necessarily downwards to “no tax and no 
services: it has led to a balance between the two, 
finding different answers in different places. 


A message from America 


If such anomalies can coexist with the presumption 
of a great market, what is the stuff of which the 
Américan market is made? One language: One cur- 
rency. The absolute freedom to live and work in any 
state. The virtual absence of technical barriers to 
trade in goods. The absence of any customs controls 
at state frontiers. National television networks car- 
rying national advertising. And all of these having 
their effect under a powerful federal government, 
elected nationally, taxing and spending nationally, 
and providing national defence and -national 
infrastructure. 

It is not hard, going through that list, to strip 
away the components that cannot apply in Europe, 
soon or ever. Different languages, and thus pre- 
dominantly national media, will remain. The abso- 
lute freedom to live and work across Europe will ex- 
ist before too long, de jure; but de facto the impact 
of it on Europe’s well-rooted peoples, or the con- 
tribution it can make to the economic adjustment of 


- different countries in Europe, will be small for a 


long time. It would be pushing on a piece of string to 
try to build a great European market by encouraging 
the free movement of people within it. 

The administrative power of the centre? This 
survey explained at the start that practical measures 
of European integration have driven the develop- 
ment of Europe's central government, rather than 
vice versa. It is already clear that the fall-out from 
1992 will reinforce the influence of Europe's institu- 
tions. Inside the commission, 1992 has already 
given officials new confidence as they thumb 
through their dog-eared copies of the Treaty of 
Rome to remind themselves of their powers. In the 
European Parliament, the new right to a second 
reading of EEC directives has markedly increased the 
practical influence of its members. Combined with 
the local impact of many of Lord Cockfield’s 300 
directives, this influence will give MEPs more real is- 
sues to champion (or duck) when they seek re-elec- 
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As 1992 approaches, businesses are 


increasingly aware of the need to look beyond 
"e their national borders into a wider market, offering 
e | greater opportunities. But the elimination of trade 


P" barriers will expose them to greater competition as well. 
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tion at home. Project 1992 will thus make European ^ 


politics more real on the national hustings. 

The role of the European Court of Justice is 
clear, and enough has been said about the 
vaguenesses being thrown up by project 1992 to 
make it obvious that the development of the EEC is 
likely to remain much influenced by court cases. 
The court will soon be doubling its. number of 
judges with a new Court of First Instance to cope. 

The fiscal power of the centre? Here is a crucial 
American element that Europe will have to match 
in time and in its own way. The discipline of tighter 
monetary formation-flying in the EMs is going to be 
tough on the countries too weak economically to 
keep up. They will be hindered in devaluing their 
way back into contention. Their workforce might, 
in theory, seek richer pickings elsewhere, but won't 
want to. They can borrow, certainly, but-not by 
printing their own money, and from a world. that 
has learnta thing or two about sovereign credit risk. 

In America two mechanisms relieve the strain 
on the poorer states. People move out; Fiscal relief 
from Washington moves in—automatically because 
poor states pay less tax and attract more federal 
spending. Somehow the zec will have to arrange 
that morethan the cyrrent one-fortieth of its public 
spending pours into and out of a common, Conimu- 
nity pot, and so gets automatically redistributed. In- 
deed, the extent to which this happens is probably 
the ultimate constraint on the degree of economic 
integration that Europe will find it politically possi 
ble to achieve, | 

The ingredients of the American presumption 
that remain are the single currency and the freedom 
of goods to cross state lines. A single currency does 
not feature in the European white paper.-It has 
gradually become more of a talking-point of late as 
the probable consequences of a single European 
market in finance have become clearer, Nó EMU-like 
sprint towards a merging of central banks is needed: 
history suggests it would. be counterproductive. 





Free movement of goods 





And the constraint just mentioned limits the rate at 
which a one-money Europe can emerge. 
What is required is steady development of what 


* exists already. The EMs's exchahge-rate-smoothing 


Pa 


pact will require more and'miöre joint-plannning of 
monetary policy.to deliver its smoothness. The ecu, 
the currency that i$ a basket of Europe's individual 


currencies, must. be allowed'to thrive in private f- 


nance on the strength of its own convenience. Eu- 
rope's goyernments could do more to-make the ecu 
sound (by tinkering with its basket-formula) and fa- 
miliar (by merging official and private use of the ecu, 
and by inviting tenders for procurement contracts 


-in it). But basically they need do no more chan sat- 


isfy the private sector s interest in it. 

Such a "parallel ecu^ could. provide Be EEC 
with an appropriate, transitional money-system. 
There would be national, smoothly adjustable, 
means of payment for static workforces of differing 
greed and productivity. But there would also.be a 
EEC-wide accounting ünit (and store of value) that 
would make Parone ge priceslists and price com- 
parisons easier, and afford protection-by-averaging 
to those who used it. Until European central gov- 
ernment has evolved a lot more, that will be about 
as far towards one-money America as the EEC can 
hopetomove ~ 

The remaining American ingredient of project. l 
1992 that is both accessible and slipping away is the 
removal of.customs controls between states. Noth- 
ing can undermine all the other obstacles touched 
upon in this survey more than certainty among busi- 
nessmen and consumers that the vast majority of 
goods can cross European frontiers without inspec- 
tion, delays ór payments. The removal of customs 
controls is the proof thar Europe's governments are 
disarmifig themselves in the shaping of intra-Euro- 
pean trade. 

Tax holds the key to this prospect, and thus to 
govérnments honouring the expectations for 1992 
that they have raised. They do not like the commis- 
sion's logic on this issue. They have not been able to 
assail that logic. A meeting of minds is vital. Gov- 
ernments must realise that some reorganisation-in- 
advance of the indirect tax structure is a must if the 
borders are to open. The commission must aban- 
don all vestiges of the habit; to which it is prone, of 
harmonisation for harmonisation's sake. The im- 
portant thing is not Community-wide tax bands: it 
is only that the tax differences between contiguous 
states should not:be too large to survive an opening 
of frontiers. There could. be room for a'still more 
flexible solution here—a sort of tax-rate cascade. 
Perhaps tax-dodging by mail-order needs special 
treatment, too. Perhaps differences in excise duties 
should be sustained, as in America, by an EEC-wide 
anti-bootlegging regime. 

So far, governments have preferred not to ad- 
dress the problem, claiming that it is vastly over- 
rated. They have, instead, paraded the progress 
made against the barriers within, and the changes in 
business attitudes that they have brought about. 
These are great, even historic, steps forward. But do 
not be fooled. Until governments have come up 
with some probably imperfect but customs-free so- 
lution to the tax problem,a proper internal market 
in Europe will not exist. 
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Mission efficiency means that the A109 
Widebody helicopter is the perfect 
partner for whoever has to get anywhere 
everywhere, fast, easy and always. 
With this objective in mind, the A109 
Widebody incorporates the most 
sophisticated systems technology, 
allowing it to take off and land at any time 
of day, every day of the year, under an 
atmospheric conditions, regardless of 
obstacles which may be set up by 
man or other. 
Travel in style and comfort at over 
150 kts at the lowest operating cost. 
| JA is why the A109 Widebody is the 
“only executive helicopter category two 
zi instrument certified. 
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How do you find your 


bearings when 
the landmarks float? 





In this world of floating interest rates and rapidly shifting 
foreign currency values, following yesterday's safe course could have 
grave impact on your ability to compete tomorrow. 

To survive in today's global economy, businesses must learn to 
navigate in a highly complex, increasingly volatile environment. 

At Chemical Bank, we specialize in helping businesses weather 
perilous financial environments. In fact, Chemicals expertise can 
even help your company gain a competitive edge through more 
efficient and imaginative management of your interest rate expense 
and foreign market exposure. 

Our commitment and experience are respected throughout the 
world. Chemical Bank is ranked number one and two worldwide in 
forex forecasting and foreign exchange trading by the Euromoney 
Corporate Finance survey of corporate treasurers. And were a major 
force among banks the world over in providing products that help 
protect our customers from the adverse impact of interest 
rate fluctuations. 

As the world gets smaller, the risks loom larger. Backed by 
experience, technology and a large capital base, Chemical can help 
you chart a course based upon your particular needs now and in the 


future. After that, it’s smooth sailing. 


CrEMICALBANK 


The bottom line is excellence? 


























Some things shouldn’t be left to chance. 


Selecting international asset managers, for example. Only a few are seasoned 
professionals, committed to conservative yet innovative investment prin- 
ciples. With the experience to meet the requirements of the multimarket in- 
vestor in today’s turbulent environment. 

If your investment goal is long-term capital preservation and enhancement, 








consider Bank Julius Baer, one of Switzerland’s leading private banks. We have 
served private and institutional investors for over 40 years. 
Bank Julius Baer. Some things shouldn't be left to chance. 


Bp 
BANK JULIUS BAER 


For the Fine Art of Swiss Banking 





Zurich - London - New York - Geneva : San Francisco : Mexico City - Hong Kong : Tokyo 





The current issue as our deae rne intéimationa investor analyzes the pastor European 
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BRITAIN 


Abused by adults 


HOSE who eagerly looked forward to 
the unmasking of villains in the report 
on the Cleveland child-abuse scandal, pub- 
lished on July 6th, were disappointed. It 
took a no-nonsense female judge, Lord Jus- 
tice Butler-Sloss, just over five months to 
unravel the evidence given at the 74-day ju- 
'icial inquiry and knit it into logical shape. 
he concluded that lack of communication 
between the agencies involved was more to 
blame than specifc individuals— 
though the situation was aggravated 
by excessive zeal on one side and en- 
trenched attitudes on the other, and 
made still worse by the unhelpful in- 
terest taken by the press and by some 
members of Parliament. 

On the most sensitive issue— 
how many allegations of child sexual 
abuse were incorrect—the report is 
inconclusive. True, 98 of the 121 chil- 
dren diagnosed between February 
and July 1987 as having been sexually 
abused have since been returned to 
their families. But some are still either 
wards of court or subject to restric- 
tions. Many of the children had in- 
deed been sexually abused. For those 
who had not, a batch of lawsuits is 
now expected. 

It is now recognised that the sex- 
ual abuse of children is more wide- 
spread than was once realised. As the 
Clevelarid report shows, those in- 
volved were sincerely trying to deal 
with something whose existence they 
thought many of their opponents 
would refuse to accept. Like mission- 
aries dealing with pagans, they got 
carried away by their new-found en- 
thusiasm, but that did not mean they 
were wholly wrong. 

The figure at the centre of the 
controversy was Dr Marietta Higgs, a 
paediatrician with an interest in child 
sexual abuse who was appointed to Middles- 
brough general hospital in January 1987. 
She brought with her a novel method for 
detecting abuse known as reflex anal dilata- 
tion learned from Dr Jane Wynne, a 
paediatrician in Leeds. Dr Wynne had writ- 
ten up the technique in an article in the 
Lancet in October 1986. 

Dr Higgs relished the opportunity of us- 
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ing this new method to uncover child sexual 
abuse in a deprived town like Middles- 
brough, where one child in three is illegiti- 
mate. She found a ready ally in another 
paediatrician, Dr Geoffrey Wyatt. A third 
firm supporter was Mrs Sue Richardson, 
child-abuse consultant at Cleveland coun- 
cil's social-services department. By the early 
summer of 1987, the number of cases of 
child sexual abuse being diagnosed by the 
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Mothers suffered ino. Y 


two doctors had risen to a point where the 
local authorities and the police could no 
longer cope. The local mp, Mr Stuart Bell, 
became involved and drew in the press. He 
is much criticised for intransigence in the 
Butler-Sloss report. 

The local police were always sceptical of 
Dr Higgs's findings. Dr John Irvine, the po- 
lice surgeon, disputed her methods to such 


an extent that he seems to have persuaded 
himself that all her diagnoses were bound to 
be wrong. Mrs Richardson and Dr Higgs re- 
acted by trying to exclude the police from 
their deliberations. Communications gradu- 
ally broke down entirely; senior staff did 
nothing to repair them. 

The health minister, Mr Tony Newton, 
told the House of Commons on July 6th that 
the government was acting to prevent à 
Cleveland happening again. The govern- 


ment has issued a raft of new guidelines to ` 
social-services departments, doctors, nurses, — 


education and health authorities and the 
police. Mr Newton also repeated'his earlier 
promises of legislation to tighten up and 
clarify child-care law, including some 
strengthening of parental rights. He skated 
over Lord Justice Butler-Sloss's advo- 
cacy of a family court that would in- 
clude a new special office of child pro- 
tection; the Treasury is worried about 
the possible costs. 

Four main lessons emerge from 
the Butler-Sloss report: 
e Too many poorly co-ordinated 
agencies are involved. Hospital doc- 
tors, general practitioners, social-ser- 
vice departments, police, charities 
and health authorities constantly trip 
over one another. The same problem 
has bedevilled community care for 
the old and mentally ill. For them, a 
recent report recommended that lo- 
cal-authority socialservice depart- 


ler-Sloss suggests "specialist assess- 
ment teams" to co-ordinate interests. 
They should be set up quickly. 

e Current training is poor, not just 
for police and social workers, but for 
hospital consultants, general practi- 
tioners and teachers. Mr Newton has 
offered £7m to support better social- 
work training, rather more than the 
derisory £1m earlier proposed by the 
government. More needs to be done 


vice. The aim should be to ensure 
that everyone who might be brought 
into a case of child sexual-abuse is 
properly equipped to cope. 

@ Professional power can be too forcefully 
exercised. Cleveland's social-services de 


partment was overawed by paediatricians. 


who reckoned they were contributing to a 
"major development in child health". The 


health and police services were similarly — 
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powerless against their own experts. Part of 
the remedy lies in training. But more mod- 
esty and a willingness to countenance criti- 
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ments should be put firmly in charge. 
For abused children, Lord Justice But- ` 


for doctors, including training in ser- — 














BRI TAIN 
cism would be good for al Re RES in 
the light of Cleveland. 
€ The accepted wisdom is that in all child- 
abuse cases the welfare of the child must be 
paramount. That must be right: previous 
f candals involving social workers and chil- 
dren have nearly always arisen because chil- 
‘dren were left with their families for too 
long, not taken away too early. Neverthe- 
ke ess, Cleveland's experience has shown that, 
n sexual abuse cases, the rest of the family 
Ed more consideration. The report says 
that parents should be involved in case con- 
ferences unless there are overwhelming ob- 
jections, and they should be kept informed 


at all times. Even where sexual abuse is 
Et 


North Sea disaster 


A risky business. 


AT 9.30pm on July 6th a massive explo- 
^q sion ripped apart Occidental Petro- 
leum's Piper Alpha oil platform, some 120 
m" niles north-east of Aberdeen in the North 
a. 12 hours later it was still on fire. As The 
E iconomist went to press some 63 survivors 
had been picked up; as many as 170 men 
we missing, presumed dead, two from a 
rescu e-boat which caught fire. That makes it 
the North Sea oil industry's worst disaster. 
- The 650-foot-high platform had been 
ope ating since December 1976, producing 
|, gas and natural-gas liquids. In 1984 it 
E is shut down for five days after an explo- 
‘sion in the module which separates gas from 
gas-liquids. But as recently as June 28th 
P oe Alpha passed its regular government 
safety inspection. So what went wrong? 
In the explosion the platform's living 
quarters were completely destroyed. For 
safi ety reasons, the production and accom- 
tion areas of the platform are kept as 
f fa apart as possible, So the explosion may 
h ave originated in an accumulation of gas 
below platform level rather than in the pro- 
d iction area itself. When the gas blew up it 
pu have ignited the highly-pressurised oil 
nd gas-liquids being produced at the time, 
aps causing a further explosion and fire 
wh hich split the platform in half. 

The death toll on Piper Alpha could 
have been higher. Weather conditions in 
š area were good. An emergency-support 

hip, the Tharos, was nearby at the time of 

blast, and managed to pull a large num- 

Ee - of survivors from the sea. NATO warships 

reached the scene by daybreak. Even so, it 

to xol six hours before the first casualties 
re ed hospital in Aberdeen. 

F Morė than 28,000 men now work in the 
! British sector of the North Sea; since 1973 
104 have died in accidents on installations 
and some 690 have been injured. Before this 
week the worst disaster in the North Sea 
had been 1980's overturning of the platform 
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strongly suspected, it may be wrong to re- 
move a child from its family hastily. 

The most significant point about the 
Butler-Sloss report is not what it recom- 
mends but what it does not say. It does not 
say child sexual abuse is a figment of femi- 
nists’ imagination. It does not disdain the 
job of social workers (indeed, it goes out of 
its way to praise it). And it does not look 
forward to an era where fewer cases are re- 
ported. It recognises that the pain and suf- 
fering of “false positives” can be as bad or 
worse than “false negatives”. But the rem- 
edy for that is better co-ordination, im- 
proved training and new laws. It is not to 
sweep the subject back under the carpet. 


Alexander L. Keilland in the Norwegian sec- 
tor, which killed 123 men. Safety precau- 
tions on platforms and rigs are designed to 
cope with fires and small-scale explosions, 
and to stop leaks or blow-outs before they 
become catastrophic. But in the event of an 
instantaneous blow-out—or a bomb—lirtle 
can be done. It is no comfort to recall that 
Mr Red Adair, the Texan troubleshooter 
who has fought over 2,000 oil-well fires, pre- 
dicted at the time of the earlier Piper Alpha 
explosion that the North Sea would one day 
be hit by a major catastrophe. 





Rover 


Decommissioned 


HIS free-market government, dedicated 

to the ideal of competition, has found 
itself outgunned by Brussels bureaucrats. 
Much to Mrs Thatcher's displeasure, the 
European Commission is accusing her of 
her least favourite sins: supporting a lame- 
duck industry with taxpayers’ money, and 
promoting unfair competition. 

It is the planned sale of the Rober 
Group to British Aerospace (BAe) which is 
the target of the Commission's wrath. The 


British government wants to inject £800m ` 


into the company if the sale of the carmaker 
for £150m goes through. It says this will 
cover not only Rover's £560m debts re- 
ported at the end of the year, and any that 
arise in 1988, but also a £168m restructur- 
ing programme. Nonsense, says the commis- 
sion: the figure includes a large chunk of 
subsidy. 

This week the trade secretary, Lord 
Young, spent three hours closeted with Mr 
Peter Sutherland, Europe's pugnacious 
commissioner for competition policy. The 
talks seem to have made some progress to- 


wards a deal that both sides can accept, per- 
haps within the next ipe did The commis- 
sion wants a reduction of at least £200m- 
300m in state aid to Rover. If the British 
government agrees, BAe will then have to de- 
cide whether it still wants to buy Rover. 

It went into the deal with its eyes open. 
It knew that the commission had recently 
made a number of decisions of this kind. 
When Rover merged its trucks division, Ley- 
land trucks, with Holland's DAF early last 
year, for instance, the commission cut from 
£750m to £680m the cash injection offered 
by the British government to cover associ- 
ated restructuring costs. 

This time stockmarket analysts were ex- 
pecting a similar enforced reduction of 
about 1096. Will BAe still be interested if, as 
seems likely, the cut is 3096? Probably. Even 
at that price, Rover looks like a bargain. 
And BAe has won several new orders re- 
cently, whose advance payments will proj 
up its balance sheet. One mischievous sug 
gestion is that the government might com- 
pensate for lower debt write-offs by upping 
the amount BAe will receive in launch aid on 
its Airbus project. 

The commission could block the deal al- 
together. It forced a French textile com- 
pany, Boussac, to return aid it had received 
from the state. But with Rover, Mr Suther- 
land is more likely to take the line he took 
over the privatisation of the Renault car 
company. The commission then agreed to 
overlook a total of FFr20 billion ($3.4 bil- 
lion) in past subsidies and existing govern- 
ment-guaranteed debts, making it possible 
for the French government to sweep clean 
the company balance sheet, in return for a 
pledge to stop all subsidies once Renault be- 
came a private company. 

The commission will argue that any cash 
above what is required to clear Rover's bal- 
ance-sheet of debts will in effect be future 


subsidies, and cannot be allowed. It is unim 


pressed by the British argument that this is 
the last dollop of aid Rover will get: Mr Nor- 
man Tebbit claimed the same for Rover's 
previous incarnation, British Leyland, when 
he was trade secretary. 

What if the deal falls through? Rover 
has plenty of other potential suitors. But all 
are foreign, and are likely to want more lay- 

















Vhen the government considered 
g the group to Ford in 1986, the furore 
ng. n backbenchers forced it to 
helve the pl an. This time, having seen the 

fh involved in bringing about a Brit- 
i embers of Parliament might 





en's disci Mr Carl Hahn, 
d that his company would seri- 
ler buying Rover if the European 
sion. stopped the BAe/Rover deal 
through. Lord Young, who negotiated 
leal, has said that four carmakers had 









firm, despite BAe's optimistic talk 
he commission sticks to. its 
me of the money the govern- 


aerospace: 














D : erybody involved in this unpromising deal a 
chance for second thoughts. 





ud The economy 


The scribbling on. 
the wal 





YN FIVE weeks Britain's base lending rate 

| has risen five times, from 7⁄2% to 10%. 

c Many Cit 

Jor of the exchequer, Mr Nigel Lawson, dis- 

isses as “teenage scribblers | trying to get 

. their names in the newspapers" —now think 

~*~ gates could reach 1196 or even 12% before 
«the end of the summer. 








Interest rates are a full percentage soe ! 


.igher than in early March, when Mr 
~ Lawson and Mrs Thatcher first fell out over 





monetary policy. With domestic demand ` 


- booming, that may not be enough. - 
< € Consumer spending continues to outpace 
- . disposable incomes. Consumer credit rose 


En £1.1 billion in the three months to May 









mpared with £860m in the previous three 

ths. The volume of retail sales rose by 
e year to May and, with the budget 
ts only just finding their way into 





«to continue. 
..€ The rapid growth in the broad measures 
^. of money has long given cause for concern. 
"Now wo, the Treasury's favourite measure of 
a money, which consists mainly of notes and 
coins, has picked up sharply. Economists in 
he City estimate that it rose by more than 
b inthe year to eer above i its target 















lant closures than BAe would have 


n an interest in the company before he - 
ounced in April that serious negotia- 
tions with BAe had begun. Mr Hahn says he 
^. met Lord Young to talk about Rover a few — 
- days before the announcement. Rover is. 
- probably worth more to a carmaker thanan . 


| offering BAe is in effect a subsidy: 
that should be disallowed, that may give-ev- - 


»economists—whom the chancel- 


tea s forecast of £4 billion 








orkers’ pay packets, the spree looks likely. 
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erage of 10% in the second quarter of this 
year, to 19% above their level a year earlier. 


This: was the second biggest quarterly rise 
-since the figures were first compiled‘in 1952, 
and is partly the result of the chancellor's. 
decision to limit tax relief from: August. Ist 
:.to £30,000. per prop 

ets to: bring forward their purchases. The . 
| risk is y that: the explosion in house prices 


rty, encouraging buy- 





by pust hing up wage demands: by making 
Nus feel wealthier and hence encouraging. 
. them to spend more; or by creating the col- 
lateral for further borrowing. — EDO 
- € Wage settlements continue to creep up. 
Economists at Morgan Grenfell expect the 
~-12-month rate of increase in earnings to 
+ reach. 10% by the end of the year. - 
@ The reported current-account deficit 
E: reached £4.1 billion in the first five months - 


of this year compared with only £1.6 billion - 





in the whole of 1987. The teenage scribblers 


have pencilled in figures of around £10 bil- 


lion for 1988—more than. double. Mr 


e gs. Í In 





: net. invisib e. earnings ce yas bel 


me period of 1987. Phillips & 


Aut the ii on 1 invisibles 


investment oe | 
awson’s second reason for inis 


| to ferii is that he believes the deficit will be 





asv.to finance he current-account deficit, 





he argues, reflects not the weakness of trade 


but the success of the British economy 


Trade balance 


i Current-account 
i balanoa = 2 


“1985 = | 
k Sa 680; Department of Trade and industry. Bank of England | ‘Building Sedetes A Assocation 


; America i in 1983-84. 
“not be too complacent is simple: the 
_ tionary pressures. If investors suddenh 

“rate of inflation will quic 

But fiscal policy,. if adjusted for the stii 

-than raise taxes or impose credit contro! 

Mr Lawson has placed his faith in higher 
terest rates. His ability to push them u 


. constrained by the fear that higher in 
rates would push up sterling. Compa 


: Briain needs is weaker investment 


Kensington by-election a | 
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which makes foreigners eager ti to inve 
Exactly the same argument was: he 


"The main reason that Mr Lin 
nal deficit is a symptom of suppres 
fright and send the pound tumbling 

The government's budget is i 


of demand, is less tight than it seems. Rat 
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| A Savoy opera 


.| Or, Lord Forte’s obsession 


to you, pooh-pooh to you.” 
How sad that Gilbert and Sullivan, most 
of whose operas were first performed at 
the Savoy theatre, are not able to bring 


) A bah to you. Ha-ha to you. Sing 
| boo 





tel group to the stage. Amid a cast of nobs 

born sneering, the show has the Savoy's 

= || Sir Hugh Wontner (Clerk of the Royal 

Kitchens) gallantly protecting his hotels 

from abduction by pirates led by the buc- 

caneering Lord Forte, chairman of 
| Trusthouse Forte. 

E] Lord Forte launched his bid for the Sa- 
=|| voy group, whose other hotels include 
| Claridge's and the Connaught, in 1981. 

| | THF acquired nearly 7096 of the shares— 

so that the Savoy is a THF subsidiary under 
the Companies Act—but only 4296 of the 
votes, thanks to a complex A and B share- 
voting structure. THF has since been trying 






















_ date, was the paper's executive editor until 
- his selection last month. 
—. The by-election also has a broader sig- 
nificance. One year after both of Mrs Mar- 
_ garet Thatcher's first two election victories, 
~ Labour was ahead in the opinion polls. In- 
. deed by June 1984 Labour had gained 16 
- percentage points. This time it is different. 
— Mrs Thatcher won the 1987 election by 11 
= percentage points: the latest opinion polls 
_ sshow that the Tories still have a 10% lead. 
By-elections occur less frequently than 
. they did during the 13 years of Tory govern- 
ment between 1951 and 1964, when they av- 
. eraged one a month. Since then there have 
. only been half as many. To enter Parliament 
asa result of one gives a big advantage to an 
. MP. He or she will have enjoyed some elec- 
_ tion limelight, and will have become known 
to the party bigwigs. New entrants at a gen- 
eral election can languish unrecognised for 
- years on the back benches. 
= The bookmakers put Mr Fishburn at 9 
. to2on to win. He has a strong opponent in 
_ Labour's Mrs Ann Holmes, a housing ex- 
_ pert and Shirley Williams look-alike who de- 
. scribes herself. as an unrepentant 
X Kinnockite. The two centre parties which 
once formed the Alliance are both standing, 
. mainly to try to beat each other. The Social 
. and Liberal Democrats (SLD) have Mr Wil- 
- liam Goodhart, the Alliance candidate for 
. the constituency in 1987. The Social Demo- 
. erats (spp) fielded a candidate against the 
. advice of some of their leading strategists. 
. His identity problem has driven him to de- 
. Scribe himself as candidate “for the party led 
— by Dr David Owen". 
- Kensington is both untypical and inter- 
2 esting. lts electorate is unusually small— 
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the battle for the control of the Savoy Ho-' 





to dislodge more high-voting B shares 
from the control of Sir Hugh and his al- 
lies. Its latest effort, to persuade other 
shareholders to support action to disen- 
franchise a crucial 5.7796 block of shares 
controlled by Sir Hugh through a Swiss 
charity, failed on June 30th. 

This does not end the opera. It is the 
cue for the entry of a Gilbertian cast of 
costly lawyers. THF wants the courts to do 
what the shareholders would not. The fol- 
lowing act will begin with yet more law- 
yers, this time attacking the role of the 
charitable trusts that own most of the B 
shares. 

The opera is replete with dramatic iro- 
nies, such as those concerning bid-resis- 
tant share structures. When Nestlé bid for 
Rowntree, its own anti-takeover devices 
caused much tut-tutting. But at least 80 
quoted British companies have something 


48,000, compared with an average for Eng- 
land of 70,000—and 3796 of the residents 
were born outside the United Kingdom. 
Around 8% are immigrants from the new 
Commonwealth; many others are diplomats 
or senior American and European business- 
men. This has caused difficulties for the can- 
vassers. One day this week Lord Whitelaw, a 
Tory grandee, shook the hands of a score of 
Californian executives and wives of French 


bankers. He then joyfully greeted ‘Lord 


Home, an 85-year-old former Tory prime 


minister who was out buying bananas. He 
too will not have a vote. 

The low (11.4%) unemployment rate in 
the borough means that even the immigrant 


AE 
At last, a British voter 





similar; including THF itself, which has 
trust shares (rather like golden shares in 
some privatised companies) that can out- 
vote all others. Another irony is the role 
of Lord Thorneycroft. Today he is presi- 
dent of THF; when he was president of the 
Board of Trade in 1953, he was instru- 
mental in stopping an earlier takeover bid 
for the Savoy. 

Why does Lord Forte want the Savoy 
so badly? True, it includes some of Brit- 
ain's best hotels, but the shares, thanks 
partly to THF's intervention, are ridicu- 
lously overvalued (a price/earnings multi- 
ple of 72 compared with THF's 14). Its 
staff, who are crucial to the success of first- 
class hotels, might not stay if THF took 
over. The Savoy has simply become Lord 
Forte's obsession. 

What the story now needs is a dra- 
matic finish. How about a Gilbertian dis- 
covery that Lord Forte and Sir Hugh 
Wontner, who were born within a month 
of each other in 1908, were mistakenly ex- 
changed at birth? 
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population are not safe Labour voters. 
Many of the Asians are local entrepreneurs. 
And some local West Indians seem to be be- 
coming more middle-class, are hurt that La- 
bour has abandoned its former black candi- 
date, and hint that they are inclined to vote 
Tory. This political consequence of prosper- 
ity could have wider implications if the 
benefits of economic growth spill into other 
parts of inner cities where these groups are 
traditionally staunch Labour voters. 

If Kensington were to go wrong for Mrs 
Thatcher, it would be as big a blow to the 
Tories as was the Orpington by-election of 
1962 in which her party lost a safe seat to the 
Liberals. That proved the beginning of the 
end for Tory rule. This week nobody e 
pected that in Kensington. 





School closures 
Deciding 
Howardian's end 


NS all British parents are fed up with 
comprehensive schools or the way 
their local councils run them. In Wales one 
group of parents is up against both the La- 
bour council (which wants to shut their 
school) and the Tory government (which 
wants it to opt out). 

In 1986 the Labour-run county council 
of south Glamorgan decided to close 
Howardian High School, a goodish East 
Cardiff comprehensive, as part of a scheme 
to send all 16-19-year-olds in the area to a 
single tertiary college. Overnight the school 
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was promoted by the press and local politi- 


cians (mainly Conservative) into a model of 


comprehensive education and of racial har- 
mony: it has the second-highest proportion 
of pupils from ethnic minorities (23%) in 
Wales. Parents of every political and racial 
hue rallied to the school’s defence. 

Shortly before the 1987 general elec- 
tion, the then Welsh secretary, Mr Nicholas 
Edwards, suggested that Howardian might 
be one of the first schools to opt out of local- 
authority control under the Conservatives’ 
manifesto proposals. His successor, Mr Pe- 
ter Walker, has held back from final ap- 
proval of the school's closure, claiming that 
the council did not properly consult inter- 
ested parties. The council recently took Mr 
Walker to court, successfully, to force him to 
make up his mind. An announcement is 
now imminent. Mr Walker's delay, said the 
council, was a ruse to keep the school open 
until the government legislation permitting 
opting out was passed. 

But the parents do not want to opt out. 
They joined Mr Walker in court in criticis- 
ing the council's conduct, but argued that 
local Asians would be disadvantaged if the 
council stopped running a secondary school 
in the area. Many Pakistanis settled near the 
school after a mosque was built in the 





OR Mr Cecil Parkinson, secretary of 

state for energy, politics has been like 
a blindfold roller-coaster ride. His promo- 
tions have been as unexpected as his 
downfall. Now resurrected, he is clearly 
on the up; his appointment to be chair- 
man of the cabinet's public-spending 
"star chamber” has already fed rumours 
that he is being groomed to succeed Mr 
Nigel Lawson as chancellor of the 
exchequer. 

Mr Parkinson's rise to eminence 
started with his unexpected appointment 
to the party chairmanship in 1983. He 
won credit for a well-run general-election 
campaign, and the affection of the prime 
minister. That friendship has served him 
well. When he decided to resign from the 
cabinet after fathering his former secre- 
tary's baby in 1983, Mrs Thatcher ex- 
pressed public regret that he felt he had to 
go. Unlike Mr Leon Brittan, forced out of 
the cabinet over the Westland dispute, Mr 
Parkinson was always expected to be in- 
vited back after a decent interval. 

| The contrast between the two politi- 
cians could not be greater. Both, in Mrs 
Thatcher's eyes, are ideologically sound. 
Both are reasonably capable. But Mr Par- 
kinson has charm and courtliness, not to 
mention brilliantine good looks. Mr 
Brittan has none of those qualities. Mrs 


- —— — M —MMM—————————————MÓ 





THE ECONOMIST JULY 9 1988 


Prime minister's pet 
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neighbourhood in 1978. This at first caused 


some racial conflict in the school. But Mr 
Mohammed Javed, a local businessman, 
organised a successful campaign for greater 
harmony between the whites and Asians in 
the area. | 

Mr Javed fears that if the Asian pupils, 
whose numbers are growing, are dispe 
to schools outside their neighbourhood, the 
stone-throwing and name-calling could re- 
turn—Mbut this time the parents of white bul- 
lies would not be his neighbours, with 
whom he could have a quiet word. He also 
worries about the future of pupils with lan- 
guage difficulties, who have benefited from a 
special language unit at Howardian that is 
well integrated with the rest of the school. 
The Commission for Racial Equality has 
criticised such units when they segregate 
children. Units that draw pupils from out- 
side their local catchment area are more 
likely to do so. The language unit is one of 
the services that parents would not feel able 
to maintain without the help of the local au- 
thority. Hence another worry about opting 
out. 

The council believes that it has good ad- 
ministrative reasons for closing Howardian. 
Pupil rolls are falling, and the closure of 
sixth forms would bring schools in the area 


Thatcher has a weakness for men—like 
President Reagan, Lord Young and Mr 
Parkinson—who treat her in a gentle- 
manly, Gregory Peck-ish way. It was to Mr 
Parkinson that she turned when, at the 
last general election, the Tories seemed to 
be faltering and she was feeling the strain. 

The Parkinsons are now invited to 








More brilliantine than brilliance 
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but they are unwilling to make judgments. 
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to below the minimum recommended in tł 
government white paper "Better Schools”. 
There are good reasons not to close each of 
the other four schools involved in the 
reorganisation. Two of them will take pupils 
from the new housing schemes planned in 
the Cardiff Bay area. Howardian parents 
claim that those schemes, and a rising num- 
ber of births, would cause overcrowding in 
East Cardiff schools within a few years if the 
closure went ahead. The council disagrees. - 

South Glamorgan's bureaucrats are un- 
willing to go beyond technical arguments. 
about demography to ask which of the 
schools etes produce the best results. — 
Exam results are not everything, they say, 


about other measures. That is why one of 
the few schools in Wales to get a significant: 
number. of Asian immigrant children intc 
university may shut down. It succeeds not by 
running a particularly academic curriculum, 
selecting pupils or thumbing its nose at 
council bureaucrats, but by integrating its- 
pupils well and creating an atmosphere in | 
which anybody can do well. That kind of 
achievement, unsung except when it is 


Y mi we T 
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threatened, comes close to the comprehen 


sive . 


Chequers, her country residence, for 
Christmas Day. Other favoured politi- - 
cians have to wait until Boxing Day. 
Apart from the Wakehams, the Parkin- 
sons were the only political couple she in- 
vited to her son's wedding. This rapport 
has allowed Mr Parkinson to win her ear. 
In the dispute about how to privatise elec- 
tricity, he beat Lord Marshall, the chair- — 
man of the Central Electricity Generating 
Board, because he had the access that | 
even Lord Marshall lacked. 

Though no intellectual, he inspires af- 
fection in his civil-service staff. Over elec- — 
tricity privatisation, he has been bold, | 
bordering on rash; he prefers grand de- 
signs to irritating detail. In the star cham- 


ber, where he will have to adjudicate be- | 


tween greedy spending ministers and a 
frugal Treasury, he will err on the side of — 
reining in expenditure. He has little time - 


for ministers like Mr Kenneth Baker, the | 


- education secretary, who inflate their - 


bids, hoping thereby to get more money. 
— And as chancellor? Unlike Mr Lawson, — 
he would be no match for Treasury offi- 
cials. As a chartered accountant and busi- — 
nessman who expanded his wife's family — 
firm before he entered politics, he is nu- 


merate and unintimidated by large sums || 
of money. But his lack of intellectual rig- f 


our would go down badly. If he is still — 
fated to defy gravity, the Foreign Office — 
might be a better home for his emollient — 


talents. 
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OR many years: en local radio 
tions have been thought of as 
dowdy relation. Now the more 
ising ones have started to sharpen up 
hey will need to. The govern- 


tictly, and to free the airwaves for 
new national and hundreds of new 


de opportunities for the resourceful, 
itfalls for the weak. 

| though the number of Britons listen- 
o. radio is falling slightly (91% listened 
* a week in early 1986, 8796 in 1988), 


the period from 2896 to 32%. This has 
at the expense of the BBC’s pop-music 
1, Advertisers spent nearly £100m on 
1987, a quarter more than in 1986. 

so much local-radio output consists of 


to run—so the revenues have quickly 
into profits. ` 

Vany stations are dade and some 
begun to use their money to prepare 
he deregulated 1990s. With six ILR part- 
vers, London's Capital Radio has set up Sat- 
llite Media Services, which will be able to 
tribute advertising and programmes to 
ational radio by satellite. The government 





erent material on their AM and FM frequen- 
by Mr Richard Branson's Virgin group) 
alled. Radio Radio began on July Ist to 


roadcast its own programmes to ILR sta- 


are of their advertising space. Red Rose 
dio has diversified in a more quirky fash- 

it merged in June with the Miss World 
up. Three new ILR stations are starting: 
ambridge, Eastbourne and Oxford. 
The future may be tougher: 

Advertising has grown on ILR only in pro- 
rtion to advertising elsewhere: 1.896 of to- 





he number of stations multiplies, ad- 
sing rates. could suffer: because the 






 Javerness, pays soir i 





ations are removed from the iBA's 


3 ha a total. audience c o SE UR 


plans to regulate their programmes. 


unity (very local) radio stations, will 


share of the. PACA has increased. 


atter and phone-ins, ILR stations are 


«lans to allow ILR stations to broadcast dif 


‘ies. In preparation, a new company (backed. 


ions to fill their night hours in return for a 


dvertising in 1986, 1.996 in 1987. And 


"da consumer $ Dad and pus 2 : = 
e ii ue will Wine eas. stations s thet 


‘ inn sidies will not be guaranteed once o] 


7% of their revenues to record companies in 


. music copyright fees this year. In America, 


by comparison, no copyright fee is paid to 


record companies, and in Australia, 0.25%. 
The payment of these fees has been referred .. 
to. the monopolies commission. If not 


iiis e will make a prohibi- 





| YOUNG woman, smartly dressed, 

.stands on a large podium at the 
front of a London cinema, reading out 
strings of numbers which have been ran- 
domly generated by a computer in Fel- 
tham, 15 miles away: Below her, in a kind 
of orchestra pit, some 40 staff are check- 
ing numbers, counting tickets and enter- 
ing information into the house com- 
puter. Beyond, 700 men and women of 
all ages sit at tables in the stalls and in 
rows of seats in the cinema’s vast bal- 
cony, earnestly filling in their cards. This 
is a Monday night. Bingo has come a 


| numbers, old dears in tea-cosy hats, and 
cries of "Two fat ladies—eighty-eight!”. 

The Mecca leisure club in Essex 

.. Road, north London, does well to attract 

bs nearly 1,000 bingo players seven nights a 

week. Since its peak in the early 1970s 

bingo-hall business has been hit by the 


industries and the introduction in the 
lures punters with huge prizes. Business 


(see chart). The clubs know that, to sur- 


| Bingo * Value ot stakes, 1988 prices 900 


Years rs ending March dist 
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nationa | advertising has always contribute ; 
only a small part of Moray Firth's income, so _ 
the advertising boom has left it and oiher 
-small stations behind. 

-@ ILR stations will each pay between 4% and 


that = them fron ; observing the law. 


Mete mt mnm 


is unlikely to lure people away from their 
.. £lm newspaper bingo cards. Two years 
long way since the days of ball popping - 


least one in the audience" chance of win- 


proliferation. of new, competing leisure - 
early 1980s of newspaper bingo, which | 
has fallen 30% in real terms singe 1974. since 1986. - 
vive, they will have to update bingo' s im- ui 


l Bingo A: ASS 


| 
| 
| 
| 
| national | game starts half an hour after - x 
| 
| 











tiny commu- 


stations—com- 


sure that pirate stations ir Uu Cru 
tage of deregulation. But pirate stations al- 


ready have the expertise and the audiences 
to take over às community-radio stations. 
The best way. to haul the pirates on board 
would be to.remove the financial barriers 









eh eT m panman 


age. As long as it : seen, as san ouis n 
form of pargi 5 


y. À Du v in 1982 dove 
f bin v auc were women, ` 









Board. ‘One ei "i ; e big T de min ne * 
been posed by limits.on the size of the 
prizes: a £200 prize at the local bingo hall 


ago the government agreed | to the setting 
up of.a ‘national | game, w is some 
800 clubs by computer. That a allowed 
clubs to offer a single game ie an "at 






ning a £200 house prize, some hope of a 
£3 000 ecc one and a long shot at a 
£50,000 national prize. Bingo managers 
say ‘ba the husbands, sons and daugh- 
ters of the regulars have started to come 
along. The figures confirm their’ view 
that the fall i in receipts has been stemmed 





Now the Hone Offic has agreed to 
allow bingo halls to open i in the oome | 
from 10am rather than: from noon. 
ciation, which pressed for T | 
change, believes that this will allow more 


housewives to have a flutter while out | 





| 
| 











- shopping. Some managers will not play; - 


they say no great surge ín business fol- 


- lowed the last occasion when opening 
time was brought forward, ftom 2pm in 





[ ld ladies dislike staying out 
after dark: but in: most clubs business is 
concentrated i in the early evening. (The 


“Eastenders” finishes on television.). i 
One silly remaining restriction is the - 
ban on bingo-club advertising. Newspa- 
pers may. advertise their games because | 
ey do not charge to play them. Bingo | 
ie | ind could. e I 














INESS THIS WEEK 


The Euromarkets are boom- 
ing. Borrowers raised $96.6 


| billion in the first six months 


of this year—a record. But 
London's investment bankers 
remain gloomy. Margins are 


zi still low, and the business is 
^| now dominated by the Japa- 


] nese who take up three of the 
top five places in the issuing 
league tables. 


- Another Japanese bank wants 
^| toset up an American securi- 
ties firm. Mitsui Bank plans 
„to trade bonds but may move 
qi "underwriting if 
LE ica changes the Glass- 
Steagall act which divides in- 
vestment from commercial _ 
-< banking. 


^[ Hill Samuel, the investment 


banking atm of the TSB 


- Group, is moving into provin- ~ 


. cial stockbroking. lt wants to 
| court British private clients 
| who have been deserting the 


City of London for local firms. 


After the usual bated breaths, 
‘Argentina paid more than 
$50m of interest to its credi- 
tors; enough to save the banks 
from downgrading the loans 
in their books, but still over 


. | $500m in arrears. 


Asset stripping? 
BSN, a French food group, is 
aying £199m ($340m) to 


son for a hodgepodge of 
perial Group's food _ 


businesses. The sale, including 
brands like Lea & Perrin's 


sauce, means that the British 


conglomerate has sold enough _ 


of Imperial to recoup around 
9096 of the £2.5 billion ($3.5. 
billion) it paid for it in 1986— 
and still retains its core to- 
bacco business. 


Beazer is selling Koppers's 
chemicals business to its man- 


-agers for $660m. The British 


builder is more interested in 
the construction side of the 


. Pittsburgh firm which it cap- 


tured for $1.7 billion a month 


. ago. 


A Japanese power-tools manu- 
facturer, Ryobi, is paying 


| $325m for Singer's motor- 

| products division. The seller, 

| Paul Bilzerian, bought Singer 
. last year for $1.1 billion. The 


cash will go to pay off the Flo- 
ridian raider's debts. | 


On the road 


The Japanese are buying 
more and more cars, trucks - 
and buses; 440,000 vehicles 
were sold in Japan in June, a 
record for any month. 


A new Russian-built Brit- 
ish-designed van may be on 
the road in five years. The ve- 
hicle, which would be based 
on plans by International 
Automotive Design, would be 
on sale in both East and West. 


Comebacks 


John Deuss, a Dutch oil 
trader who lost around $200m 
in his attempt to corner the 
Brent oil market in January, is 
selling Atlantic Petroleum, a 


Philadelphia oil refinery, to 


Sun Oil for $513m. Mr Deuss 


bought the company from At- | 


lantic Richfield in September 
1985 for $192m. ` 


3 James Gulliver, the mah who 


built up the Argyll supermar- 
ket chain and lost the take- 
over battle for Distillers to 
Guinness in 1986, launched. 
an agreed bid worth £450m 
($760m) for Harris 


Queensway, a troubled British » 


furniture retailer. His vehicle . 


is a new firm, Lowndes Ven- _ 
tures. 


Setbacks 


Irish drinkers face a eas by. 
publicans. Bar staff are quit- 
ting their pumps because the 
Irish government has banned 
"holy hour”, their traditional 
Sunday afternoon break. - 


Cable and Wireless's scheme 
to link the world's financial 
centres with a special fibre- 
optic cable has run into trou- - 
ble. The first choice of the 
British telecoms company for 
an American partner was 
Nynex, New York's regional 
telephone operator, but the - 
American firm has been 


banned by its regulators from .. 


. joining the venture. - 


An American feces jury fus 
indicted GAF on charges of 
manipulating share prices in 
Union Carbide. It has 
named two employees at 


Jefferies & Co, a Wall Street. | 


broker, as co-conspirators. 


Daimler-Benz, a German — 
carmaker, faces a new hitch in 
its plan to take a 30% stake in 


, Messerschmitt-Bolkow-Blohm: | 


mino 


For some of the Eüropean : 
companies that depend on : 
ports to America, the. dol 
recovery has come too late. 
Jaguar, a British canmnaker : 


once hoped to sell 25,000 ca 


in Ámerica in 1988. It has t 
vised its goal to last year’s $ 


23,000. 


Bottom Lines | ; 
| Investors in Industry Bi 


which specialises in backing 


| unquoted firms, trebled its 
~ pre-tax profits to £227m. 


| March 31 1988. 3i made £ 
from the sale of its stake it 

British Caledonian to Br 

Airways. Its profits are 

good barometer of Bi 

|. booming venture 

F ey: 


ae de ios Lis of Sumit 
Electric Laser f 


dis 


Once more ofa sink than.a 
steelmaker, British Steel _ 
made record profits of £410 
($710m) last financial year 
double 1986's figure. — 
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versus Italian ielai 


Ui iba AND WOLFSBURG 





‘Last year Volkswagen wa was the big gest c cai ir company i in Western Europ 
This year Fiat would like to be. Come 1992, national distinctions in u- 





rope's car market will fade and the two very different companies will com- 





pete on the same terms. This article, the first in an occasional series on cor- 
porate rivalries, looks at what will be 


world's biggest car market - 





UROPES two large est labe! are set 
for a showdown: Volkswagen, Europe's 


x be aclle er for the past three years and tradi- 
| tionally also 












ern dag arie one of the most profitab 





“two years v European c car alk h ei 
- ;:to'slow, and the EEC's 1992. project should 
-" remove more barriers to free trade in cars. 
co That, in the words of Mr Cesare Romiti, Fi- 
^. ats managing director, “will change the 
meaning and the strength ofthe competitive 
| positions of the companies involved." 
A more open European market has a 
T pecial significance to vw and Fiat, which 
“between them enjoy around 30% of Euro- 
in sales. VW has production plants in ev- 
ntinent except Australia, but the only 















: „strong in America and East - 
"Asia, is on the defensive, battling to. keep i its 
sts down at home and to solve hs blesin ~ 






Their b at med is the world’ s xod 


V kel | 





outside West Germany which posted | 


an increasingly fierce struggle in the | 


. gains in sales last year were European—in. 
. Spain, Yugoslavia and Belgium. Recent set- 
backs in America have been damaging. Last - 
year VW. announced plans to close its plant 
cin Westmoreland, Pennsylvania, after ten 
years.of operation, many of them in the red, -+ 
ms Salesof vwcars in America last year contine. _ 

t. ued to slide, hit by the 30% fall in sales of - 


NNI total. car sales. The marl 












Audis from the company's luxt 
sidiary. Europe is now VW's ma hope 


-- Europe will | determine Fiat's future too, 
_ but for different reasons. Italy accounted for Now car ienis 
^ just under 60% of Fiat’s sales last year, make «s 

"ing it twice às dependent as vw on its home 
— market. As Europe s internal border con- « 
trols weaken, Fiat's domestic market will be 
opened to foreigners. Thanks to a bilateral 


agreement with Japan, imports of Japanese 
cars into Italy are kept to a mere 2% of sales 


(in West Germany, lapan's share is rough! = 
1296). Mr Vittorio Ghidella—the managing 


director of Fiat Auto spa, s conglomer- 
ate's carmaking arm—thinks that after 1992 
there will be &EC-wide restrictions on Japa 
nese car imports, but that they can hardly be 
as tight as Italy’s present ones. Whatever 
happens, Fiat will face a new threat at home 


and will have to try to make up for it across 
the rest of Europe. 


pean markets by the end of this month. 
. will b 






Most car companies are mana zed 
mixture . of engineers and financiers 


piest. ben. Mliscussihg a, 
model design, and quick to doodle his ideas 
on paper. He was the force behind the Un 
the small car whose success was the k i 
Fiat’s-resurgence after the company's dark 
days in the early 1980s. More than 3m Unos 
have been DRE since the car was launche 
in. 1983. The model is now. Western Eu- 
rope's top seller, with around 2096 of the 
market for small.cars. - 

“Mr Ghidella thinks that his - 
dicus Eod and more expensive 
Tipo, which will be on sale in all big Eur 






































no less important for the compa 
fortunes. Outside Italy Fiat's Success. 
been confined. to:small cars. The Tipo is 


company’s bid to tap the biggest singl d 
of the European market, that for medi 


sized cars. They make up aro 
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mawagen The tortoise... 









| D Tipos of Golf sold jl en een e 
uble Hen by 1991. Pricing will 


duction costs mean the Tipo will i able 
ndercut the Golf by around $500. | 


lew successes of its own, vill say much 


"din our workforce" A 


a hint of the problem: nine out of nine- 

members are union: representatives. 

While Fiat cut its labour force brutally i in the 
rly 1980s, 

0,000 last year, vw's workforce: expanded 

ghtly: from 258,000 to 260,000 over the 
| period. The company hopes to cut 

000 from its West German workforce by 
end of 1989, but i it will have to tread 





lenge to its best-selling car, or to develop - 


ghe hes costs: VW, as its s chairman Mr gi 
| Hahn says, suffers from a‘ 'great inflexi- n 


A glance at vw's supervisory board f 


from 300,000 in 1981 to. 


T “Wages d in Euo. Monthly wages te Rage 
^ DM3,300 ($1,810), roughly double those at 


Fiat, which average a monthly 1.24m lire  — 


($920). Other West German car companies 


have this problem too, but they—BMw, 
Daimler-Benz and Porsche—are not in the 
- volume- car business. 


For vw, the only enable answers seem 


^|. to be to move production overseas, or to 
. automate more, or to move upmarket into 
higher-value-added models. vw is doing all. 
l three. | 


With the acquisition of Spain's SEAT in 


po 1985, VW has gained a European production. 
=| base where wages are half West German lev-. ; 
=: els. Its hitherto thwarted interest in Britain's .. p 
"Rover Group would be similarly motivated. L 
With its new Passat model, launched last -=$ 
April, vw has made a clear move upmarket: i 


at DM21,340 ($11,715) the cheapest Passat 
is DM5,000 more than the cheapest Golf. 
And with a new fully automated factory to 
build the Passat, vw has committed itself to 
matching Fiat, robot for robot. 


VW's immediate strategy may be to play 


the tortoise to Fiat's hare. Both companies 


are on firm financial ground, but until last 


year (because of costs incurred in the acqui- 


_ sition of Alfa Romeo) Fiat’s net profits were 


regularly doubling, while vw could boast 
only of steady improvement from the losses 
of the early 1980s (see charts). Fiat: seems 


confident it will c continue to make more | 


market pouce 


- that the Golf virt 


sector which it dominates, an 








35 
30 
Sales 


trillion iro, t 


th the Too and with a num- 
ls planned from the Alfa 


wil Eee à a test niin it has to venture fro 
its profitable home base and offer more up- - 









will be. different. M 


which is now 


the key to Fiat's Tipo hopés. If Tipo wins, 
VW's higher costs seem bound to drive it up- 
market, into closer. competition with BMW 
and Daimler-Benz——who wi surely prove as 
hard to o fight a as Fiat 





Corporate strategies 


NOMPANIES without strategies are al- 
J ways good for a laugh. Management 
schools are full of cautionary tales about 
how foozlers who thought corporate culture 





meant a trip to Glyndebourne get taken - 
' over by go-ahead companies relentless in 
. their sense of strategic purpose. What few . 
DV ‘management gurus admit—but most middle foi 
: “managers spat only too well—is that _ three 


How investment decisions are made 





| hance inspiration und politicking a are eut 
ten what really gives a company its shape. 


Strategy i retrofitted, to fill out i hollows 



























































e 10% solution 


| hazards of the technology. 
e conomic deficiencies 


jig economic difference between 
clear and fossil-fuel power stations 
t nuclear reactors are more expen- 





S over the relative efficiency of the 


rices of coal and uranium today and to- 
“morrow, but also around the way in which 
- [ future income should be compared with 
. ^] “current income. This trade-off i is implicitly 
ce captured by the discount rate. — 
".' Suppose a nuclear reactor costs $250 
coal-fired station $120, that 


th he real | 





a year of $100. while Ee el station earns 
-$50 a year. Applying a 596 discount 
-tate—and using round numbers— 

-inuclear power has a present value. 

-< of $22 (returns of $95 plus $91 plus ^ 
:-$86, less. costs of $250); the coal- 

. {ifred station's net ios value is F$ 

| $16 ($48 plus $45 plus $43, less | = 

-5120Y. At a 596 rate, therefore, nu- f 

clear power wins. At a 10% rate the- 

tables are turned: the nuclear 7 8 

- project's net present value i is nega- x 
tive, the coal-fired station’sis $4. 

T: » should | governments 

Me |. choose the disce iri rate? It should, PU 

gU Cmn principk i 3 b $i 

T of society for- DIM rather than. 
|| future consumption—and, in the- 
ory, the market rate of interest 

»: should reveal these preferences. 

- Some economists argue that mar- 

ets care too little for future generations, 

and that public enterprises should there- 
ote use a discount rate lower thàn the 
yarket interest rate. The danger then is 
hat public projects will claim resources 
hat would otherwise have been (more 
fully?) employed in the private sector. 
best bet is for governments to use the 

Vate sector's own discount rate. 

first glance, this should be the mar- 

ket rate of interest. But interest on gov- 
-ernment- bonds, sav, is virtually risk-free, 

^whereas the returns on an investment 
| project are uncertain. The discount rate 
| -used in investment appraisal must be set 
higher to take account of this. If the risks 
| of the electricity industry are no greater 
| "than those for industry as a whole, the in- 
| dustry-wide tate of return on capital 
ids ps the best: measure. — 




















o build, but cheaper to run. So dis- - 


systems revolve not just around the - 


3» d ree year ln el and that. 





Sources: OECD 1986; Yarrow 1968 


ate of return in manufacturing 


2 In the p past, ro yponents of idei power concentrated on the environ- 


hese days they are keener to high- 





was 4.7% in er terms. That was abuse 


mally low. For the OECD as a whole it was 


closer to 10%. In the past five years real 


rates of return have risen steadily; they are 
now above 1096 in every OECD country, 
“including Britain. 


There are two further complications: 
@ Projects that do well when the rest of 


_ the economy does badly reduce the over- 


all risk of a portfolio of investments, so a 
lower-than-average discount rate is then. 
appropriate. High fossil-fuel prices caused. 


recessions in the. eed and mayi i so. 








W Germany. 


again. To bars extent, investments in nu- 


clear power reduce overall economic tisk, 


and call for a lower discount rate than. 


would otherwise apply. 
e Project appraisals tend | to underestimate 


_ 5% discount rate assumed by the OECI 


| (see chary. 


| Coal a at a discount 





dum i 
| pe region - 


ue | a 58% to 71%; and in West Get 
^ it rose from 64% to 73%. - . 










































economic case for nuclear power in 
countries. His work starts from cala 
tions made by the OECD in 1986. With: 


Britain's proposed Sizewell B—it 

modern reactor—is mor 
than. a. modern British coa 
The cost of its energy would be 
cost of energy from coal. But wit 
rate, nuclear power is marginally E. 





cl prices : since . 085. The c OE EG 
cuiaone were based on forecasts má 


years ago Britain’ s en Electri 
Generating Board reckoned that the pi 
of coal would 1 rise in i e term. t 


Today, a more "pis ble fige rure 
. . might be $2.40 or less. If. that: is 
M9. true, then. on narrow. econor 
. grounds Sizewell B should. not e 
commissioned. — . dE 
À new report! fror he tritertiae 
tional: Union of Producers and Dis- | 
Pio. of. E lectrical Sag 





| its overall Mud in ma y cou 
. tries. But cheaper coal is whitt 
. this lead away. On UNIPEDE's rec 
oning, the relative cost of nucle 
power in Britain rose from 62%. 
- the cost of coal-fired power in 1984 
to 83% in 1987. In France it re 


MR e calculations. take acc 


the costs of an investment. In the private — « ien 


sector projected rates of return almost al-- 


ways exceed the rates of return that are 


actually achieved. ‘To counter this "ap-- 
praisal optimism", many businesses base 
their discount rate on the expected rate of 


return in manufacturing, rather than the 
after-the-fact rate of return. 

In the light of all this, the case for a 
1096 discount rate remains strong. A re- 
cent paper* by Mr George Yarrow, of 


Hertford College, Oxford, shows that ap-_ 
plying a 10% discount rate overturns the- 





* Nuclear. Power. By George Yarrow. PEER Pol- 
icy, April 1988. + Electricity Generation Costs. By 


George Moynet, USIPEDE. 
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. atom-enthusiasts elsewhere may be: i 
must have nucleat 
— from the leadin mass dicun 






















soon be E eco-lobby' s islógà u 
The report and Mr Yarrow. ag 
nuclear power retains a clear edg 
example, France—despite ch 
and even at a discount rate of 105 
Because it builds nuclear reacto 
-cheaply than America and the otl 
countries. This, in turn, is because 
builds a lot of them. So the message. 











power, buy your p 














| last werk ina A sports 
slot on France's TFI. 
„Promoters are not downcast. Touch- 





sis leid, ti king o games 
“has turned cGhmércial Top player are 

-earning money undreamt of ten. bes F 
“ago. High-tech and fin | 
scrambling tö sponsor a game that g 
with high 10. . 
Two dozen of the world s be 
are currently competiny ¥ 


‘te 
sg 
ac 
is 
= & 
m 
we 
C 
[e 
Cow€€-7* 
we) 
e 
z 
t» 
a1 
ot 







^ vatch, Speed chess, 
its risk kot sudden upsets, is more of a 
P than | ordinary ee 
o which often run five hours until the first | 
E t. On the players’ side, the - 


chess world cup for prize money nt push comes from the — 
ing to $600,000. A hë: er ol Orafidiastery Organisation set up in 
like Mr Mike Tyson wou ld not là ce a -1986 by Mr su and a handful of 

t itis ene iess - fellow chess. oe Mr 


slove for that. But 





























“sponsors | 
and fencing, as 
thinks firms. in th 

























'etween competing ideas 
s of whether a new 
al strategy, which often 

> head office applies 





er textbook: tech 
) the the whole process from 
aan ambition. 


Sly sds guessing and to 
financial analysis. The capital 











| three projects and hi 
















l „after sevén, d 3 ani 


. gói 


LBS s researchers found | 


ure m inui lof one of the enpe l 






ve o idea y dy on 8 
33 of à project team m 


i Irem maren t e tree nn 


set up pby an operating g division charscuried 
the pe ; 
group $ 
In the end you were almost saying, ‘Well, that’s 
thë. answer we want, now make up the 
question? ss ; 
This. telling sbiy E 
much the same as uM d by a nn 
" management consultants, Arthur D. Lit- 
tle, when it looked at how boom products 
like Sony's Walkman 3M’s yellow stick- 
on note pads came to be e fháde. These suc- 
ceeded largely because individuals persisted 
stubbornly with their ideas in the face of bad - 
decisions by top managers. 












Chicken or ege? 
To the old quistión-which comes first, the ] 
ies d or the project!—the London Busi- | 
ool's $ researchers concluded that 





that the qi hn. T ed 

















ing d ; vas. die part 
of the world: and in a business. that the 





B group's directors thought lacked potential 
for growth and suffe 


' (d bad labour rela- 
tions. The proposal was accepted. - 
- None of the three projects matched even 











~ the corporations’ divisional strategies, let 
"alone their overall 
‘sional director reckoned 


. In one case, a divi- 
| that. researchers 
could be forgiven for concluding that his 
ptoject, far ftom being the result of plan- 





. ning, simply fell into his-lap like an apple 


from a tree. (He went on to explain earnestly 
that it was not really like that.) 

In the end, all dii projects won board ap- 
proval, but. after a struggle. Decisions came 
i months of argy- 

st. the . three-to-six 
months, that had been forecast originally. 
The 18s’s finding chimes with the conclu- 









bargyinstead of. 









sion reached 12. years ago. by Mr Harry 
Mintzberg, a professor at. Gil University 
who described in a : A iggly diagrams 


how he thought. strat 
made in 25 American 
repetitively and sometimes incónclusively. _ 
Two important lessons emerge, says Mr 
Paul Marsh, a management and finance pro- 
fessor at the. LBS. First, the most useful job 
that à group director can do to bring on 
1 new products is to foster the right cli- 
mate: too much second-guessing from the 
soard about a proposal can often mean that 
that will be the last idea for a project to come 
from its originator. 
. Second, too many board directors take 
the old view that capital is the most impor- 
scarce r ce in any company. 
1 The teal scarce re- 
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Mexico 


Joining the world 


MEXICO CITY 


The 


ement of the economy will be the main challenge for Mexico’s 


next president—as it has been for all his recent predecessors 


F ITS current fight against inflation suc- 

ceeds, Mexico could be on the way to 
lasting export-led growth. Inflation has been 
cut, for the present at least. Most of the 
other conditions for growth are in place. 
Next comes the hard part. 

Six years ago the new president, Mr Mi- 
guel de la Madrid, took over an inward-look- 
ing country that was sheltering behind high 
tariff walls and squandering money that it 
had either borrowed from foolish foreigners 
or printed. At its lowest point, it had only 
` Om left in the central bank. Its reserves 

w amount to more than $15 billion. It has 
rescheduled its $105 billion foreign debt 
and is meeting its obligations. 

Cynics in Mexico City say the govern- 
ment has lurched from pillar to post. True, 
the new reforms were adopted under duress. 
Mexico's back has been against the wall 
three times: in 1982 when it could not ser- 
vice its debt; in 1986 when the oil price 
crashed; and in 1987 when inflation soared 
and the stockmarket didn't. But talk of lack 
of commitment is unfair. Painful, structural 
reform of the economy is under way. When 
Aeromexico, a loss-making state airline, ran 
out of cash in a labour dispute, the govern- 
ment let it fold, and is selling bits of it to 
private buyers. 

Public finances are more soundly based 
than before. Under a tax reform the govern- 
ment cut corporation tax from 4296 to 3596 
and widened the corporate tax base. Along- 
side the fiscal reforms came an opening of 

2 economy. In 1982 all imports needed li- 
nces. Import tariffs averaged 4596 (and 
ranged up to 20096). In 1985 the govern- 


De la Madrid's legacy Mexico's: 


% increase on previous year 


consumer prices 


Sources: IMF; J.P. Morgan; Manufacturers Hanover 
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ment scrapped many of the licences and cut 
some tariffs.-In 1986 Mexico joined GATT. 
Last December tariffs were cut to an average 
of only 11% (ranging up to 20%); only 6% of 
imports now need licences. 

The squeeze on domestic demand led 
businesses to export things other than oil, 
often for the first time. A devalued peso 
helped. The local subsidiary of Kimberly- 
Clark, a producer of paper goods, exported 
nothing in 1982, but sold goods worth $80m 
last year to America, Britain, France, West 
Germany and the Middle East. Non-oil ex- 
ports increased by 25% in 1987 and are in- 
creasing again this year. Last year Mexico 
had a trade surplus of $8.5 billion and a cur- 
rent-account surplus of $4 billion. As part of 
this drive for greater economic openness, 
the government continues to relax its once- 
stringent rules on -inward foreign 
investment. | 

Inflation remains the biggest threat. 
Last December, the monthly inflation rate 
reached 1596, or 43596 at an annual rate. Mr 
de la Madrid responded by setting up an 
Economic Solidarity Pact with businesses 
and trade-union leaders—aiming to succeed 
where Argentina, with its austral plan, and 
Brazil, with its cruzado plan, had failed. 
Prices of 63 goods and services ranging from 
tortillas to petrol, which had fallen behind 
the rate of inflation, were increased by about 
8596. Wages, not formally indexed, were to 
be raised in line with (deliberately low) esti- 
mates of future inflation. At the same time, 
private-sector executives promised price re- 
straint on some 400 goods. 

Inflation fell from 15.596 in January to 
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Waiting for good times 
3.1% in May. The estimate for June is 1.8%. 


The exchange rate is stable. Nominal 
monthly interest rates fell from 13% in Janu- 
ary to about 3% in May. If the pact holds, 
the government's interest bill for servicing — 
the national debt should plummet and the © 
public-sector borrowing requirement may - 
fall from 16% of cpr in 1987 to a less scary — 
896 this year. 

But will it hold? Mexican ministers are — 
quick to point to differences from the fail- 
ures in Argentina and Brazil. Both those 
countries tried to grow while braking infla- 
tion, whereas Mexico has what amountstoa 
tight-credit, no-growth policy (GDP will grow — 
less than 1% this year). Argentina and Brazil — 
tolerated inflationary budget deficits, Mex- _ 
ico did not. They imposed their wage-price 
freeze, Mexico did it by consent. Mexico has — 
enough foreign-exchange reserves to pre- | 
vent a run on the peso. 

The man who seems certain to succeed 
Mr de la Madrid is the candidate of the ever- _ 
lasting Institutional Revolutionary party, — 
Mr Carlos Salinas de Gortari. A trained 
economist and paid-up technocrat, he says — 
he will resist pressure to go for growth be- — 
fore inflation is beaten. He points out that 
cuts in the public-sector deficit will encour- — 
age private-sector investments, but promises _ 
to maintain government spending on roads, _ 
water, electricity supplies, schools and — 
communications. . 

The problem remains that, even if the — 
pact works, Mexico cannot keep it in place — 
forever. It needs to allow the market to set _ 
prices without igniting another blast of in- 
flation. "The next steps are the most diffi- 
cult," says Mr de la Madrid. But to have 


come this far is quite an achievement. 
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E pro cars are about as common in 
| Fnac mE of the first world as In- 
: - dian bullock-carts. Enter the Japanese. In 
|. collaboration with. Suzuki, the Indian 
| | public-sector carmaker Maruti plans to 
. manufacture a new fed and export up to 
«10, 000 of them a y 
| Maruti was iine by Sanjay Gandhi, 
b brother of India's prime minister, in the 
early 1970s. The company soon went 
. bankrupt. After the young entrepreneur 
. died in an aircraft crash in 1980, it was 
- nationalised and given ‘a generous infu- 
| sion of cash. It struck a deal with Suzuki to 
manufacture- 100,000- vehicles a year, 
- mainly miniature 800ce hatchbacks. 
-|| Suzuki took a 2696 stake in the venture. 
-Unlike most Indian public-sector out- 
fits, Maruti started production bang on 
| schedule and has consistently exceeded 
| production targets since. It now wants to 
expand its production and range. The 
- government has just cleared its proposal 
= | to make a subcompact 1,000cc model that 
- will compete directly with products of its 
| Indian competitors, Hindustan Motors 
- and Premier Automobiles, as well as those 
_ of South Korea; 30,000 of the cars will be 
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The cartel that 
couldn t 


JT SEEMS that it-will take more than 
America’s shooting-down of an Iranian 
airliner to send oil prices soaring. The price 
of a barrel of Saudi Light rose by a mere 50 
“cents at the news and oil is still languishing 
y just above its lowest point of the year— 
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| Make mine a | Mazuki 


made a year and the capital cost of im- 
ported machinery will be around $35m. 
Suzuki has agreed to increase its equity 
stake to 4096, thus providing roughly half 
this sum. The balance will come from for- 
eign borrowing. 

- Cars are seen as luxuries in India, not 





Move over Lada 





$12.50. Except for the fear of all-out war, ev- 


erything in the oil market is driving prices 
downwards. 

OPEC's disarray above all. The produc- 
tion ceiling for 12 of the cartel’s 13 members 
is currently 15.1m barrels a day (b/d). Those 
12 are now pumping more like 16.4m b/d. 
Adding 2.7m b/d from Iraq (which is shun- 
ning OPEC agreements) makes a total of 
19.1m b/d. That is at least Im b/d more 
than the world can absorb. 

When oil prices dipped sharply earlier 
this year, the cartel’s cheats reined in their 
output. This time they say they will pump 
even more. The United Arab Emirates 
(UAE) has rejected its official quota of 
948,000 b/d in favour of a “fair” 1.5m b/d. 
That could lift total OPEC output by as much 
as 300,000 b/d this quarter; it is already 
pumping some 1.2m b/d. Kuwait overshot 
its by more than a quarter in June. Other 
cartel members are cheating by lesser 
amounts. 

Worse, cartel members are discounting 
heavily in order to flog all that oil. Saudi 
Arabia is the latest to cut its prices. Euro- 
pean contract deliveries of Saudi Light this 
month will cost as little as $12, compared 
with an official price of $17.52. Other bar- 
gains abound. 

The cartel's persistent overproduction 
has left OECD oil stocks at 3.2 billion barrels, 
their highest summer level since 1982 and 





the sort of things that scarce foreign ex- 
change should be spent on. So Maruti has 
told the government that it will export 
enough cars to make good the dollar cost 
of imported machinery and components. 

This is a brave promise. Sceptics wonder if 
exports will be possible without extensive 
subsidies. 

A car-assembly plant needs to produce 
around 1m cars a year to reap economies 
of scale. Maruti will have a capacity of no 
more than 130,000 a year; its factory is 
near Delhi, almost 800 miles from the 
nearest port. Its advantages are (a) cheap 
labour; (b) Suzuki's brand name and net- 
work of dealers in the West; and (c) India's 
special trading arrangements with 
Comecon, where the selling is softer but 
so is the currency earned. 

India's trade with Eastern European 
countries is supposed to be balanced, and 
bureaucrats work out detailed annual 
trade plans to keep it that way. This en- 
ables the two sides to swap goods that 
could not easily be sold for hard currency. 
Maruti-Suzukis might fall into this cate- | 
gory. Hungary has already imported 500 
of the old 800cc variety, and is thinking of 
importing more. Maruti bristles at the 
suggestion that its new cars might be sell- 
able only in Eastern Europe. It swears that 
it will sell cars in the West too. 


enough to cover 99 days’ consumption. 
Those stocks will rise further. After a spurt 
in world demand during the first half of the 
year, the growth in consumption is now 
slowing. If, as looks likely, demand grows by 
1.5% in 1988, OPEC will need to cut its out- 
put by 1096 in order to deter the oil price 
from falling to $10 a barrel. 

The signs are that it will do nothing, ex- 
cept perhaps call another fruitless meetin 
despite the effect on members' pockets (see 
chart, which plots the average purchasing 
power of a barrel of oil in industrialised 
countries). OPEC's leader, Saudi Arabia, is 
insouciant. When the UAE was overproduc- 
ing furiously earlier this year, a visit from Mr 
Hisham Nazer, Saudi Arabia's oil minister, 
was enough to snap the UAE back in line. 
Now the UAE has declared war on its quota 
and Saudi Arabia is doing nothing. 

That inaction is not simple lethargy. 
Quietly, the Saudis (along with Kuwait) 
have decided that $18 for a barrel of oil, the 
cartel's "reference" price, is too high and 
likely to boost the revenues of non-oPEC 
countries. A price of around $15, they feel, 
is a better long-term bet. Increasingly confi- 
dent that Iran will not win its war with Iraq, 
the conservative Arab states hope that 
lower oil revenues will add to the pressure 
on Iran to negotiate a settlement. Mean- 
while, oil users are the winners. 
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Robert Bosch 








Success by stealth 


STUTTGART 


A company that nearly doubles its net profit in a year when some of its main 
ted to crow. Not so Robert Bosch, the 
est 


rivals took a drubbing might be e 
second biggest electrical group in 


HIS week Bosch announced that its net 

profit had jumped from DM454m in 
1986 to DM825m ($460m) in 1987—a year 
in which Siemens's profit fell 13% and that 
of AEG, another big West German electrical 
group, stagnated. Bosch stressed 
that a lot of its increase came from 
extraordinary earnings (the sale of 
a minority stake in an American 
company) but also agreed, with 
seeming embarrassment, that its 
mainstream business was going rather well. 

ypical firm reticent even by 

west German standards. Founded 102 years 
ago in Stuttgart, largely owned by a private, 
charitable foundation, Bosch is best known 
as a maker of vehicle parts like batteries, 
fuel-injection systems and anti-skid brakes. 
Without catching many headlines it has also 
been pushing hard into communications 
technology. | 

[n the past seven months Bosch has: 
e created a mobile-communications division 
to develop automatic car-guiding equip- 
ment, car telephones, radios and so on; 
@ bought out its partner, Mannesmann, to 
take a majority in ANT, a telecoms company 
with sales last year of DM1.3 billion; 
e increased its majority in Telenorma, a 
communications and information-systems 
firm with sales of DM2.2 billion; 
e taken a controlling stake in Js Telecom- 
munications, a French company formerly 


controlled by  Jeumont-Schneider and- 


"pecialising in private switching systems; 

» moved into other private telecoms busi- 
ness through joint development efforts and 
product exchanges with Hasler of Switzer- 
land, and is aiming for similar co-operation 


No brakes 


Robert Bosch Group ©). 








Germany 


with Telettra of Italy. 

Do these bits and pieces make sense? 
With around DM6 billion in annual sales of 
communications technology, Bosch reckons 
it is now number two in this field in West 
Germany. That still leaves it far 
behind Siemens (with comparable 
product sales of more than DM20 
billion), let alone giants like 
Alcatel and Northern Telecom. 
Won't the big players scoop the 
pool, especially if the barriers come down as 
planned. after 1992 for the EEC’s single 
market? 

Bosch thinks not. It reckons that, even 
in global markets, there will be room for me- 
dium-sized companies (what it calls “good 
number twos and threes”). In the field of 
telecommunications, this means firms that 
retain a national identity and links to na- 
tional telecoms authorities and which sur- 
vive by joining together in co-operative ven- 
tures, and later maybe through direct (not 
necessarily majority) stakes. 

Bosch's connection with Schneider fol- 
lowed this pattern, though Bosch increased 
its 35% holding in js Telecommunications 
to a controlling 80% on July Ist. That gives 
Bosch access to around 2596 of the French 
market in private-switching systems, just as 
it has some 2596 of the West German one 
through Telenorma. Looking further ahead, 
Bosch does not exclude the possibility of 
talks one day on linking up with one or 
other of the giants, but it reckons that if me- 
dium-sized companies co-operate more 
closely now they will increase their bargain- 
ing powers in the future. 

Bosch's push into telecoms exempliftes 
the kind of diversification that other compa- 
nies with dominant positions in high-value 
businesses feel they have to do. The vehicle- 
parts business still accounts for more than 
half its sales and generates most of the prof- 
its. Its strategy is similar to that of its Stutt- 
gart neighbour, Daimler-Benz, which has 
been diversifying (with more ballyhoo than 
Bosch) into high-tech fields to insure itself 
against any future stagnation in car sales. 

Daimler is one of Bosch's main custom- 
ers, but it is also a potential competitor be- 
cause it owns the electronics concern AEG. 
And, after many years in which some parts 
of the car-components business have 
seemed like Bosch's private patch, rivals are 
starting to muscle in: Siemens aims to de- 
velop a fuel-injection system; Alfred Teves, a 
West German subsidiary of rrr, is expand- 
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The founder would have approved 





















































ing production of anti-skid braking devices. 
h is monitoring the competition 
but does not seem fussed. For one thing de- 
mand is soaring for some of its biggest 
money-spinners like the ABS anti-skid brak- 
ing system, which is still reckoned to have as 
much as 7096 of the world market a decade 
after Bosch began selling it. Bosch knows it 
will not retain that share forever, especially 
now that the American market is growing 
far beyond the capacity of any one producer — 
to supply it. But it can still reckon on mak- 
ing good money from ABS for years to come. 
Bosch is investing around DMI.5 billion an- 
nually (about 6% of sales) in R&D. It makes 
many of its own electronic components 
which are not otherwise available in the 
market. And though it works with lots of 
partners on different joint projects, it takes 
great pains to make sure the know-how 
wins in one field does not leak away to help a 
potential competitor in another. E 
Can Bosch continue to finance all this 
without the injection of outside funds it 
would gain by going public? That is not a 
popular question at Bosch, where tradition 
and privacy are obsessions. There have been 
only four chief executives in the company's 
history (the current one, Mr Marcus 
Bierich, is a financial wizard who came in via 
Mannesmann and Allianz insurance). And 
the Bosch foundation, which has some 9096 
of the:shares, is committed to see that the 
business is carried on "in the spirit of the 
founder”. Executives stress that, thanks to 
Bosch's buoyant earnings and strong equity- 
capital ratio, it has no need for a public 
share issue. t 
Not for now. But Bosch could get the 
best of both worlds—for example, by draw: 
ing together its telecoms activities into | 
holding and floating it on the stockmarket, 
or by opening up its fast-expanding Ameri 
can division to outside shareholders. Tha 
would be feasible without changing the role 
of Robert Bosch GmbH, the parent com: 
pany largely owned by the foundation. 
Bosch-watchers feel sure that, sooner of 
later, some such move will be taken. 
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dit hard to control ` 


nown is the fact that, 


ts in industrial countries 


ountries. For two.main rea- T 
first, the narrowness of the 


ratez bale high rate then leads to 
avoidance and evasion; the tax 
base shrinks again, and so on. 

- Take the case of Argentina. A 


recent study found that its per- 


sonal-income tax had an excep- 
tionally narrow base. Families 
with average incomes paid no 
tax; those on twice-average in- 
comes faced a marginal rate of 
only 1696. A comparative few at 
the top of the income scale had 
to pay correspondingly more— 
and declined to do so. Only 3096 
of those eligible paid tax, accord- 
ing to another study, and an esti- 
mated 8096 of taxable income 


went unreported. ` 


- Chart 2 shows how rich, poor 
and very poor countries differ in 
their choice of taxes. The indus- 
trial countries raise well over half 


their revenue from personalin- 


come taxes and social-security 


taxes. Developing countries rely 
| . on company taxes (15% of reve- 
. nues in low-income countries, 


17% in middlecincome coun- 
tries) and taxes on trade (38% 
and 19%). FC 

e Company taxes are sensitive 
to changes in inflation. For this 
and other reasons, the marginal 


' effective tax rate (METR)—the tax 
^on income from incremental in- 

E | <. vestment—«can differ 
h ba the tax Bidas 


greatly 


from the official rate, and swing 
around while the official rate 


stands still. This discourages 


investment. 


A study has compared statu-  , 
ates (as levied in 1985) and. 
METRs for à range of countries on. 
the basis of a standardised in- — 
vestment. Brazil, Indonesia, the ~ 
Philippines and Thailand all had 
^. Official rates of 35% on corpo- 
fate profits. Their “METRs—as- 
suming. all-equity financing and . 
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picture changes again: Th; 
land’s METR varies between 


and 70%; Mexico’s, officially 
42%, between a negative tax (ie, - 
subsidy) of 23% right up to.a tax 


of 24%. 


The World Bank suggests ta; 


partial answers. First, broaden 
the base and reduce official rates: 
this will reduce the variation. in 
METRs. A good way to broaden 


. the company-tax base is to re 


duce the special investment in- 
centives that pepper most devel- 
oping-country 
second answer might be ' ‘full ex- 
pensing" tax assessment, under 
which firms treat investment 


. Costs like other expenses as they 
are incurred. In some industries 


this would be simpler to adminis- 


ter than the present rules; it 


would set METRs equal to zero, 


yet provide for greater revenues. 


later on. 


è Trade taxes are easy to elles: : 
That is their only virtue. Their. 
drawback is that they discourage. 
| exports. They therefore close the. - 


main channel through. which 


most poor countries. become ine- 
.ternationally competitive, - and 


hence better off. | 
Export taxés can be explicit or 


implicit. Implicit ones can take 


the form of below-world-market 


prices paid to farmers by markét- - 
ing boards. However collected, - 


export taxes encourage farmers 


to shift inefficiently to other; 
< Recent - 


not-for-export crops. 
studies have overturned the view 


that smallholders do not. te- - 
spond to price signals of this - 
J kind. They do, and the. da 
distortions are severe. 


Odd though it may seem, im- 
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tax codes. A 


avoid, a “cas 


commodity taxes are« atching on 
in th 


| Compostion o es 1985 a 5% oft revne 


bet (where es are high, 
thanks to the tai ff) rather than 


for the export market (where 


they are not). Second, to the ex- 
tent that import taxes improve 


“the trade balance, they cause the 


exchange rate to rise, which re- 
duces the local-currency value of 
exports. Third, they raise the 
cost. of imported inputs, thus 

z j _ exporters’ profits 


again. 
Commodity’ taxation should 





/ move from trade t taxes to broadly 


based sales taxes, and pric bh) 


- to a value-added tax. These can 
"raise plenty of revente at com- 


paratively low rates of tax. They 


do not discriminate between 


production for the domestic and 
external markets. They leave 
producers free to choose the . 
profit-maximising (ie, most eff 








: cient) mix of imported inputs, la 


bour, land .and capil M 
ing 













at "every 
odu and dis 

ion p , 80 that tax is 
paid on top. of tax, on top of tax, 


and SO ON. 


‘VAT and other broad-based 








e third world. 
countties (mainly in lan Åmet | 
ica) now have vat down to the 





~ retail level. Where primitive dis- 


tribution networks make taxes at 


-the retail level hard to gather, a 
second-best:solution is to collect 
.at the. manufacturer/importer 


stage. India. greatly simplified its 
taxes by introducing a manufac- 
turer-stage ` ‘AT as part of a tax ree 





form in. 1986; some Afric 
port taxes discriminate against - 
exports, too. They do so in three 
Ways. First, xd encouraging firms. 





countries, too, now. have VAT i it 
the manufacturer level 
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If the Market never sleeps, when can 
the Financial Director go to bed? 


Unless you’re happy to work a twenty 
four hour day, its impossible to keep up with 
the sudden peaks and troughs of the world’s 
currencies. 

Overnight that safe as houses overseas 
investment can become a house of cards. 

But there is a cure for this high risk 
nightmare. Talk to NatWest. Because Risk 
Management is our business. 

And this is how it can work for yours. 

We'll assign you an Account Executive. 
Working with our Treasury Specialists he'll 
build you a strategy that minimises your risk 
and maximises your opportunities. 

This strategy would include various finan- 
cial instruments. They could range from foreign 
exchange to loans and deposits, currency swaps 
to options. 

Its an action plan that provides the most 


rapid response to the ups and downs of fickle 


currencies. Because, round the clock, round 
the world NatWest is dealing in all the key 
financial centres. 

Operating in 36 countries, with a AAA 
rating and an asset base of over US $160 billion, 
NatWest can see every move the market makes. 

So we can act instantly on fluctuations in 
exchange rates. Action that can make all the 
difference to your bottom line. 

Discover how Risk Management can help 
put your mind at rest. 

Call National Westminster Bank PLC. 
Roger Lacey, 23rd Floor, 1 Exchange Square, 
8 Connaught Place, Hong Kong. Telephone 
852 5-247071. Or Mike Brigden, Chief 
Manager, 5th Floor, Shell Tower, 50 Raffles 
Place, Singapore 0104. Telephone 65 2204144. 


Risk Management by NatWest EV 


The Action Bank 





Australia: 177326 * Bahamas NS201101 - Bahrain, 8559 - Belgium: 21208 * Canada: 0G -22572 * Federal Republic of Germany: 416500 > France: 210393 - Gibraltar. 2114 - Greece- 216673 * Hong Kong 61672 * Ireland: 25166 


Haly- 320663 - Japan: 28292 ` Malaysia: 33044 * Monaco: 449588 - Netherlands: 50641 * Singapore 28491 * South Korea: K 33 282 - Spain: 23572 - Sweden: 15050 * Switzerland: 812186 UK: 845361 = USA: 233563 - USSR: 419258 
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Brothers International Ltd 
GPO Box 767 Phone 400042, 404929 


Hong Kong Minolta Hong Kong Lid. Room 208, 2/F . Easter 
Phone: 5-65818! 
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New Delhi 110 044 
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Quezon City, Metro Manila 
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Minolta Singapore (PTE) Lid } Teban Gardens Crescent singapore 2260 
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The new Minolta EP490Z gives you 
two-color copying that's as fast and easy 
as regular copying. 

Think of it. A copier that makes two-color 
copies in one quick scan. It's now a reality for 
your business with the new Minolta EP490Z's 
Simul-Color function 

Simul-Color makes two-color copies in 3 
fast, easy steps. Simply set the Color Lever, then 
press the Simul-Color Key and the Print Key. The 
result is a perfect copy in black plus another 
color: red, blue, sepia or green. 





Think of Minoltas 
new Simu 





So now you can say goodbye to ordinary 
color copying. No more waiting for two scans 
No more time-consuming procedures for desig- 
nating the color area. No more disappointing 
copies that don't really match up 

That's because the Minolta EP490Z makes 
high-quality two-color copies just as fast as it 
makes regular black copies, at a quick rate of 30 
copies per minute 

So contact your Minolta dealer about the 
new Minolta EP490Z with Simul-Color. It's the 
world's first practical color copier. 


MINOLTA CAMERA CO. LTO. Reprographic Product Operations 30, 2-Chome, Azuchi-Machi, Higashi-Ku, Osaka 541. Japan 


Taiwan Santa Office Machines Cor 
10433 Phone: (02) 505-0013 


lOth FI, No 120. Sec 2. Chien-Kuo North Rood, Taipei 


Thailand Bangkok Business Equipment Automation Co. Lid. 199/82-84 Vipawadee Rangsit Road, 
(At Suthisam Fly-Over), Bangkok 10400 Phone: 2710213 (5 lines) 
Australia Océ-Austraio Lid. PO. Box 196, 89 Tulip St, Cheltenham, Melb. 3192 Phone: 09-5844101 


New Zealand Viko Holdings Ltd. 33 Broadway, Newmarket, PO. Box 220, Auckland | Phone 023-505-449 
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MORE THAN 10'000 HOURS TO DEVELOP THIS MASTERPIECE. 





1735S 


BLANCPAIN 








A work of art which, when desired, 
chimes the hour, quarter hour and 
minute. Only thirty such watches, each 
individually numbered and signed, leave 
our workshops each year. 


since 1735 there has never been a quartz 
Blancpain watch. And there never will be. 


Available in London: 

Carringtons, Mappin & Webb, David Morris, Garrard, London Hilton Jewellers, Watches of Switzerland, The Watch Gallery, Tyme 
and: 

BARCELONA Soler Cabot BRUXELLES Frohmann OUSSELOORF Biome, Wempe FRANKFURT Fredrich, Wempe GENEVA Benoit de Gorski. Boma Chimento Faces Golay Fils & Stahl, 7tenden GENEVA-AIRPORT Compton de 
l'horiogene HAMBURG Becker, Wempe LUXEMBOURG Schroeder MADRID Suarez MUNCHEN Hemmerle, Huber Wempe MONTE -CARLO Buccellat: Van Hubrecht PARIS Artan, Buccellan, De Pallene, André Col, Wempe Cérésole 


ROMA Ansuini, Capuano WIEN Canus & Binder, Hubner ZURICH Barth, Galli, Gut, Meister ZURICH AIRPORT Turies 
Information by BLANCPAIN SA - CH-1348 Le Brassus - Switzerland - Ta 459 420 Tel 01041- 21 85 4037 
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A thous h the financial parts of 1 1992 are moving ahead, fully free trade in 
l Europe’ s $150-billion-a-year insurance business is still more than a decade 
'eginning to c 


The winners may not be the most efficient companies 

















that may be optimistic for free 
trade in European insurance. 
. The non-life-insurance direc- 
“tive just adopted by the Euro- 
ean Commission fand due to 


o compete Mns for big inchukttial 


-Both q ual ifi ing us ae prec to be 
: bal nin in 1993. Some countries have won 

pr ece, Portugal and Ireland 
in ide second stage ull Rees 


The: Vieni has yet to put forward 
life irective, let alone persuade the Coun- 


ent to accept it. That means that the juici- 
nd fastest-growing part of Europe's 
urance business will probably remain 
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For 1992 read. 2001. And even 


- are defined as i placed by a 


of Ministers and the European parlia- 


Pub to national control until the turn of 
. the century. . i 
— By that time Eutope’ s insurance indus: 


try could have sales of $300 billion a year, 


roughly the size of America’s today. Euro- it 
. pean premiums in 1985 were $140 billion, pro duc cts 
split almost equally between life and non-life. fer will ; 
insurance. Life business is growing fast—in _ 
some countries (eg, Spain and Italy) at 25- 


PR a year (see box on next page). 
«The scope for growth varies between 
EEC countries, as well as between different 


classes of insurance business. Prices are un- 
even too. If an Italian wants a term life-pol-. 


icy it will cost three times as much as in Brit- 
ain. Such discrepancies are caused by local 
cartels and lack of competition. Mr Simon 


Rudolph. at Phillips: & Drew, a London. 


stockbroker, divides the European market 


into three groups: in the first, France, © 
Greece, Ireland, Italy and Portugal allow in- 


surance to be offered only by companies 


authorised and: established in their own . 






governments in the first two grou 
their companies’ solvency by setting 
. premium levels. Dutch and British insi 
in contrast, are monitored ony: on cay 


^ ance markets will be neither easy nor c 
-: In Britain’and Holland establishe 

- dent brokers sell foreign insurance po 

| elsewhere, the outside insurer ha 

~~ choices. It can build up a distributior 


Allianz, has a sales force of 30,000. F 
. er$ can tie up with a local firm. 


ji dential Vita 
rve up the emerging market. - P ucts t 


| bine: and ber branch aiebant P 


-caused a fuss by saying that they wa 


„aged its previously cosy relations w 
< Allianz; the Italian application is s being 


. insurers: 
-. Münchener Beteiligungs-AG, an insu 
: company, has bought 50% of B 






















country; in the second, Denmark, West { 
many and: Luxembourg allow customer 
a ats duds pea = em en 


are less einen dha the B 
Dutch. But. stricter rules 
higher prices. An instance -of this 








adequacy. . l 
Breaking into Europe’s protected 













to sell its products—remembering that 
markets are dominated by agents tied to 
company. (In West Germany one.com 


has 75, 100 direct company represent 
and agents:but only one or two sizeab 
broking firms.) Alternatively, foreign inst 
The e Prudential, Britain’ s bi 


joint v venture with the Bene an 





















banks want to compete directly. In. 
Germany and Italy two of e De 
Bank and Banca Nazionale del | 


life assurance. Deutsche has thereb 









cessed at a snail's pace. 
Other banks are willing to team. up w 
in Germany; Aachener — 
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— . Gemeinwirtschaft: its new insurance mar- 
keting team, BFG service, is active in 30 of its 
— branches. And in France banks are the fast- 
-— est growing channel for selling life policies. 
But not all insurers are sure that bank clerks 
. are competent to sell their products— par- 
ticularly the complicated ones. 
.. So the most obvious way into a foreign 
. market is to take over a domestic insurer. 
— That is much more difficult on the conti- 
.. ment than in Britain. Recently, for example, 
= à Paris court stopped Generali, Italy's big- 
gest insurer, from voting its 30% stake in 
— Compagnie du Midi against the French 
firm's defensive merger with Axa. In con- 
 trast, Compagnie du Midi was able to snap 
- up a British firm, Equity & Law, last year 
— without legal impediment. 
— . QGenerali says that it is “bitter” about du 
- Midi's tactics, but it ought not to complain. 
— Most of the big Italian companies are con- 
_ trolled by other groups. Generali (the excep- 
. tion), which accounts for over 10% of the 
Italian market, is too powerful and difficult 
. to value. One of its assets, part of St Mark's 
— Square in Venice, is rumoured still to be on 
its books at cost. Even the Dutch insurers 
- have complicated voting structures to pro- 
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| Spanish pickings 


MADRID 


lotteries he spends $1 on insurance. 
On average he spends $13 a year on life 
assurance—half as much the average Ital- 
ian, a thirtieth of what a Briton spends, 
and just a thirty-sixth of what Mr America 
pays each year. 

About 70% of Spanish homes are un- 
insured. Spain’s national health service is 
— || in a poor state, so more people should 
- soon be turning to private medical insur- 

ance. The Spanish economy is booming; 
| so are sales of insurable items, such as 
cars, flats and furniture. All good reasons, 
- foreign insurers think, why Spanish pre- 
= | miums of $4 billion in 1987 will go on 
| growing by around 2596 a year. 
| . In 1984, two years before it joined the 
EEC, Spain began liberalising its insurance 
business. Since then, foreigners have 
scrambled to stake their claims. France's 
AGF snapped up Omnium; Helvetia, a 
Swiss firm, bought Chasyr. In April this 
year Tokyo Marine and Fire and 
Sumitomo Marine and Fire said they 
would open offices in Barcelona. Generali 
of Italy has linked up with El Cortes In- 
gles, Spain's biggest retail group, to sell 


£ OR every $10 a Spaniard gambles on 
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tect themselves. A successful hostile take- 
over on the Amsterdam stock exchange has 
yet to happen. 

These restrictions seem to have scared 
some of the British away from Europe. BAT is 
currently trying to expand its insurance arm 
by taking over Farmers in America, while 
General Accident has opted to spend 
£264m buying 51% of New Zealand Insur- 
ance. And the British, for all their product 
skills, look vulnerable. “Even the Prudential 
is not immune from takeovers,” says Mr 
Brian Medhurst, the managing director of 
the Pru’s international division, 

Since the playing field has a gradient, 
some insurers look better placed than others 
to turn into pan-European giants. Allianz is 
probably the most secure of all through its 
25% cross-shareholding with Munich Re- 
insurance. It has already acquired two other 
big insurance companies—RAs of Italy in 
1987 for DMI.2 billion ($670m) and Brit- 
ain's Cornhill in 1986 for DM1.1 billion. 
Other insurers think that Allianz may have 
paid too much but admit it now has the best 
European network. Mr Detlev Bremkamp, 
the managing director of Allianz Europe, 
says that Allianz "will make more takeovers 
if the opportunity occurs." 

Phillips & Drew reckons that the pack 
following Allianz should include Generali 
from ltaly, UAP from France, Nationale 
Nederlanden from Holland and the Pruden- 





house insurance. American International 
Group plans to funnel all its medical in- 
surance business in Europe through its 
Spanish subsidiary. 

The Spanish government is agitated 
about the way foreigners are taking over 
the insurance market. It is trying to en- 
courage competition, efficiency and secu- 
rity among local firms. Since 1984 super- 
vision of the industry has increased and 
96 companies have been liquidated. Oth- 
ers, mostly tiny by European standards, 
have been encouraged to merge; 165 com- 
panies did so between 1984 and 1987. 

None of these measures has done 
much to rein in the growth of foreigners' 
market share. Mr Leon Benelbas, insur- 
ance supervisor at the Ministry of Fi- 
nance, reckons that they accounted for 
3596 of total premiums in 1984 and for 
5096 in 1987. 

Are foreigners too optimistic about 
the growth in Spanish premiums? Mr 
Benelbas thinks so. He says that nearly all 
the 3096 increase in life-insurance premi- 
ums last year stemmed from purchases of 
single-premium policies that can be 
cashed in within a year and are being used 











tial, Sun Alliance and the Royal from Brit- 
ain. All are well capitalised and have reason- 
able European operations already. These 
groups will grow larger at the expense of 
middling groups like Amev in Holland, 
France's Groupe Victoire (currently in talks 
with the Royal) and perhaps even the Com- 
mercial Union, which has one of the best 
European operations of the British insurers, 
but has attracted takeover speculation. 

However, the biggest shakeout is likely 
to happen amongst small insurance firms— 
particularly the hundreds of single office op- 
erations scattered over Southern Europe. 
As competition increases, many may opt to 
become brokers and sell to their clients the 
more sophisticated products developed by 
larger firms. 

While the Community’s insurers fret 
about what they should do next they should 
also worry about outsiders joining the game. 
Zurich Insurance of Switzerland and 
Skandia from Sweden already have stre 
European operations. American Inter 
tional Group, the American giant whose an- 
nual premium revenue is bigger than the 
Dutch market, is said to be interested. And 
the Japanese may yet decide to expand from 
their own lucrative marker. If they do, then 
one European insurer worries that several 
Japanese firms "could buy any of us with 
their loose change". 
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as a tax dodge. Moreover, the 25% rise in 
non-life business stemmed from a 52% in- 
crease in car-insurance premiums—a one- 
off increase to bring prices more in line 
with the rest of the EEC. Excluding car in- 
surance, says Mr Benelbas, the increase in 
all kinds of non-life premiums was 4% last 
year—less than the 4.6% rise in the con- 
sumer-price index. 




















: | and flourish outside America? 





E “HIS will be another record year for 
A crude-oil futüres on the New York 










rey-futures-and-options market. 
rst five months of 1988 NYMEX 
a daily average of more than 
O contracts—each representing 
000 barrels of West Texas Intermediate 
WTI) crude oil—compared with 58,000 a 
|| day during 1987. The volume of "paper" 
|^ crude oil traded on the exchange this year 
will equal the i non-communist world' san 
= nual oil consumption. 7 
- Crud oil futures allow buyers and sell- 






























| tore thei deals go ous. Ta is espe- 
cially useful when oil prices are ducking 
and diving, as they have been since oil 
f tumbled below $9 a barrel in 1986. 
| But futures have had a tough 
| time getting started outside Amer- 
: ica. Talk of a link between NYMEX 
. and the Singapore International 
| “Monetary Exchange (SIMEX) came 
| to nothing. A plan to trade 
' NYMEX's WTI contract on London’s _ 
| International Petroleum Exchange. 
(IPE) was scrapped in January. Many 
. traders based in New York reck- — 
oned they would be hit if trading 
| spread to other exchanges. | 
^U c SIMEX has yet to decide its next 
move. Late in June the IPE made a 
. final attempt to establish’ its own 
"erude-oil contract. Its previous ef- 
|) fort was a flop—less than one con- 
tact a day was traded during 1987. 
s new contract—based on 1,000 | 
f barrels of North Sea Brënt oil— o 
“e comes with a package of incentives 
to encourage oilmen to take the - 


etin trout tvm Trendi 


‘swiftly increase liquidity. 

Foreign. companies—- mostly Euro- 
pean—now make up. 29% of NYMEX's 
players (see-chart). The iPE wants to cap- 
re that chunk. It believes NYMEX's over- 










“| New York hours for ever. It also reckons 
«d that North Sea Brent is a better basis than 
-P wm for a "global" futures contract be- 
-] ^ cause Texan oil often moves out of line 
< |- with world oil prices, making it an imper- 
eU fect hedge for internationally traded oil. 








contract is that oil can, if required, be de- 
livered by pipeline in, Cushing, Okla- 
oma. The IPE's contract has: no © physical 


Je-oil futures look forward 


xchange (NYMEX), America’s - 


goes to reduce the risk of big- 










































- plunge. The mE hopes that these will | 


seas clients will not be prepared to keep. 


But one selling-point for NYMEX's WTI. 


| ‘America iu a thriving oil-futures exchange. Can such markets survive 





changes hands. Although less than 1% of | 


the paper oil traded on NYMEX is deliv- 


“ered, many oilmen feel more comfortable. 


with the possibility of physical delivery. 
Brent turns Dexia 


The mE's contract does have a better. 


chance of flourishing this time round, 
however. In the past the success of the in- 
formal Brent "forward" market—the tra- 


ditional hedging market outside America- 
for around 100 oil companies, traders and 


professional speculators—has largely 


scuppered the IPE’s ambitions. Last year- 


the Brent forward market traded some 





$100 billion-worth of contracts, each 


based on a 600,000-barrel cargo (or small- 


er 50,000- barrel lots) of North Sea Brent 





oil. 7 (Ithough—as on NYMEX—the physi- 


cal oil can be delivered, cash, not oil, usu- , 


ally changes hands. 


But the Brent market is running into 
stormy weather. Japan's big sogo shosha 


(trading companies such as C. ltoh), 
which accounted for up to a fifth of all the 


deals struck on the market in 1987, have 
halved their operations after taking heavy 
losses last year. Worse, despite warnings 
from Britain's Securities and Investments 
Board, some traders continue to manipu- © 
late Brent deals. Around 30:of the 36 car- 
goes of Brent for June delivery were 


bought by one trader, distorting prices. 


Giuliani, the New York federal prosecutor 


panies pea üse its pice re t 





The biggest threat to the markér i is re 
ulatory and legal action from America. A 
$260m lawsuit dede by Transnor, a Bet 
muda-based oil trader, alleges that severa 
big oil companies manipulated : prices in 
the Brent forward market. A pr 
ruling in the case defined the Brent for. 
ward market as a futures market based in 
America, because more than hi 
players are American compani 
Commodity Futures Trading C 
sion, America’s futures watchdog, ag 
and classes Brent as an unregulated 
tures markét, trading on it could be d 
clared illegal ‘ander American: law. iy 

Another case, brought by Enron, | 
American energy company, against 
former employees and a € of oil- 
traders, involves alleged illegal oil | trading 
on the forward oil markets. The case h 
attracted the attention of Mr Rudolpl 


































who led the prosecution of Wal 
"Street arbítrager, Mr Ivan. Boesk 
for insider trading. aoa 2 
All this is beginning to wor : 
those "Wall Street refiners” (Amer- 
| icàn investment firms such as Mor- - 
gan Stanley and J. Aron) which | 
now account for a quarter of all. 
- Brent deals. With waning énthusi - 
asm from oil companies (especially _ 
those based in. America) and the 
shosha, the’ Wall Street refiners 
willingness to play the Brent for- - 
ward market is crucial to its sur- 
‘vival. A whiff of legal or regulate y 
action may send them se scur n i 
: the lifeboats. F A 
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SIB 
Who's a big 
softie, then? 


N will Britain's Securities and In- 

vestments Board (siB) take a hard 

look at soft commissions? These are induce- 

ments given by stockbrokers to investment 

managers to.put business through their 

s—inducements which the investment 
managers' clients in effect pay for. 

A typical deal would involve a broker 
paying for a fund manager's Reuters termi- 
nal, a direct telephone line, electronic access 
to the broker's research or a report on the 
manager's investment performance for pen- 
sion-fund trustees. In return, the fund man- 
ager agrees to give the broker enough busi- 
ness to generate a certain amount of 
commission. The ratio of commission to the 
value of the service is usually two to one. 

Roughly a tenth of all deals done in the 
London stockmarket involve some kind of 
soft kick-back to the fund manager—rang- 


——. ing from research to computers. Three 


specialised soft-commission houses proba- 
bly account for half of them. The most suc- 
cessful is Hoenig, part of a big American 
soft-commission broker. Operating in Lon- 
don for only three years, Hoenig has 75 in- 
vestment-manager clients; they can get 
"free" equipment by putting trades in vari- 
ous countries through Hoenig: almost half 
Hoenig's London commission is collected 
from foreign equity deals. 

Lynch Jones Ryan, part of Citicorp 
Scrimgeour Vickers, has about 30 clients. 
About 40% of its commissions- come 
through supplying 1/B/E/S, a computer sys- 
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Non-commissioned offices 
74 


 Ireland’s custom-built tax haven 


DUBLIN 


HEIR own tax rates are crippling, so 

the Irish have one answer: build a tax 
haven for foreigners. Dubliners hope the 
dream will rise on 27 acres of derelict dock- 
land alongside the old Custom House on 
the River Liffey. A not entirely realistic 
IR£250m ($370m) of private money has 
been earmarked for the two-year project: 
Im square feet of office space, 450 flats, a 
hotel, a conference centre and, to give it a 
common touch, a flea market. 

Financial firms which set up shop in 
the new complex can expect a generous 
package of incentives for offshore business 
(ie, not with a domestic client). Corpora- 
tion tax will be only 1096 (compared with 
lreland’s hefty 47%) until at least 2000. 
Trading profits will be free of lreland’s 
60% capital-gains tax: there will be no 
rates (property taxes); and firms will get 
double the usual amount of rent relief. 
That should be enough, say the plan’s sup- 
porters, to attract a host of treasury opera- 
tions, leasing firms, fund managers, insur- 
ance companies and even the settlement 
offices of many of London's securities 
houses and banks. Super optimists even 


talk of two futures markets. 


To encourage tenants, the government 
is offering tax breaks now to companies 
that commit themselves to taking office 
space. So far 37 have done so, although 
only five have begun trading in Dublin, in- 
cluding Chase Manhattan, a big American 
bank. Despite building a new and expen- 
sive dealing room at its headquarters in 
Ballsbridge, a fashionable Dublin suburb, 
Allied Irish Bank has agreed to move its 
treasury operations to the new site. So, 
too, has Bank of Ireland, the country's 
other big bank. However, securities houses 
have been slower to take the bait. 

Ireland's prime minister, Mr Charles 
Haughey, dreams that Dublin will become 
‘a rival to other European financial cer 
and provide much-needed employn 
for Ireland's. graduates, most of whom 
leave for London and New York with high 
hopes (and a hangover) after their finals. 
The government reckons that 7,500 jobs 
will be created down at the docks. 

Business leaders are not so sure. A poll 
conducted earlier this year by an Irish mag- 
azine, Business and Finance, showed that 
six out of ten chief executives in Ireland 
think that the centre’s success will depend 





tem which lists other brokers’ profit fore- 
casts. Barclays de Zoete Wedd, part of 


Barclays Bank, is now selling all its soft- 
-broking services through a new firm, 


Thamesway. After only eight months’ trad- 
ing, Thamesway is breaking even. 

Some of the City's biggest fund manag- 
ers are nervous about the amount they will 
"soft". Mercury Asset Management, a part 
of the S.G. Warburg Group which controls 
funds of £23 billion ($39 billion), lets bro- 
kers pay only for investment-performance 
data which its pension-fund trustees need 
anyway. Mr Ken Wild, the research director 
of Prudential Portfolio Managers, part of 
Britain's biggest life office, thinks that fund 
managers should pay for all services from 
brokers including telephone lines and re- 
search (the original soft service). 

Since last October's stockmarket crash, 
soft commissions have become more com- 
mon. Most City brokers, desperate for any 
commission they can get, are happy to ac- 
commodate fund managers—though James 
Capel, one of the more profitable, says that 
it will provide a soft service only if the man- 
ager provides extra business. Similarly, al- 
though big institutions can still pick and 
choose among brokers, smaller fund manag- 
ers, whose profits have taken a nosedive, are 
keener to discover ways of cutting their 
COStS. 

Under the Financial Services Act (and 


other legislation), fund managers are 
obliged to obtain the best price possible for 
stockmarket deals— "best execution" in the 
jargon. The arch-softers among brokers 
claim that they only provide inducements 
that help a fund manager's clients, and that 
with no expensive analysts to pay they are as 
cheap as other brokers, charging a commis- 
sion of around 0.2%. So why not forget 
about the freebies and charge still less: 
cause without the "free gifts" the non- 

lyst broker would not get the business. 

There is plenty of scope for abuse in the 
present set-up, but until somebody fingers a 
broker or a fund manager, says the siB, little 
can be done. The rules of the Investment 
Managers Regulatory Organisation (IMRO), 
to which most fund managers belong, are 
too vague. Investment managers only have 
to tell their clients that they have entered 
into "relevant arrangements”. 

In New York, where soft-commission 
business accounts for roughly a third of 
stock-exchange business, the rules define 
precisely what investment managers are al- 
lowed to receive and, perhaps more impor- 
tantly, what they are not. The stB and IMRO 
should do the same before the fund manager 
who asked a soft-commission broker to pro- 
vide him with car-parking space in the City 
(and was refused) finds a more accommodat- 
ing firm. 
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on taking jobs from other parts of Dub- 
lin's financial-services industry. 

- Moreover, the Custom House dock 
scheme offers little to encourage Irish 
graduates to stay put. They leave Ireland 
because of unfashionably high income 
taxes: a single person earning more than 
IR£11,000 ($16,200) a year pays a mar- 
ginal rate of 5896. Non-domiciled lrish get 
a better deal. They pay income tax only on 





Havens above 


Spanish banks 


Just like Dallas 


MADRID 


IL WAS supposed to be a friendly merger, 
but is turning into a glorious squabble 
between three of Spain's sharpest business- 

Mr Mario Conde, head of Spain's sec- 
biggest bank, Banco Espanol de 
Credito (Banesto), had the idea of putting it 
together with the biggest, Banco Central— 
and himself at the head of the merged 
group. Now he faces opposition 
from Banco Central's main share- 
holders, Mr Alberto Alcocer and 
Mr Alberto Cortina, who want a 
bigger say in the running of the 
new bank. Known as los Albertos, 
they own (Construcciones y 
Contratas, a Spanish property 
group, and 51.896 of Cartera Cen- 
tral, which controls a 1396 stake in 
Banco Central. 

They are now buying Banesto 
stock to strengthen their hand in 
the merger negotiations. Mr 
Conde says he will match their 
purchases. He is probably bluff 
ing. Nearly all of Mr Conde's re- 
sources—and those of his busi- 
ness associate and Banesto's vice- 
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their remittances into Ireland, which any- 
way are not hard to conceal. 

Income tax apart, there are two worries 
about the offshore financial services cen- 
tre. First, the government's incentives 
could end up subsidising on-shore busi- 
ness. For instance, Allied Irish Bank says 
that both its on-shore and off-shore trea- 
sury operations will function as one. It will 
have accounting systems to separate the 
revenues from the two sides. Yet it will be 
hard to separate the ancillary services, 
such as settlement, in the same way. The 
Inland Revenue will probably turn a blind 
eye to that problem. Second, Dublin may 
become the back-office to a thriving Euro- 
pean financial-services industry. There is 
little to stop, say, a leasing company 
organising a deal in London and merely 
stamping it for form’s sake in Dublin. 

Dishing out tax breaks to foster domes- 
tic industries is sadly not new in Ireland. It 
is already famously tax-efficient for leasing 
firms, exporters and manufacturers. That 
policy has encouraged overseas companies 
to set up screwdriver plants: most of their 
profits are repatriated and they bring few 
tangible benefits to the Irish economy. Far 
better, Mr Haughey, to dismantle the 
country's labyrinth of tax goodies, and 
lower the rates of income and corporation 
tax, ^*^ 


chairman, Mr Juan Abello—were sunk in 
the 796 stake that they took to make them 
the bank's biggest shareholders. 

Construcciones y Contratas has more 
ammunition—pre-tax profits of Ptas 22 bil- 
lion ($183m) in 1987. Cartera Central has a 
2% stake in Banesto; the Albertos say they 
are going to buy until their stake in the 
merged bank is 1096. They have also 
strengthened their position at Banco Cen- 
tral. At the end of June they increased the 
number of their directors on the bank's 
board from three to five and also won the 
right to appoint two representatives to the 
12-member board supervising the 
merger. They also claim that in 
September one of them will be 
named vice-chairman of Banco 
Central and so be in line to be- 
come vice-chairman of the new 
bank. Fantasy, says Mr Conde. It 
is already agreed that Mr Alfonso 
Escamez, Central’s authoritarian 
chairman, will be the titular head 
of the new bank. 

The Albertos are badgering 
Mr Conde for more concessions. 
They want the seats on the new 
bank's board to be allocated ac- 
cording to shareholdings. This 
would give the Albertos control of 
almost twice as many seats as Mr 


Conde and Mr Abello. Mr Conde 
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suggests that the new bank's board should 
simply be the sum of the two existing boards 
of Banesto and Banco Central. 

The Albertos are also trying to derail 
Mr Conde's management of the merger. 
The plan was that the two banks should 
equalise their capital and reserves and then 
merge. But the Albertos reckon that Banco 
Central—in which they have their biggest 
investment—is worth more than Banesto. 
Mr Conde has responded by announcing 
that a (Banesto) revaluation of Banesto's in- 
dustrial assets puts them at Ptas 200 billion 
rather than their value in last year's balance 
sheet of Ptas 91 billion. 

The Albertos' view of the two banks’ 
relative values seems to be borne out by 
their performances. Banco Central posted 
pre-tax profits of Ptas 18.1 billion in the first 
five months of this year, a 6696 increase on 
the same period last year. There are no signs 
of a similar buoyancy at Banesto. One rea- 
son for this is that it is still setting aside 
funds—for the third year running—to cover 
losses for alleged irregularities and misman- 
agement at Banco Garriga Nogues, an affili- 
ate bank liquidated in 1986. 

Garriga Nogues's problems pre-date Mr 
Conde but they are dogging him. This was 
evident when Banesto's shareholders angrily 
challenged Mr Conde at last week's meeting 
to tell them exactly what the bank's losses 
had been. According to Banesto reports 
completed this year, these losses totalled 
Ptas 98.5 billion, not Ptas 73.8 billion as re- 
corded in Banesto's minutes in 1986. 

Mr Javier de la Rosa was vice-chairman 
of Banco Garriga Nogues and its managing 
director during the years when it was mak- 
ing losses, from 1982 until he resigned in 
November 1985. The shareholders urged le- 
gal proceedings against Mr de la Rosa, if 
there were grounds for doing so. Such an 
action would further complicate the merger. 

Since 1986 Mr de la Rosa—who is a 
friend of the Albertos—has been working 
for the Kuwait Investment Office. He is now 
KIO's main business associate in Spain and 
vice-chairman of its big Spanish affiliate, 
Torras Hostench, which holds the 48.296 in 
Cartera Central that the Albertos do not 


control. 





Japanese government bonds 


Bondo-san 


TOKYO 


APAN'S Finance Ministry is expected 
soon to double to 60 the number of for- 
eigners in the underwriting syndicate for 
ten-year government bonds. This is another 
sop to the Reagan administration, which 
feels the present system discriminates 
against foreign firms not only for issues of 
government bonds but also for corporate 
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their agenda of bilateral fi id issues. 
The: Japanese. government has relied 
| ostly on syndication to sell its new.debt— 
trillion ($82 billion) of it altogether in 
al 1987. © Of the total, ¥8.8 trillion was 
-year bonds and X2 trillion was 20-year 
ad About 800 banks, securities houses 
id insurance companies divvy up each new 
sue according to a pre-arranged allocation. 
Y return for membership of the club, syndi- 
ate members are expected to let the Japa- 
ese government raise its funds cheaply and 
ily whether market conditions are good 
bad. Foreign firms could not be trusted to 
as.accommodating as the natives, so they 
ere excluded altogether from the under- 
riting syndicates, 
Two things changed that: omane 
m foreign governments, and Japan’s need 
refinance the large numbers of ten-year 
yds it had issued to cover its big budget 
its following the first oil shock in 1973- 
n 1984 the first 15 foreigners were al- 
d into the underwriting syndicates for 
t-term bonds. , 
The number has since doubled to 30 

















































idicates for the high-volume business— 
ong-term bonds. But even after the increase 
in allocations made in March 1987, their 


amount reserved for securities companies, 
and just 6.3% of the total issue. Salomon 
Brothers’ allotment, which is the largest, 
-was raised to 1% of the total from 0.7%. 
Those of First Boston, Goldman Sachs, 


2e and S.G. Warburg were raised to 
-got 0.3%. At the other end of the scale, two 
newcomers, Credit Lyonnais and J.P: Mor- 
gan, were allocated 0.07%. 

The question of access for foreign firms 
has been taken up repeatedly at the annual 
bilateral talks on financial services between 
Japan and the United States. The Ameri- 
¿cans are fed up with leaning against the door 
«to inch it open. They want to kick the house 
‘down, and replace the syndicates with 
uctions. 

— Japan has toyed. with an auction system. 
Since 1980 the small-volume issues of two- 


Last September the Americans thought they 


anese government bonds were offered for 
auction for the first time. The following 
onth 2096 of an issue of the most common 
aturity of government . debt, ten-year 
bonds, was also put. up fo for auction. 

Yet, as so often in Japan, th 





name rather than substance y 


foreigners have slowly edged into the. 


share of the long-term bond. syndicate ace. 
counted for less than a quarter of the 


Jardine Fleming, Merrill Lynch, Morgan. 
5%. Smith Barney and Vickers da Costa 


firms about 2.596 of the total amount. of.a 
ten-year issue. The Japanese reckon that is: 


‘to four-year bonds have been made this way. 


-had made a breakthrough when 20-year Jap- 


2 things were 
“not as they seemed. The auctions. were. in 

efh- ^ participants a disproportionately large ir 
ment did not setthe coupon rate eandi issuing 2 


yp essem 


spar ny uei 


TOKYO 


| VASION of taxes in Japan, as in 
America and (increasingly) Britain, - 


is becoming a hobby for stockmarket 
speculators. Japan's taxmen last year un- 


covered frauds of Y47 billion ($325m), 


much of which was unpaid tax on securi- - 


ties dealings. The true figure may be ten 
times greater. 

The National Tax Adsigessdogs $ 
investigation office, the Marusa, uses 


sleuths who have become unexpected 
folk-heroes: thanks to an award-winning " 


(CR 


feature film “Marusa no Onna” 
ready spawned “Marusa no Onna 


These snoopers use unusual and 
controversial methods to track down tax 


family altars, and in secret compartments 


counts and investment trusts. 


tration zoomed in on only 243 compa- 


cases checked, 173 are being turned ¢ over 
to the prosecutor's office. | 


price of the ten-year. bonds by. competitive ber 


bid, but through negotiation with the un- 


derwriting syndicate, which distributed the. 


remaining 8096 of the issue in the usual way. 


For the auctioned 20%, all that could be bid 


for was quantity; and then a ceiling of 1% of 


the total issue was imposed for each bidder, 
with pro tata allocation i in the. case of | 


oversubscription. 
































Woman Tax Inspector’ ). That has al- 


evaders, making them a cross between . 
gumshoes, safecrackers and secret police. 
They need to be. Tax evaders in Japan - 
are still stuffing wads of yen under the . 
tatami, behind false bricks in walls or. 


in cars, as well laundering cash more con- 
ventionally through bogus. bank ac 


Last year the National Tax Adminis- | 


nies and individuals for special auditing - 
of their returns. Both the tax evaded and — 
the underlying concealed income wereat — 
the highest levels since the. taxmen. 


started such checks in 1948. Of the 243. 


Although retailers were the worst. "b 


Ip verage con- - 
incomes of X470m each, 
stockmarket speculators ran them a close 
second at ¥418m—more even than. 
rogue property speculators, at ¥396m. 
Many of the biggest. individual cases in- 
volved share dealings, and one-third of 
all cases. involved. speculating in either 












stocks or property. 

Most Japanese think that ote on 
their stock dealing are not subject to cap- 
iA tax because trading volume has 

































i meso i imme nse 


3 ie of the pie; 
th ance. Ministry can: soften t 

disappointme ent. nt by baking a bigger pie. 

— —The ministry is already being lobbied to 


issue. more e gn ernment bonds because in- 


hi horeagy ofis issues. s: Then min- 







This hybrid of an auction , gives foreifa.: dui 


about as much as the foreigners. as a grou 


can take. When this year's bilateral tal «S fe 


turned to this matter in April, the Amer 
cans again called: for a full auction of t 
year bonds... | 
. The Japanese are now thinking ab 
increasing the auctioned share of eacl 
year: issue from 20% to 30%, and p 
doubling the overall share of foreign fi 
the underwriting syndicate. That. could 
done in such a way as to give some foreig 





crease. More for foreigners means that mem- Y 

















eet inn new interna” 

^a Uacy T atios which are be- 

ARE upon them. At 

IVeStOTS are. keen on- C O O 
ids as an alternative to dollar denomie 











SCIENCE AND TECHNOLOGY 


Keeping out the Kaos Club 








Guessing the password would have been easier 


A COMPUTER network is like a box 
. with a padlock on the outside. It is no 

> to keep valuable secrets. If the padlock 
(which is often: only a simple password) is 
picked, its contents are laid bare. Such vul- 
nerability is spurring the computer industry 
to strengthen simple lockboxes with a maze 
of locked doors and sentry posts. Passwords 
are no longer enough. 

Few people in the computer business 
publicly admit how bad security has be- 
come. But witness the recurring tales of 
fraudsters, hackers and viruses (small, often 
disruptive, programs that lodge in comput- 
ers and spread uncontrollably). A recent at- 
tempt to steal SFr82m ($54m) from the 
Union Bank of Switzerland, uncovered this 
week, was not a real computer fraud— 
though it has been described as one. Com- 
puter crime involves intruders manipulating 
a computer themselves, rather than tricking 
others into doing so. One good example of 
the real thing is a gang of West German 
hackers—probably the Kaos Club, whose 
members are computer buffs from Ham- 
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burg—which has repeatedly broken into 
NASA's Space Physics Agency Network; The 
latest breach was last month. They snooped 
around, read sensitive information and 
tried, but failed, to tamper with data. 

According to APSAIRD, an association of 
French insurers, companies in France suf- 
fered at least 15,000 breaches of computer 
security in 1986. About 7096 of them are 
thought to have been committed by the 
companies’ own employees. A report earlier 
this year by Coopers & Lybrand, a firm of 
accountants, found that only one out of a 
sample of 20 large European companies was 
"adequately secure". 

The danger is increasing. As networks 
grow from hundreds of machines to thou- 
sands, the job of ensuring that all of them 
are secure grows even faster, since a hacker 
needs to break only the network's weakest 
link. Also, greater standardisation in com- 
puting means that tricks used to break one 
system are likely to work for others too. 

As dependence on computers and tele- 
communications grows, so do the conse- 


- 


quences of security breaches. Fortunately, 
top-level defence networks are relatively 
safe. They do not use the public telephone 
lines which give the hackers their entrance. 
Defence employees are also more carefully 
screened to weed out potential data thieves. 
Everything else is at risk. 

The first step towards security is good 
management. System managers often fail to 
insist that passwords are not too obvious 
and thus guessable (the user's name spelt 
backwards, or the letter “Z”, for instance), 
or to ensure that passwords are changed fre- 
quently. Careful vetting of staff and estab- 
lished routines can help too. But even the 
best-managed system is still vulnerable. 

This is where the computer companies 
have stepped in. All computers use an op- 
erating system to manage the flow of data 
inside them—allowing à program to collect 
data from memory, or send them to another 
computer. The American government 
grades such operating systems for security 
from A to D (D is the worst). Few commercial 
systems score better than a poor C; and the 
problem with Cs is that, once a user has 
given his password, they do not distinguish 
between different types of information he 
might be using. Computer makers aim to re- 
write parts of such operating systems to win 
them a B. 

Besides identifying the user, a B operat- 
ing system will actively police the informa- 
tion in its care. Suppose you want to send a 
file to another computer. A C-class operat- 
ing system lets the user decide whether such 
a transfer is allowed. This can lead to trou- 
ble. The Kaos Club is believed to have sent 
in a file that sits quietly in the NASA network 
recording everybody's passwords. The pass- 
words can then be used to gain access to 
other parts of the network. 

A Boperating system is not so easygoing, 
Each file is tagged— "confidential", "secret" 
and so on. Even after the user has given his 
password, the file must identify itself to the 
officious operating system, which checks 
that it is going where it should. The com- 
puter can be programmed so that files are 
used only during office hours; that they can- 
not move from one department to another, 
and so on. Also, as each file identifies itself, 
the system can take note so that system man- 
agers know who is doing what, and when. 

One trick used by expert intruders is to 
spot trapdoors or mistakes in the operating 
systems. Programmers try to shut all possi- 
ble trapdoors, but there are probably always 
errors in the 6m or so lines of code that 
make up an operating system. Such mistakes 
are a hacker's rusty lock. To win a B, an op- 
erating system must be tested to check all its 
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locks are shiny. After exhaustive testing, an 
. operating system may edge towards an A. 

: At the moment few B systems are being 
sold. The federal divisions of IBM and AT&T 
sell them to the American government. 

- Gould, based in Illinois, sells companies a 

. "secure" version of the Unix operating sys- 

ss tem which is graded with high c. An even 

more secure Unix, called Multix, comes 

- from Honeywell. Honeywell also sells the 
. only class A operating system, called SKOMP. 

. Unfortunately, SKOMP is more preoccupied 

T with security than productivity. It has won 

. an unfriendly reputation. Most computer 

E renoéries are working on B systems; many 

should appear in the next few years. 

Meanwhile, they are making some easier 

_ improvements. For instance, most operating 

systems do not delete the information 

- stored on disks when a user asks them to. 
— [nstead, they delete the file's name so that 

the information cannot be summoned. (The 

. file will be wiped from the computer's mem- 
— ery only if it is overwritten by a new, named 

ile when space runs out.) An intruder can 

retrieve "deleted" files with the help of a 

program that searches disks. When it finds a 

file with no name, it gives it one. He can 

- then summon it and read any information it 

Fight contain. Secure operating systems la- 

_ boriously erase not only the file's name, but 
— the data it contains too. 

" The more secure a system is, the more 

= tags, passwords and checks will accompany 
its data on their journeys around a system. 
Some estimates suggest that just 7096 of the 
traffic in a secure system is genuine data; the 
rest is the paraphernalia of security and pro- 
tocol. Besides slowing down the computer, 
this security traffic is itself vulnerable. If an 
intruder learns the appropriate labels, he 
can exploit the operating system's security 

— by forging them. In the case of a password, 

this will give him access to a set of personal 
files. In the case of a file classification, at- 
taching the forged label to a file of his own 
lets him send it wherever he likes. To avoid 
such breaches, some people think a system 

. must be encrypted 
Heavy-handed government agencies can 
make the problem of security even more 
labyrinthine. lt took the Computer Security 
. Act of 1987 to stop America's eager Na- 

- . tional Security Agency (NSA) from imposing 
its standards for secure systems on all Amer- 
ican companies. According to an American 

. journal, Government Computer News, 
many people feared that NSA-approved sys- 
tems, whose workings were to be kept secret, 
would have backdoors built into them, al- 
lowing government to snoop. 

Such political scraps spread across na- 
tional boundaries. The American, British 










| 
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= and West German governments refuse to 
. recognise each other's work and are using 
separate tests to grade their operating sys- 
tems. The computer companies fear this will 
i mean that they have to make different sys- 
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tems for each country, which would be 
hugely expensive. It would also make it 
harder for international networks to work. 
It would be a pity if secure networks ex- 
cluded not only hackers but foreigners too. 





Scientific orthodoxy 


The incredible 
shrinking dose 


(€QYPACE aliens turned our son into an 
olive" is the sort of headline that 
makes people unwilling to believe the stories 
in Sunday Sport, a British tabloid. “Human 
basophil degranulation triggered by very di- 
lute antiserum against IgE" inspires more 
confidence. But an article under this title in 
last week's Nature struck most scientists 
as—if anything—less likely than extra-ter- 
restrially induced son/olive metamorphosis. 
Dr Jacques Benveniste and his colleagues 
at the University of Paris-Sud started off 
with a liquid containing antibodies that 
make a type of white blood cell called baso- 
phils give off molecules called histamines. 
Then they mixed one part of antibody solu- 
tion with nine parts of antibody-free liquid. 
This makes a solution ten times less concen- 
trated than the original. They repeated the 
procedure more than a hundred times, until 
they had a solution 10!2— that is, one with 
120 noughts after it—times more dilute 
than their original. 

After 14 such dilutions, the chances are 
that the solution contained only one mole- 
cule of antibody. After 15, the odds are one 
in ten, after 16 one in 100. The chances that 
there are any antibodies left after 30 or so 
dilutions are so small as to be non-existent. 

To judge by the results, nobody bothered 
to tell the basophil cells the result of this cal- 
culation. They kept responding to the liq- 


Benveniste examines the non-existent 


doce £3, eo upper 4 oo ram i i i ee ~ 


uid, even though it no longer contained 


antibodies. Even more perplexing, the re- 
sponse came and went. When they were ex- 
posed to the 52nd dilution, the cells reacted 
quite strongly. On encountering the. 55th 
they were indifferent. The 58th again pro- 
duced results; and so on, up and down, even 
unto the 120th generation. 

By all the rules of.modern biology, this is 
impossible. Biologists are taught that cells 
are intricate machines with molecules in- 
stead of cogs and camshafts—no molecule 
means no mechanism, no mechanism means 
nothing going on. That is why, when they 
first saw the article, Nature's editors insisted - 
that the results be independently con- 
firmed. They were, at laboratories in Israel, 
Italy and Canada. So the article was pub- 
lished, but with caveats. Nature has ar- 
ranged for more experiments, with indepen- 
dent observers. 

One of the journal’s worries is that the ra- 
sults will give comfort to believers in 
moeopathy, who have long preached the vir- 
tues of medicines as diluted as this. The 
article, perhaps disingenuously, does not 
mention homoeopathy; to find its traces the 
reader must delve into footnotes. Neverthe- 
less, some of the authors are well known for 
homoeopathic research and practice. They 
looked at a homoeopathic question and 
found the results that homoeopaths might 
hope for, using homoeopathic techniques. 
Homoeopathic medicines need to be shak- 
en— "succussed", in the jargon. Dr Benven- 
iste's solutions needed shaking, too, but he 
called it “vortexing”. 

Despite such precise terminology, most of 
the scientists who read the article will, by 
dint of their training, find it impossible to 
believe. That attitude will be castigated by 
some as narrow-mindedness and praised by 
others as healthy scepticism. Faced with new 
knowledge, scientists must weigh up the old 
knowledge they would have to discard it 
der to embrace the new. The amount 
would have to give up to take Dr Benven- 
iste's results at face value is far too much. 
Better to sit still in the firm faith that a mis- 
take in his methodology will make the re- 
sults go away. 

That would be almost inevitable if the pa- 
per was sui generis. However—as the foot- 
notes reveal—it is the latest in a long line. 
Similar results have been reported since the 
1940s, embraced by homoeopaths and dis- 
missed by others. To homoeopaths, the arti- 
cle in Nature is more significant for where it 
is than for what it says. The same holds for 
their opponents. — 

Although the barbarians are in the tem- 
ple, orthodoxy is not lost. Even if no mis- 
takes are found in the experiment, it can 
reasonably be ignored until somebody pro- 
vides it with a theoretical basis. The ho- 
moeopaths have tried to provide one. They 
talk of information being stored in the links 
between atoms or water molecules, and of 
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They point out that the 
er move about very quickly. 
arranged to mimic an antibody, - 
1 keep the shape for perhaps a mil- | 
onth of a second before random 
messed up the pattern. If the pat- _ 
Tive to persist, then the randomis- 
ts. of entropy are somehow being re- 








N THE mid-1970s, when Mr Paul Brown 

. was in his first year of physics at the Uni- _ 
versity of California at Berkeley, he was cer- 
tain he had made a breakthrough. This is 
not unique. Now he is vice-president of re- _ 
search at a small company called Peripheral - 
Systems, based in Portland, Oregon, and ex- 
pects to get a patent on his invention later 
this month. That is more unusual... 


His device is a nuclear battery which . || 


“harnesses the radiatior 
class of atoms called rad 
: gram of a radio-isotope calle 
"contains 780 kilowatt-hours. ry— 
nearly 1,600 times more than a fully | 
Charged, 30-pound car battery. A battery 
made with plutonium-238 could work for 90 
s or more. Such power packs have been 
- for satellites, space-probes, the Apollo 
nar rover and (probably) Leonid: Brezh- 
nev's pacemaker. What is special about Mr 
Brown's battery is that it is a miniature parti- 







‘mitted bya 
opes. One 


a. 












accelerator in reverse. ————— 
His is certainly an ingenious idea. To see 
it might also be a good one, consider 





clei of the radio-isotopes normally used 
it their radiation in the form of alpha par- 
ticles (positively charged quartets of protons _ 
and neutrons) and beta particles (negatively - 
charged electrons). As the particles fly from 
the nuclei, they crash into other particles 
and nuclei. The crashes create some heat. 
-. Most nuclear batteries exploit this heat 
by using materials—thermocouples—which 
generate electrical currents from differences 
in temperature. Such “thermoelectric gen- 
ots” are reliable and can be fairly light. 
ortunately, they are not efficient. The 
iermoelectric devices in use manage to 
only about 596 of the available heat 
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w ordinary nuclear batteries work. The | 
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into electricity. Their output is usually less 


than 100 watts—just enough for a lightbulb. 
|». Mr Brown's resonant nuclear battery 
(RNB) should do better because it exploits 
theparticles themselves, not the heat that 
they shed. Particle accelerators (the ma- 


_ chines used to study subatomic particles) use 


electricity to create the magnetic fields with 


"which they kick their particles ever faster. 


Mr Brown's battery does the reverse. 


. — ltstarts with an isotope that emits alpha . 
_or beta particles. Moving charged particles’ 


act like.an electrical current; so, like all cur- 
rents, they have a magnetic field around 
them. As crashes slow the particles down, 
their magnetic fields collapse. If all the fields 


can be made to point in the same direction | 
while collapsing, they can be turned into 


electricity. The trick is to organise the fields, 
which normally point all over the place and 


cancel each other out; Mr Brown will not say 


how he does it until he gets his patent. 


If it works, the RNB.should yield up to - 


. 100,000 times as much energy per weight of 
" radio-isotope as the best thermoelectric bat- 


‘tery. Results like these would delight space 
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| Food for the weightless | 


| TOKYO AND PARIS. 





.FTHE Japanese do not like to go far 
A from their food. When the first Japa- 
nese goes into space—to work on Ameri- 

.Ca's space station planned for the late 
1990s—he will be taking his sushi with 


- make them feel at home aboard Russia's 
.. The space-sushi project is headed by 
Kawasaki Heavy Industries—not the first 
chef that springs to mind, but the com- 
pany responsible for making the life-sup- 

port systems for the space station’s Japa- 


-assist it. Ajinomoto, Japan's largest food- 
processing group, Taiyo Fishery, the 
. number two fishery firm, and Suntory, 
. its leading brewer. Dainippon Ink & 
Chemicals will work on the packaging 
and preservation of foods; Nissho Iwai, a 
| trading house, will collect information 
on American and Russian space foods. | 
Vo The Japanese research will start in 
earnest early next year. It will be thor- 





out whether existing techniques can be 


used to solve the problems of weightless. 


cooking, of preservation and of keeping 
the foods as light as possible without af- 
fecting their taste. If new techniques are 
needed, several of the companies will ex- 
ploit their expertise in biotechnology to 
try and find them. | —— 

The companies seem to envisage 
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_ only unpopular, it is heavily regulated. 


. is much safer and easier to dea 


. dioactive material and needs 


cars crash more often than satellites. — 


him. French astronauts, too, will take 
along the highest ever of haute cuisine to -- 


nese module. Three food companies will — 


du Barry, a French company specialising. 
in packaged fine foods, has already trie 
` selling its "space range" —FFr120 ($20 
- for six tins—to the earthbound, but 


ough. First the companies will try to ind 


the company will hear whether its bid for 















and military scientists; b 
his-colleagues hope for an even 
ket. They think the battery can be s 
to power cars, lorries, ships and subr 
They say that one long-distance tele 
company is interested in using the batte 
a back-up power supply. i 

. One small problem: how many pec 
want a radioactive car? Radioactivity is 














































example, to use a RNB in America, a 
pany or person would have to be licens 
the Nuclear Regulatory Comm 
is one reason why nuclear” 
mostly been limited to far-flu 
ripheral Systems points out thi 



















nuclear reactor. It does not c 
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ing—a heavy leather glove wil 
pha and beta radiation. Bur radiation. 
dangerous stuff. The batteries in NASA a 
lites are designed to withstand a crash-la 
‘ing on concrete: an expensive business. 7 




































quite a lot of work for only a few mea 
Do they think that space will one. 
a vast market? Probably not. Bi 
designed for space could turn out to b 
marketing coup down below. At a cos 
some $30 billion (£18 billion), the spac 
station would provide the biggest ac 
vertising stunt ever. | 
Space foods need publicity. Comtesse 


without much success. In two months: 


a contract to supply Mir with 500 tins 
each of several dishes has been success- 
ful. For the moment, according to the 
company's general manager, only. 
"eccentrics" are buying them. ul 
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n as the Ligne effect 


Hansen, from. NASA's Institute 
for Space Studies in New York, 


“mittee he was confident that the 
-global warming is caused by the 
'greenhouse effect. The effect is 


-in the atmosphere which trap in- 
' frared heat that would otherwise 


.clude carbon dioxide, nitrous 
"oxide, methane, and the same 


^ damaging the ozone layer. 
Computer models . predict 
“that if the release of these gases 
"into the atmosphere continues 
«to grow at the present rate, then 
¿by the mid-twenty-first century 
the world may, on average, be 
~4C warmer than it was in the 
“mid-nineteenth century. 


. analysis of the world's changing 
climate, one at the Climatic Re- 
search Unit at the University of 
- East Anglia, and the other at 








 data—mostly measurements of 
air temperature at 
level—are provided by. stations 


the globe and much of the ocean 

ry ago the mea- 
surements were concentrated in 
Europe and. North America, 









"America, South Africa, Austra- 


< lia and New Zealand. Large areas 
of Africa and South America, 







i will wea more com- 
A m a of June Dr Jim 
told an American senate com- - 


<- the result of a build-up of gases - 
-escape into space. The gases in- 


" €hlorofluorocárbons which are — 


Two groups do most of the | 


NASA's Goddard Institute. Their | 
ground. 


covering all of the land surface of : 


with a few. stations in South | 


ROME ana all of Antarctica, 


. were not covered until well into 
the present century. 


Even where the records are 
available, they have to be inter- 
preted with care. Sudden jumps 
in the record at a single station 
can sometimes be explained by 


the installation of a new instru- 


ment, or a new observer taking 
the measurements in a different 
way. There is also the "urban 
heat-island” effect. Cities are 


warmer than surrounding rural 
areas because of the energy re- 


leased by centrakheating sys 
tems, factories, power stations 
and cars. 

Such uncertainties idle cli- 


mate researchers distrust the ear- 


liest parts of their records. So 
they usually start their calcula- 
tions of long-term temperature 
variations from 1880. They 
smooth the resulting curves us- 
ing five-year running means— 
simple averages of the tempera- 
ture over a five-year interyal 
centred on the plotted year. 
(The five-year means only go up 
to 1982. For later years, the an- 
nual means are plotted.) And 


they measure the changes as de- 


viations from an arbitrary base- 
line defined by the average tem- 


perature in 1950-80. | 
Such analysis shows that the 


"smoothed" global temperature 
increased by about 0.25'C be- 
tween 1880 and 1940, decreased 
by about 0.2°C between 1940 
and 1970, and increased b 
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about 0.3°C berw 


warming is global. 


will 


Annual average global temperature 





en 197 
1980, with a continuing rapi 
crease in the present decade; 

Averaging over both hemi 


spheres, 1987 was the warmest. . 
adding to the greenhouse effect 


year on record. In the northern 


hemisphere alone, 1981 just pips . 
1987. Seven of the eight warmest _ 
in the southern hemi 
sphere have occurred | in. the 
1980s, with 1987 again. "the F 
champion.: The figures for the | ble to 
first half of 1988 suggest that this ^ tremes 
` year, too, will set records in both “Ar 

‘hemispheres. 


years 


The warming 
which ended in 1940 was chiefly 


concentrated in the northern. sphere 
. points out 
/stinental - 2 
-what one would expect from the 
‘greenhouse effect. ze 


hemisphere, but the - recent. 


Most climatologists are con- 
vinced that the current warming 


is a genuine trend; statistical > 
tests suggest they are right. But 


that still leaves two questions. Is 
the warming due to the green- 


the warming 
uninterrupted? 


Remember 1940 


To put both questions into pere | 
spective, look back to the 1930s. . .. 
During the decade when Amer- is 
ica suffered its dust-bowl years, 







the world was in the grip of. 
warming trend. In the. 1930s 


some commentators blamed the Cli 
droughts on the greenhouse ef 


fect. And they predicted worse 
to come in the years ahead, As it 
turned out the trend went into 


reverse around 1940. Nobody | 
wants to repeat the: mistake. 
There are other factors at 
work as well as the greenhouse 
"ten a severe drought is likely to 
occur in any given ten-year : 


effect.. Nevertheless, climatolo- 


^ gists believe that the underlying - 


temperature trend will be up- 


ward as pe greenhouse effect | 


next century. WI oe t.may be iam 
pening in 1988 is that a natural 





| was nearly as warm as 1988 
that there were no compar 
. droughts in that year. Other tac- 
house effect? And, even if it is, ~ tors, s 
continue ar 
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upward ripple i in temperatures is 


and bringing a foretaste of what 


‘may become the normal weather 


ot. he 1990s and beyond. | 

* Mick Kelly of the Climatic 
‘ch Unit says it is impossi- 
lame the weather ex- 
Kf one year—such as 
drought of 1988—on 
; enl ihi louse euet alone. Nat- 
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Dr, Hansen notes that 


OFs pues as dis on engin : 






ing effects e on. irs Weather. But, 
ji he says, computes simulations of 









st as the global greenhouse ef- 
xr 
forecasting deals 





: only : with: ‘such’ probabilities. 
Many long-term weather projec- 


tions are;made-on the basis: of 


| the statistics for “1950-80, a pe- 


riod regarded as "normal." 


"Those figures are used, for exam- 
- ple, by America's Department of 


Agriculture to calculate how of- 


Dr Hansen argues that the | 
80 period should no longer be 


- used for calculating the prob- 
| ability of drought. He thinks 
] that computer models of the 


7 eenhouse effect and its conse- 


f or not the present ; 
$.a direct consequence 
Treen house effect, u does 


lly th ake c: even if c 
ors counter the. green- 


de| ' house effect over the next 10-20 


years, they will do. no more than 


1 resent levels. Then; en 


; the next ripple in the weather 





stem lifts temperatures . again, 


. there will be another big rise— 
‘like the one that seems to have 
occurred at the begin x ing of the 
1980s. x» 


BOOKS AND ARTS 


What Michael did 


THE PREDATORS’ BALL. By Connie Bruck. American Lawyer/Simon:& Schuster; 385 pages; 


$19.95 
ICHAEL MILKEN. the man credited 


with creating America’s $160 billion 
junk-bond market and probably the most 
influential American financier since ° J.P. 
`“ gan, is one of nature's oddballs. He 

; strange, he wears a hairpiece and he 
spent the 1960s at Berkeley marrying his col- 
lege sweetheart and studying bond 
prospectuses rather than smoking pot and 
demonstrating. Since then he has accumu- 
lated an estimated personal fortune of $1 
billion. Yet he still goes to work at 
4.30am and still lives, married to the 
same woman, in the same ordinary 
Los Angeles suburb in which he grew 
up. This is not a man who climbs so- 
cial ladders or cultivates the trappings 
of wealth. 

Despite all this, Miss Bruck, a re- 
porter on the American Lawyer, 
does not paint an attractive portrait 
of Mr Milken. Hers is the story of an 
extraordinarily greedy man who may 
have had a great idea, namely the un- 
tapped potential of the junk bond 
both as an investment and as a means 
of financing the growth of compa- 
but who became so power- 
€ d about controlling his market 
that he stepped over the border into 
acts of illegality. 

Mr Milken had the idea that junk 
bonds were undervalued when he was 
a business-school student at Whar- 
ton. He turned his academic thesis 
into a money machine as both a sales- 
man and a trader. When he had de- 
veloped the investor base, Mr Milken and 
the Wall Street investment bank he works 
for, Drexel Burnham Lambert, turned their 
stunning ability to raise capital from junk 
bonds and used it to finance hostile take- 
overs, causing terror throughout the board- 
rooms of America. Miss Bruck goes so far as 
to accuse Mr Milken and Drexel of manipu- 
lating securities markets through their pup- 
pet-master control of a tight circle of loyal 
junk-bond investors, and in one case of ex- 
tortion. Her problem is that, although she is 
a legal specialist, both the practices of the 
securities markets and the securities laws are 
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less black-and-white than she would like to 
suggest. 

One technical but relevant issue, not ad- 
dressed by Miss Bruck, is whether America's 
securities laws, which were written with eq- 
uities in mind, can be applied to bonds. 
Some lawyers do not think so. It is for such 
reasons that government prosecutors are 
still trying to build a criminal case against 
Mr Milken and Drexel more than 18 


months after they first began an investiga- 





Whizkid and lawyer on Capitol Hill 


tion in the wake of disclosures by the ring- 
leader of the insider traders, Ivan Boesky. 
Miss Bruck comes closest to catching 
the ruthless methods of Mr Milken in her 
description of the episode when, in 1985, he 
elbowed Salomon, a top Wall Street invest- 
ment bank, out of a financing deal for a 
company called Wickes. She asserts that Mr 
Milken persuaded Mr Saul Steinberg, a big 
Drexel client, to buy a stake in Wickes. The 
pressure apparently paid off. The company's 
chairman put discretion ahead of valour and 
gave the underwriting to Drexel, ousting 
Salomon. In a reference to Wickes, Miss 


Bruck quotes a senior Drexel executive, Mr 
Leon Black, as saying: "Things like that 
have always happened on the Street—al- 
though they are not usually so blatant." The 
reader is meant to think this is a shocking 
statement. It is no such thing. Things like 
that have indeed always happened on the 
Street. 

The only difference between Drexel and 
other firms is that the maverick outsider Mr 
Milken operates in Beverly Hills and that, to 
the fury of other top investment banks, he 
and Drexel refuse to share their junk-bond 
underwriting fees with other firms. This is 
contrary to the practice of parcelling out 
underwritings—a practice long favoured by 
Wall Street’s investment-banking cartel, 
usually known as the Bulge Bracket. 

Much of Miss Bruck's case rests on more 
general arguments, particularly the sleaze 
factor. She does, however, highlight what is 
probably her subject's main weakness: his 
compulsion to do every deal. Mr 
Milken obviously finds it hard to turn 
them down. Many in Drexel, includ- 
ing Mr Milken's own lawyer brother 
Lowell, did not think the firm should 
raise money for Mr Boesky's invest- 
ment partnership. Mr Milken over- 
ruled them, a decision he must now 
regret. 

Although it is now obvious that 
Drexel went too far in giving Mr 
Milken virtual autonomy, Miss Bruck 
fails to grasp the enormity of his 
achievement. To anyone who thinks 
history is shaped by individual will 
rather than by impersonal trends, Mr 
Milken. is a fascinating case study. 
The most interesting part of this 
book is not the laboured efforts to 
prove illegality, but rather the bio- 
graphical account of how this Jewish 
middle-class son of an accountant al- 
most single-handedly transformed 
America's capital markets by allowing 
many companies, which would other- 
wise be dependent on the vagaries of 
short-term bank financing, to obtain financ- 
ing over the long term. 

Miss Bruck seeks to mock one of Mr 
Milken's favourite sayings, about spotting 
the difference between perception and real- 
ity. This, however, is Mr Milken's great skill. 
From his early days, when he made his first 
big money buying the heavily discounted 
bonds of near-bankrupt companies such as 
Penn Central, this has been his trademark. 
Yet Miss Bruck writes as if Mr Milken's 
deals were all sure winners. The impression 
given is that huge profits, such as the Be- 
atrice deal, where Drexel turned an invest- 
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ment of $7m into $700m, are somehow im- 
moral. The simple truth is that, in the 
1980s, Mr Milken and Drexel made finan- 
cial history; and that the illegality of what 
they did has yet to be proved. 





Wall Street 


Cleaning out 


Markets. By Martin Mayer. Norton; 303 
pages; $18.95 

WHAT's WRONG witH WALL Street. By 
Louis Lowenstein. Addison Wesley; 268 


: pages; $17.95 


OMETHING is rotten on Wall Street. 
But what? According to two eminent 


and well-informed authors, it is che perfor- 


mance game—the emphasis on short-term 


.. gain over long-term investment, and the ad- 
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vantages enjoyed by Wall Street insiders 
over outsiders. 

Instability and volatility come from two 

principal sources: the rise in the use of deriv- 
ative instruments, such as stock-index fu- 
tures, and the overwhelming increase in 
short-term trading strategies caused by huge 
pools of money. These, both authors be- 
lieve, damage the small investor and the 
public interest. Mr Mayer claims that the 
selfish interests of “monster institutions” 
and the proprietary trading of the big securi- 
ties firms are not in the interest of the mar- 
kets themselves. Mr Lowenstein comes 
down more strongly and thoroughly against 
hostile takeovers—on the ground that they 
do not add much economic value to the na- 
tion, but only enrich a relatively small group 
of raiders, merchant bankers and lawyers. 
He quotes Keynes to describe the current 
malevolent tone in Wall Street, where the 
"welfare of (the) enterprise in the relatively 
distant future weighs less (when) thoughts 
are excited of a quick fortune and cleaning 
out." 
Surprisingly, Mr Mayer disagrees with 
the chief conclusion of the Brady Commis- 
sion, which examined the Black Monday 
stockmarket crash. The commission con- 
cluded that common stocks, stock-index fu- 
tures and options really are a single interre- 
lated market and that it was trading 
relations between the different parts of this 
one market that caused the tidal wave. Mr 
Mayer still sees them as three separate mar- 
kets and October 19th as the result of *com- 
puter wizardry” that allowed the players to 
"pretend" it was one market. 

Mr Lowenstein, a finance and law don 
at Columbia University, mistakenly thinks 
it "unlikely" that program trading had 
much impact on Black Monday (he wrote 
without the benefit of the Brady Commis- 
sion report). He is right, though, that the 
feeding frenzy in the markets and the take- 


overs is liquidity—‘‘a good thing, but we are 
drowning in it." 

These books are a great help in sorting 
out what has been happening in Wall Street 
during the 1980s. Both authors are horrified 
by the free-market system and, especially in 
the case of Mr Mayer, have devised some 
harsh reforms. First, they suggest a transfer 
tax on trading futures to make speculation 
costly in the hopes of dampening volatility. 
A few Wall Street moguls, such as Mr Felix 
Rohatyn, support this notion. Other pro- 
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posed changes include removing the tax ex- 
emption on short-term trading profits by 
pension funds and endowments. Mr Mayer 
would restrict. money managers from han- 
dling more than. $10 billion in assets, a 
rather unrealistic proposal. And he would 
take away the tax deductibility on debr, 


- which would put a crimp into takeovers fi- 


nanced by high-yielding junk bonds. Their 
best hope for change, it seems, is that Mr 
Michael Dukakis becomes America’s next 


president. He favours more regulation of the 


markets, and is not a supporter of unre- 


strained takeover activity that involves 
mountains of risky debt. 





Fyodor Dostoyevsky 


Holy suffering 


FYODOR DOSTOYEVSKY—A WRITER's LIFE. 
By Geir Kjetsaa. Macmillan; 437 pages; 
£16.95. Viking; $24.95 


USSIAN literature always tends to mag- 
nify and sublimate emotion; and no au- 

thor managed this better than Dostoyevsky. 
With his glorification of suffering, an obses- 
sive preoccupation with guilt and an all-per- 
vasive morbid eroticism, Dostoyevsky sur- 
passes even the excesses of the nineteenth- 







century Russian temperament. 

Religion was the first and most powerful 
influence in his life. "In our family", he said 
later, “we knew the Gospels almost from the 
cradle." It would be tempting to presume 
that he had a rotten childhood. In fact, he 
did not. Dostoyevsky's father, a scion of an 
old but vanished aristocratic family, was a 
doctor in a hospital for the poor near Mos- 
cow. The family was not well off, but not 
desperately poor either. The hospital must 
have acquainted the young Dostoyevsky 
with some squalid aspects of suffering; but 
the worst event was when his closest play- 
mate, a girl of nine, was found raped one day 
in the hospital yard. The event deeply 
marked Dostoyevsky, and total degrada- 
tion—often of the helpless and simple—be- 
came another theme in his work. 

His first novel, "Poor Folk", was pub- 
lished to much acclaim in 1846, when he 
was 24. But his writing career quickly =>" 
wrong. Although he was not the stuff 
lutionaries are made of, he joined a pseudo- 
revolutionary group headed by Petra- 
shevsky, a flamboyant intellectual of some 
notoriety. (Another member of the group, 
Nikolai Speshnev, later became the model 
for Stavrogin, the hero of “The Possessed”’.) 
The chief of police, anxious to ingratiate 
himself with the Tsar, planted an agent in 
the group, and played it up as a conspiracy. 
Dostoyevsky and the other members were 
tried and condemned to death. It was a 
mock execution: just as the condemned men 
faced the firing squad, the sentence was 
commuted to ten years in Siberia. 

All his life Dostoyevsky had been a city 
dweller. The gloomy journey to Siberia was 
his first—and, save for the trip back, his 
last—through his native Russia. Imprison- 
ment proved crucial both for his develop- 
ment as a writer, and for his health, for it 
was there that he had his first epileptic fits. 
His experience in Siberia, which he s: 
atonement for his youthful sins, led hi 
believe that suffering was the deepest need 
of the Russian people. 

Much has been made of Dostoyevsky’s 
anti-semitism. He seems to have hated the 
Poles even more: “If I discovered I had one 
drop of Polish blood," he once said, “I 
would ask for immediate blood-letting.” A 
passionate Slavophile, he was hostile to all 
non-Russians and particularly to the West. 
He was crippled by unhappiness during his 
forced four-year exile in Western Europe. 

It seems that Dostoyevsky, like D.H. 
Lawrence, loses his appeal the older one 
grows: after the age of 20, devotees of his 
grimy and heartbreaking world may qualify 
as cases of arrested development. Professor 
Kjetsaa, who sets Dostoyevsky’s inner 
contradictions and tortured obsessions se- 
curely against the history of his country and 
the times, does much to make him adult 
reading again. 
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Sigmund Freud 
On the couch 


FREUD: A LiFe FOR OUR TIME. By Peter Gay. 
Norton; 810 pages; $25. Dent: £16.95 
FREUD IN ExiLE. Edited by Edward Timms 
and Naomi Segal. Yale University Press; 
310 pages; $35 and £25 


ETER GAY, the Sterling Professor of 
History at Yale, turns out a book about 
Freud virtually every year. His latest, how- 
ever, is disappointing. The title suggests that 


| 
i 
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| 
| EDEN S chief defence depends 
upon the navy being always ready 

to defend the realm against invasion." 

Thus a submission to the English Privy 
Council in 1555, intended to persuade 
| the government to increase defence 

spending. The speaker was Queen Mary's 

King-Consort, Prince Philip, heir to the 

throne of Spain. Thirty-three years later 

his own Armada tested those defences. 
| Four centuries on, English publishers are 
indulging in an orgy of commemoration. 
| Four works, widely different from one 
| another, stand out among the dozen or so 
issued so far. Colin Martin and Geoffrey 

Parker, respectively an underwater àr- 

chaeologist and a leading historian, have 
written a superb account of the Spanish 
Armada!. They write with authority, clar- 
ity and verve: whether in elucidating the 
complex diplomatic background, explain- 
ing the technicalities of naval provision- 
ing, telling the gripping story of the Arma- 

` i's voyage, or speculating on what might 
| we happened had the invaders landed 
in England. Their book is firmly based on 

a variety of sources, ranging from unpub- 

lished Spanish state papers to the géar re- 

covered from Armada wrecks on the sea- 
bed off the coast of Ireland. 

A selection of that gear and much 
more besides may be inspected at a mar- 
vellous exhibition at the National Mari- 
| time Museum in London. The catalogue?, 
| edited (and largely written) by Mia Rodri- 
| guez-Salgado, is a model of its type: impec- 

cable in scholarship and layout, a mine of 
| information and a pleasure to consult. 
| Felipe Fernandez-Armesto's book? is, 
| in his own words, an exploration of “ele- 
| ments of common experience at every 
| stage of the story". As he explains in a 
| preface of candour and dignity, he can 
| view the Armada in a distinctive Anglo- 
Spanish perspective, and he reflects upon 
it in a thought-provoking way. 
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he intends to look at the relevance of Freud 
today, when the master is no longer men- 
tioned so much, or so reverently; to look 
again, perhaps, at W.H. Auden's remark 
that Freud was "No more a person now, but 
a whole climate of opinion." Instead, Mr 
Gay sticks with the person. 

Freud was the golden son of a young, at- 
tractive mother and an aging father: a par- 
entage which gave rise to the life-long tur- 
moil that Freud tried to solve with. his 
theory of the Oedipus complex. He was at 
once an ardent lover, a respectable bour- 
geois paterfamilias and a courageous pio- 
neer, journeying towards the discovery of 


Of their bones are coral made 





The jingoist view 


The last welcome is for the timely reis- 
sue of Garrett Mattingly's account of the 
Armada campaign4, first published in 
1959, Although further research has mod- 
ified some of his conclusions, Mr Matting- 
ly's book is distinguished by humane wis- 
dom and considerable narrative power. 

All these books are concerned to some 
degree to deliver the coup de grace to the 
moribund but still twitching mythologies 
of yesteryear. 1588 was not the year of Da- 
vid. and Goliath: the fleets were evenly 
matched. Medina Sidonia was not the ef- 
fete booby of legend but a competent 
commander and an administrator of near- 
genius. He failed in the task of joining 
forces for the invasion with Parma, com- 
mander in Flanders of the finest army in 
the world, not because of English gunnery 
or fireships but because it was impossible. 
The appalling weather of that summer did 
the rest. The "defeat" of the Armada did 
not seriously dent Spanish power, nor did 
it establish English naval superiority. 

Remove the tub-thumping jingoism of 


Protestant Whig historiography, and what 






psychoanalysis—a term he first used in the 
late 1890s—by experimenting with various 


treatments for neurosis through the use of — 
hypnosis, catharsis and cocaine. z aN 

His chief friend and collaborator was 
Wilhelm Fliess, a Berlin ear, nose and throat 
specialist. All Freud's later love/hate associ- 


ations with male colleagues—Adler, Jung, 


Rank—hark back to this relationship. As he 


wrote in "The Interpretation of Dreams", 


his seminal work, which appeared at the be- 


ginning of this century, "An intimate friend 


and a hated enemy have always been neces- 


sary requirements of my emotional life," 


The basic tenets of the new science of 





— 


- wm 
is left? The Armada still has lessons, The | 
case for English superiority over Spanish | 
in firepower rests not just on cannon-. 
founding, quality of ammunition, design 
of gun-carriages, but more on the compo- 
sition and training of the gun-crews. It is 
dangerously easy to forget that there is 
more to weaponry than technology. More | 
striking still is the revelation that the most | 
sophisticated weaponry of the day could 
do so little damage. Few ships were sunk 
by gunfire. Disease and shipwreck exacted 

a far heavier human toll. The gap between 
expectation of weaponry and its perfor- 
mance is a familiar one. 

On both sides there was stupendous 
muddle in the preparations made respec- 
tively for attack and for defence. One of 
the minor bureaucrats caught up in this 
muddle, imprisoned for small-town pecu- | 
lation of Armada funds, wrote what some 
regard as the world's greatest novel. | 
Traces of the experience of 1588 can be | 
detected in “Don Quixote”. Did Cervan- | 
tes need the boredom of jail to turn him | 
into an author? Some have thought so. | 

On both sides there was hardship and. | 
heroism. Francisco de Cuellar’s tale of his | 
shipwreck on the coast of Sligo and subse- 
quent escape, written in Antwerp in 1589, 
is spine-chilling. The most poignant re- | 
minder of the pity of war is among the 
smallest exhibits at the Armada exhi- 
bition. It is a gold finger-ring from rhe 
Girona, wrecked off the Antrim coast 
with the loss of 1,300 lives. The name of 
the man who wore it is not known, but 
one thing is known about him. The join of | 
the gold is worked into a hand holding 
within its palm a heart; and on the band is | 
inscribed "No tengo mas que darte" —"] 

| 
| 
i 
| 





have nothing more to give thee." 


I."The Spanish Armada". Hamish Hamilton; 296 
pages; £15; Norton, $27.50. 2."Armada 1588-1988: 
The Official Catalogue". Penguin Books; 295 pages; 
£12.95. 3."The Spanish Armada. The Experience of | 
War in 1588". Oxford University Press; 300 pages; | 
£14.95 and $24.95. 4.""The Defeat of the Spanish Ar- 
mada”. Penguin Books; 357 pages; £7.95. 
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psychoanalysis—the Oedipus complex, the 


. sexual origin of neuroses, the theory of in- 


g 
" 


fantile sexuality and the reality of the un- 


- conscious—were established in Freud's Jew- 
ish circle in Vienna. In the 1920s he 
- "produced a structural model of the mind as 
ego, id arid super-ego; his famous image had 
the id, which contains the passions, as a 
horse and the ego as the rider, just about 
keeping control. Some elements of psycho» 
—— analysis, however, Freud never understood. 
Female sexuality was one. His youngest 
- daughter Anna, whom he loved dearly, was 
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a psychoanalyst in her own right; she never 






E 





married, and Freud was concerned about 
her “repressed genitality." 

Mr Gay likes to portray Freud as a de- 
scendant of the Enlightenment, in the 
mould of Voltaire and Diderot. But psycho- 


analysis had roots too in the Romantic 


movement, which had a resurgence in the 
late nineteenth century. Freud's knowledge 
of Shakespeare came through the German 


- Romantic translation. In philosophy, he 
— shows obvious links with the writings of 


Schopenhauer and Nietzsche. His role- 


— model, however, was the Jewish Moses. 


Readers who are still impatient to dis- 
cover the true importance of Freud and his 


science nowadays should abandon Mr Gay 


.. in favour of “Freud in Exile”, a collection of 
- - papers commemorating the arrival of Freud 
- in England in 1938, at the age of 82, when 


he was forced out of Vienna by the Nazis. 


. . The most striking contribution is by Ernest 





-... Gellner, a Fellow of King's College, Cam- 


bridge. Mr Gellner treats psychoanalysis as a 
social institution which has had an extraor- 
dinarily powerful impact, in a comparatively 
short time, on twentieth-century thinking; 


- an impact perhaps equivalent only to Marx- 


ism.-But Marxism cannot cater for the needs 


. of individuals in times of crisis, nor for their 


desire for personal salvation. Psychoanalysis 


- fills this void as a secular system of belief; it 


continues down the road of Copernicus and 
Darwin in making man a part of nature, but 
with an ego able to tame the wilder side. 





Anglo-German relations 


Love at war 


A NOBLE COMBAT: THE LETTERS OF SHEILA 
GRANT DUFF AND ADAM VON TROTT ZU 
Sotz, 1932-1939. Edited by Klemens von 
Klemperer. Oxford University Press; 384 
pages; £19.50 and $29.95 


OST of the German conspirators 

against Hitler were wiped out in the 
nine months between the officers’ unsuc- 
cessful bomb attempt in July 1944 and the 
extinction of Nazi rule by the allied armies. 
They cannot speak for themselves. Even be- 
fore they were silenced their intellectual 
lives had been lived in danger, furtively. 
Any lifting of the curtain is precious. Adam 
von Trott zu Solz, who was put to death at 
34, was a rare man who left a powerful im- 
pression on anybody who knew him ar all 
closely. By chance, arriving at Oxford as a 
Rhodes scholar in 1931, he got to know an 
English student, Sheila Grant Duff. 

They resolved to make “the best friend- 
ship in Europe", and kept it up until the 
outbreak of the second world war. Since 
they were usually in different countries, 
what chiefly came of it was a voluminous 
correspondence. Von Trott’s widow later 
returned to Sheila her letters to Adam. Now 
Professor von Klemperer, an exemplary edi- 
tor, has brought almost the entire cor- 
respondence together in a book that illumi- 
nates not just the writers, but the 1930s in 
European history. 

Both writers are political creatures, with 


separate European involvements that drag 
them inexorably apart. Sheila, an aspiring 
journalist, is involved in the Saar plebiscite, 
briefly in the Spanish civil war and the 
Anschluss of Austria, and deeply in the fate 
of Czechoslovakia. Watching German 
power closing on one territory and people 
after another and the irresolute, disunited 
and ineffectual responses, she is driven into 
the position of wanting Germany contained 
at all costs. 

Adam is no less convinced than she of 
the evil of Hitler, and (to put it mildly) no 
less active than she in working against the 
Nazi system. He is, however, essentially an 
upper-class conservative German patriot, 
whose sense of the inherent worth and sta- 
tus of the German nation is undiminished 
by his embarrassment at the shameful antics 
of an aberrant regime which he and his 
friends are doing their best to get rid of. 

Unfortunately for the course of 
friendship, Adam von Trott was not at 
explain in his letters that there was a plot to 
get rid of Hitler, the denouement of which 
was repeatedly deferred by the domino pat- 
tern of behaviour of the rest of Europe. 
Adam and his friends believed that Hitler 
could be toppled from within if he met effec- 
tive foreign resistance. Had they prevailed, 
Adam and Sheila would have fallen out over 
German demands to undo the treaties of 
Versailles and Saint Germain. Instead, they 
fell out when the war was imminent, Adam 
was groping frantically for a way to keep an 
Anglo-German dialogue in being, and 
Sheila suspected him of trying to play on En- 
glish weakness of will. So their correspon- 
dence came to a barren end. 


4L. 





Britain's fear of Indian art 


Eight-armed monsters 


RITAIN in the 1980s may be a multicul- 

tural society, but the multiculture ap- 
pears to be hard to deal with. In recent 
weeks the Victoria and Albert Museum, 
wishing to advertise itself as an unstuffy in- 
stitution with a good café, has put up posters 
in the London Underground featuring a 
sandstone Indian goddess, lightly dressed in 
leaves, flanked by the torsos of two clothed 
western women. “The dressings on the salad 
aren't half bad either" was the advertise- 
ment's message. Britain's Indians are of- 
fended. Their adopted country—even the 
more cosmopolitan parts of it—still seems 
to have no idea what their art is all about. 

The Victoria and Albert once had a 
good reputation for the arts of India; to- 
gether with the Ashmolean, in Oxford, and 
the British Museum, it built up a vast collec- 
tion in its early years. In the nineteenth cen- 


tury this was enlightened behaviour. Indian 


art, Ruskin noted scornfully in 1858, "will 





not draw a man but an eight-armed mon- 
ster; it will not draw a flower, but only a spi- 
ral or a zigzag”: an unnaturalness that ech- 
oed, in his view, Indian moral turpitude. 
"Out of the ivory palace", he went on, 
"come treachery, cruelty, cowardice, idola- 
try, bestiality.” 

With the end of Empire, the Indian 
vogue declined even among collectors. In- 
dian culture made its western home in cor- 
ners, taken up occasionally (as in the 1970s) 
for its exoticism. Meanwhile, increasing 
numbers of Indians were settling in Britain. 
As they slowly found a voice, these Indians 
not only wished their classical art, especially 
music and dance, to be given its due weight; 
they also hoped that their own contempo- 
rary art, produced by first- and second-gen- 
eration Indians in Britain, would come to be 
considered as part of the mainstream of 
modern British culture. 

They have been disappointed. Artists 
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from the subcontinent, citizens though they 
may be, have never been easily accepted in 
Britain; they are seen as quaint and “eth- 
nic", and have had to contend with the in- 
grained British belief that their work should, 
if authentic, consist of Ruskin’s zigzags and 
eight-armed monsters. Art by British-Indian 





Mistry and myth in Islington 


painters that is not recognisably "Indian" is 
often, they say, rejected by galleries, who do 
not know what to make of it. 

The artists themselves, on the other 
hand, regard their work as an international 
synthesis between what they brought from 
India and what they have picked up in Brit- 
ain. Balraj Khanna, one of the most success- 
ful British-Indian painters and the director 





Playwrights at the cliff-edge 


| HS" does modern theatre appear to 
those who excel at writing for it? 
On June 17th, as part of the First New 
York International Festival of the Arts, 
five of the best playwrights of the day— 
wthur Miller, Tom Stoppard, Athol 
ugard, Tina Howe and August Wil- 
son—met on stage in the Graduate Cen- 
tre of the City University to swap opin- 
ions on their craft and to try to foresee its 
future. | 
Good playwrights were as many, or as 
|. few, as ever, said Mr Miller; it was audi- 
| ences that had changed. There was no 
longer an "audience of the city", as in 
| 


the 1920s and 1930s, prepared to go toa - 


serious play one night and the Follies the 
next; since about the 1950s, playwrights 
had had to content themselves with ad- 
dressing one small part of a fragmented 
crowd. A well-informed fragment, 
though, Mr Fugard thought; he had 
found audiences at his plays, which deal 
with problems in contemporary South 
Africa, much quicker to pick up the po- 
litical subtleties and complexities of his 
| plots. Miss Howe, who writes for smaller 
| theatres off-Broadway, found her audi- 











of a gallery promoting contemporary Indian 
art, produces abstract pieces influenced by 
the western avant-garde; his “Indian-ness”, 
he believes, is there in the sensibility of his 
approach to his subjects, and does not need 
traditional motifs. One of the best of the 
British-Indian sculptors, Dhruva Mistry, 





produces fantastical figures and human- 
headed beasts which, long ago, probably 
sprang from association with Indian myths 
and gods; but they have passed through 
many influences since then. 

In common with other minority groups 
in Britain, Indians wish to be taken notice of 
and given money, but not patronised. The 
Greater London Council, in its spendthrift 


ences relieved to be given a plot at all af- 
ter the facile images of television: 


I think that audiences are dying to see real 
live emotion happen in front of their 
eyes...there is an enormous hunger for 
being able to see how A gets to B, how B gets 
to D... I'm always aware of the audience's 
gratitude for the large gesture. 


To a man, the playwrights were rude 


about Broadway. Tickets were too expen- 
sive; managements would not take risks. 
Mt Miller spoke warmly of the tyranny of 
critics, especially Frank Rich of the New 
York Times, although Mr Stoppard and 
Mr Fugard, coming from abroad, could 
not believe Americans would let them- 
selves be so bamboozled by one man. All 
agreed on the pervasive disregard for 
playwrights. Mr Miller remembered a set 
of Tony awards in the 1980s in which no 
playwright was mentioned, but an award 
went instead to two lawyers from the the- 
atre-owning Shubert Organisation; and 
Mr Wilson, to applause, asked his audi- 
ence to imagine "someone hanging a 
painting and saying the Metropolitan 
Museum presents Untitled No 1 hung by 
Robert Smith." 
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heyday, did much to promote Indian art; 
but it lumped it in with “black art”, swamp- 
ing it with the art of the more vociferous 
West Indians, and never got rid of the eth- 
nic label. Most local authorities, even in cit- 
ies such as Birmingham with large Indian 
populations, remain blind to Indian art. — 
Even where it is noticed (as it has been in 
Bradford, with the ethnic wing that has a 
been added to the new Cartwright Hall), itis - 1 
still kept in a corner, out of the mainstream. — 

. . Nevertheless, here and there, there are 
signs that a new spirit may be growing. A — 
full-blown Indian music and dance festival is 
opening this week in the new civic-arts cen- — 
tre in Crawley, on the southernmost edge of 
London; Indian arts, for once, willappearat 
the head of the cultural agenda, and not in - 
small halls where the curtains stick and the 
stage shakes under the artists’ feet. The Arts 
Council has recently given generous public- - 
ity to artists such as Mr Mistry, setting them 
up as an example of plain good art without — 
the ethnic label. Some local authorities and — 
arts associations encourage residencies E 
Indian artists—such as Bisakha Sarkar, a — 
dancer, on Merseyside—or put Indians | 
dancers to work with trainee teachers. —— 
These attempts may be modest, but they are 
taking place in classrooms where the next. 
generation is learning to think about art. In 
time, that generation may begin to teach the 
Victoria and Albert a thing or two. ` e 
I 4 
In such a climate Mr Miller, with a 
gloominess nobody else would accept, 
said he thought none of his plays would 
be done today. “The Crucible” probably 
had too many characters; “Death of a 
Salesman” undoubtedly had too sad a ti- 
tle. (A poll taken on Broadway even 
when it opened, in 1949, found it too 
"downbeat".) If a script wanted to en- 
gage moral and social issues these days, | 
he said, it was made into a film. E 
Mr Stoppard did not mind. He feltno || 
obligation to use the theatre for any pur- 
pose, moral, social or political. The the- 
atre simply offered possibilities which he 
was delighted to take (including possibil- 
ities for verbal fun which he probably did — || 
not make enough use of). He did not | 
want a proselytising theatre, but one in | - 
which he could go and see “Noises Of". | 
If writing for the theatre presented a | — 
challenge today, it was the eternal one of 
"the sentence that you're in the middle 
of”. Best to concentrate on that: 


I think it's like being one of those cartoon | 
characters who run off the edge of the cliff 
and because they haven't looked down they 
just keep running, and the moment you | 
turn around and say "What is the challenge 

of the theatre today?" you've looked down. 
Forget it. 
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The Islamic Development Bank, an internationat development financing institution, offers | 
score opportunities to qualified experts for the following positions: 


| years experience of project management or coordinator 
“covering all the relevant disciplines. — 


iv) 5 years experience as a Director or Coordinator as a Pro. 


jects Manager supervising the work of a team of engineers 


during construction works of building complexes comprising 


high-rise anid low-rise building of idea and dien 
Terms & Conditions of Service — 
Duration of contract: 2 years 


Fully furnuished accommodation, a car, appropriate income 
tax free denis to be. Dé bearigg: in mind the: relevant : 


Around 15 years consisting at^ 
) Design experience for S years. 


i) 5 years in field supervision preferably supervising the elec- = 


trical work associated with large building Complexes. 
ii} 5 years experience of overall coordination and liie 
ment in the same discipline. er 
Terms & Conditions of Service 
Duration of contract: 2: years. 


l Fully furnished accommodation, A car, appropriate income: 
tax free salary to.be negotiated bearing. in mind the relevant 


practical experience of the person concerned. 
MECHANICAL ENGINEER. 

Academic Qualifications 

A minimum of a University degree or eguivalent academic quat- 
ifications in Mechanical Engineering. 

Professional Qualifications 


. Chartered Engineer/Professional Engineer or EUR. ING. or 


Equivalent professional-qualifications. 

Around 15 yeras consisting of: 
4 Design. experience for 5 years. : 
db "G: yours in fieid Supervision preferably: Supervising the 


mechanical work associated with large building complexes. 
i) 5 years. experience of overall coordination and incip acd 
ment in the same discipline. 
Terms & Conditions. ot Service 
Duration-of contract: 2 years. — . 
Fully furnished accommodation, a car, appropriate income 
tax free salary to be negotiated ii caido dea 
| practical experience of the person. concerned. 
CIVIL ENGINEER (STRUCTURAL) 
Academic Qualifications 
A minimum of a University degree or equivalent academic qual 
ifications in civil engineering. 
Professional Qualifications 
Preferably Chartered Engineer/Professional Engineer (Civil 
ing. or EUR: ING.) ot equivalent professional qualifications. 
Relevant Practical Experience : 
Around 15 years experience consisting of: 
i 5 years design experience. 
i} 5 years field supervision. 
i} 5 years experience. h management of structural work as- 
sociated with large building complexes. 
Terms & Conditions of Service 
Duration of contract: 2 years 
Fully furnished accommodation, a car, appropriate income 
tax free salary to b& negotiated bearing in mind the emm 
practical experience of the përson concerned. : 
ARCHITECT 
Academic Qualifications. 
A minimum ota Universi ty degree. or MINE academic quak- 
ifications in Architecture. —— 
Professional Qualifications Bene | 
ARIBA or civit ing. or EUR ING. or. y equivalent professional 
qualifications. i i 
c. Relevant Practical Experience ` i 
Around 15 years experience consisting a ai 


| i} 5 years design e experier 
i) . 5 years field. supervision." 


i) . 5 years experience in management of Architectural work as- ; 
sociated with large building Complex. 
d. Terms & Conditions of Service 

Duration of contract: 2 years 
Fully furnished. accommodation, a Caf. appropriate income ü 
tax free salary to be negotiated bearing in mind the relevant fe 
practical experience of the person oe noame: 6009 
Ai! candidates should possess à minimum working experience as 
indicated against each position. 
interested persons are requested to please er within fifteen | 


| (15) days from the date af advertisement, furnishing their full particu. .- 


lars Concerning academic qualification, experience and salary his- 


tory, which will be treated confidentially, te.. 


The Director of Adminstration 
islamic Development Bank 
P.O. Box 5925, Jeddah 21432 
Kingdom Of Saudi Arabia 


pr ti ge ce 





: [o established through 
by Herbert Smith, Solici- 


s. from those with Suitable aca- 
y professional: Qualifications. 


nd experience, having interests in 
i id of commercial or company 


ati sepia copy sutibió for inal : 
yir obice full details of qualifi-- 


Pa articulars of the pad raining may I 
be obtained from the Registrar quot- | 


- Department of Social Science 
and Humanities 


LECTURER 
IN ECONOMICS 


| Applications are invited for this post, to |- | 
undertake teaching and research. in. f- 
| Labour Economics or Health Econom- | 


ics. Applicants should have a strong 


| quantitative and theoretical ope round 
| in one of these areas and be willing to |. 
I teach in both. The appointee will be 
| expected to teach on the undergraduate | 


degrees courses in Economics, Eco- 
nomics & Accountancy and other joint 


. | courses and to contribute to the re- 
| search pengamm of the recently es- 

| tablished Industrial and Labour Eco- 

| nomics Research Unit. There are also 

 l opportunities to participate in course | 


development at. postgra luate level. 


«I This is.a continuing appointment, not | 

| fixed term. Salary will be either on 

| Lecturer Scale A: "MO. 710-£15,950 or 

-Scale B: £16,555-£20,760- inclusive of 
London Allowance. - 


Further details and application forms 
are nr from the Academic Regis- 


trar’s Office, City University, North- 


ampton Square, London ECiV OHB. 


.] Telephone: 01-253 4399, ext 3037. 
Closin for applications 1st Au- 


qust 1 


UNIVERSITE CATHOLIQUE 





i DE LOUVAIN — 
i^ LOUVAIN-LA-NEUVE 
"^ BELGIUM 


DEPARTMENT OF ECONOMICS 

FOUR FULL-TIME ACADEMIC POSITIONS 
THEORETICAL ECONOMICS 
BANKING AND FINANCE 
INTERNATIONAL ECONOMICS | 


ECONOMETRICS 


| The Department of Economics wishes to recruit experienced scholars’ in the 
above fields. Rank (assistant professor or full professor) and salary will 
depend Upon experience and qualifications. All positions are tenured ones. 
Teaching load will be approximately five courses/year, poem less at the 


. beginning. 
_. Applicants should have: 


2o A PhD in economics (or in mathematics/statistics for. the position in 


econometrics) 


a . — Previous experience of research in a university « centre outside 


Belgium 


> ^ w— Publications in the relevant fi elds 


s . ^C Fluency in oral and written French | 
Ed will commence on September 1, 1989. 








"Applications should: be sent to the Rector of the University’ Place de 
| l'université, 1, B-1348 Louvain-la-Neuve, Belgium) by September 15, 1988 
at the latest. A copy of the application should also be sent directly to the 
Department. . 

Applications should include a certified copy of the a plicant 5 latest degree, 
a personal résumé, a-bibliography and a copy of their most significant 
" Bublicationt. The names of three re eteress (at least one from outside Belgium} 

should also be given. 


Further inquires s should be addressed to: 
. Mrs D. De Gand, 
v siint moriens: y, 


- BA 348, iasan SER BELGIUM 





. recruit an. 


| ECONOMIST | 


! 1 oki ko for. ditte: sk il 3 
pide and an ability to write clearly and concisely to 
daily deadiines. Experience of investment bee would be 
. A. an advantage. Sal ary c£25k.. | 


Please write with cv to: 


Landell Mills Commodities Studies is Sening fumerate and outgoing young n 


economics graduates (ideally with second degree) to join highly qualified: 

team of worldwide repute. The work involves economic analysis of markets 
for products such as sugar, coffee, cocoa, rubber, oilseeds, leather, fibres; 

as well as related synthetic miaterials:and downstream products, The. 
abilities we need include: a clear prose style, a willingness to get to know the 
technologies, institutions and personalities in the industries covered, an 
ability to diagnose the structural change going on in these industries, and an 
ability to extract conclusions from numerical evidence using the simpiest 


appropriate method. 
SALESPERSON 


We also require. an ambitious and motivated person to assist the Sales 
Director in marketing and selling LMC's regular commodity publications. 

Success in this position will open up opportunities for this person to move on 
to sales of the company's higher value. products, entailing considerably more 
responsibility as well as client contact and overseas travel. — 

We offer competitive salaries, contributory pension scheme, profit-shifing, 
a friendly working environment and, for economists, the opportunity to gain 
international recognition within an. industry. We will be moving to new 
offices in Oxford in November 1988. | 

Applicants for both positions. should forward CVs to Jane Nodder, Business 


— Manager, Landell Mills Commodities Studies, 50/51 Wells Street, London 
WIP3FD. — | 





ISLE OF MAN TREASURY 


Applications are invited from graduates in economics with at least. 3 


- years experience in the field of economics or statistics for the post of. 


Economic Adviser on the staff of the Treasury. 

The duties of this post include. the. management of the Economics - 
Division, tendering advice on economic matters to Government ; 
Departments and Committees; the compilation of a statistical base of the - 
economic indicators including data on prices, unemployment, visitors to 


othe Island, national income etc.; the conduct of the census and 


production of the register of electors. The Department also provides an . 
information and advisory service to Government and the n public. 
Further details of the duties | can be obtained from Mr LM . Caley” 
(Tel: 0624 26262. Ext. 2536). 


The post is permanent and starting salary will bei in the Mni of £15,030 


to £20,292 per annum. Benefits include a non-contributory pension - 





scheme (save for a contribution: TA% towards uy benefita), 25-30 | 
days holiday and a generous relocation pa ge. 

The isle of Man, where the stan 
pleasant environment in whic à 
Application forms and a job description can be obt 
Secretary, Civil Service Commission, Governm 





T met tax is 15%, prov desa 





. (Tel: 0624 26262, Ext. zaw. The atoning jate for applications i is 





27th July 1988. 





































































-The University of — 
o Western Australia 


t ia wit s 1988 on n 





P. A. Longton. 


m The University į is ‘seeking to appointa . | We 
Scholar of high academic standing with -| 
“substantial research. background in dE 
tary and fin ancial markets. The job will involve participating. 
| statistical systems and computer-based analytical techniques. acilities include ma 


P leadership in the Department 
: = ioe con sidered to be essential for 


The current ias for a professor is 


~ $A59,183 per annum. Benefits include 
superannuation, fares to Perth for ap- 
.. pointes and dependen 
allowance, study leave and long. ser- 
vice leave (after qualifying peri ds 
eligibility for overseas: and inters 
travel grants. Further informatior i 
cluding the ‘conditions. gover 











“appointment and a detailed. statement 


prepared by the Department) may be 


obtained trom Mr Brian Cleary. (Statt- 


ing). Telephone - etis etin 009. 





z jd Candidates, Who Should be aad betisdi 25 and 35,  shüüld bim ood qualifications 
ue puter/: statistical methods and, preferably, in economics. In addition, they should havepre 
experience with national or international statistics. Knowledge of english is essentiai; us 





The Bank offers a good salary and first-class pension and welfare benefits. 


| Please write, enclosing curriculum vitae, copies of testimonials and recent photograph; to t 
| Personnel Office, 


ht family, removal’ 





i ! cC to. G. Eih, : 
nner, Street, London | 1 


SWITZERLAND 


THE BANK FOR INTERNATIONAL SETTLEMENTS, 
an international institution in Basle, 


d$ looking fora. 


S 'ICIAN/I DATA BASE TECHNIC 


to fii a la vacancy in in its Monetary and Economic Depart 













en Thee em phasis of the b Departme 
2 analysis of national and international economic evelopments, includi 
1e development a 








andi fiero -computers and telecommunication li nks with reporting institutions ang 
data services. TD" | 


ledge of French and/or German would be.an advantage. 


BANK FOR INTERNATIONAL SETTLEMENTS 
. 4002 Basle, Switzerland 


gale 


i, regulatory toa with responsibilty for regulating m 
gas industry. noe 
‘The Office now requires a Business Adviser with — ' 
. . the analytical qualities necessary for the monitoring 
—  OfBritish Gas accounts and gas prices, andover- | 
-> Seeing the tariff fotmula that sets a ceiling on tarif E 
i. gasprices. j Tres 
^ You should fiormálly have a jõed d honours degreg — 
oF equivalent professional qualification. Qualifications 
^ . in accountancy or economics would be desirable bx oe 
fot essential. Relevant experience of industry or 
Commerce would be an advantage, —— ^ — | 
PUN The appointment: would be for a period of 5 yas 
P initially with a salary range £17,380-£22,850. — — 
— Starting salary according to. qualifications and 
"experience,  . 
..... For further details and. an ‘application form (to be 
` -returned by 29 July 1988) write to Civil Service _ 
- Commission, Alencon Link, Basingstoke, Hants . .. 
^ RG21 1JB, or telephone Basingstoke (0256) 468551 
_ {answering service operates outside office hours). 
Please quote ref: G/7633.- 7 
The ee Service is an ai opportunity employer 























Office of Gas Supply 





as a centre of excellence. The salary will be wi 


age, ‘qual 











FOOD STUDIES GROUP 
QUEEN ELIZABETH HOUSE 
UNIVERSECY OF OXFORD 





market evel ana alysis ol qni C do policy inthe Trid Mond Candidates. 4 
should possess.à Masters Degree or equivalent qualification in econom- 
ics and have experienc pantit lysis. of shes issues. in 
developing countries. The -work in. French, ps or 
Portuguese would be an added ad antage. | 

The Group works with gove 















plications. are invited for the Chair of Economic History di will become 
e-tesigration of Professor N; F. R. Grafts from 30 $ pem 

licants with interests in any area of economic. history will 

. The economic history group has recently been designated by the . developing world and is ‘active 


hin the professorial range. y 
- d policy issues. The job provides the opport 
r particulars may be obtained from the Registrar, the Universi , Leeds - | training and. ae with possibilities for extensiv 


oting reference 31/54. Applications (two: copies) ‘giving étails of E 
tion ng th | onthe university academic related seséarch : 
V ge ons and experience and naming three gini should reach me LA fi xe d- term contract will be offered; with an 
















Registrar no later than 23 September 1988. i ^ | COI 
Applicants from overseas may ap ly in the first instance by cable, f | together with a. MT Should be sent to: Group Director, Food Studies. 





(556473 UNILDS G) or Fax | Pop Kgdom. 336017, acai d! d Queen Elizabeth House; 218t Giles. Oxtord oxi 3LA, by 23 July 


dne referees, preferably in the jnited Ki 

























Un ersity of Warwick 
4r Emp iment Research 

(a Research: _ Associate/Fellow and 
ior Research Fellow—for research 
16 modelling and forecasting of 
| h labour market behaviour and the 
D eeds of policy. A good degree -in 
.. ,8COTIOfhics,. preferably postgraduate, 
px anda. ‘strong: interest in-applied re- 
.. Search in the labour market field are 
> tequired; and.for the Senior. post sub- 
| | | - stantial experience. i tabour/industrial 

a E '^' economics also. The: appointments are 
Applications are invited from social scientists for the post of social anthropologist i in to start as soon as possible for up to 
an MRC team that is beng set up: to carry out research on the transmission of AIDS i in | p three years in the first instance, 


The Government of Uganda has invited the MRC to Sariana in Tem on AIDS in j 
that country, and Dr Daan Mulder (currently at the Royal Tropical. Institute, 
Amsterdam) has been appointed to lead the MRC programme. The programme will | 
be primarily concerned with the epidemiology of the transmission. of HIV infection | 
and the biological, social and. behavioural factors that determine the pattern of o= 
transmission. "EN s 





















v annum. For the 
ellow. post, salary 





behaviour: 


Applicants should possess a higher ue in a relevant social science and. sould? s 
have some previous research experience, preferably in Africa. An initial appointment = 
of two years will be offered with the possibility of renewal for further two year 
a periods. The basic salary for the post will be determined by qualifications and — 
" experience. In addition, the appointee will qualify for: appropriate Foreign Service 
Allowances. Housing will be provided on the compound of the Uganda vias 
Research institute, Entebbe, where the MRC team will be based. 


«^ Further details and application forms can- be 
obtained from Karen Douglas at the Medical 
~~ Research Council, 20 Park Crescent, London | 
j] «; WIN 4AL. The closing date for appiicauons CENA 

. Friday 15 July. Bn 


nta T to apply, 
Hute is also willing. as a 
















55 X Robert. Lindley for (a) on 020: 
3503, and Dr Peter lias or i on 








ations is 29 J ud 









| and a modern 
history to start as soon as 
ud possible for a period of three years in 
| | [ the first instance with a possibility of 
renewal. 

Applicants must have good written 
and spoken Arabic as well as a 
| sound working. knowledge of the 
Gun. 










e successful candidates wili be 


ppe in the appropriate fields 
and to carry out their own research 
and to publish on topics to be 


agreed. They should also have the . | 


capability of attracting or respond- 

ing to opportunities for joint studies 
_ with institutions in the Gulf. 

Starting salary will be within the 

range £10,460-£13,365 pa, place- 

ment dependent on age and expe- 

rience. 


Applications (CV and the names of 


two referees) should be sent to Mr 
Arab Guif Studies, Old an, T 





41, as soon as possible. 











desirable. 


Good salary, firstclass pension and welfare schemes and many other ancillary benefits. 
Please write, anciosifig curriculum vitae, copies of testimonials and recent photograph, to 


the 












d to supervise postgraduate | | 
| -Headquarters Personnel 
|] SWTRHA 


Bank for international Settlements 






















IE * h 







DIRECTORATE OF FINANCE " IR. oy 
_ Darwin—Australia 
FINANCIAL AND ECONOMIC ` EAN VNECTURERTR 










ECONOMIGS E FOR 1989 


PLANNING ASSISTANT 


_ £10,191-£14,535 pa inc 


We are icoking for an ambitious young professional to assist in 
-the planning and economic appraisal funding of health services. 

Much of the work will involve economic and analytical skills to 
.assist-in the development of sound economic. and financial 

policies. Microcomputers are used extensively as is a mainframe _ 
. management information system. Experience in using such - 
7 e preferred. but not essential as relevant training will be- 
“You should hold a degree. of either economics or health econom- j 
ics and wish to pursue a career inthe NHS. Assistance will be © 
-given to Obtain. either a mainstream accountancy qualification, if 

desired, or the Certificate in Health Economics. à 

To discuss the post informally, please contact Martyn Salter or 

Dennis Rodrigues on 01-262: 911, ext 4119/4123. E 


Application form and job. specification are available from: 





} quired to teach the folowing iou 
| ^ tester penes o unit: Mate 
(des. | 



























-nomie č Policy, eun Economi 
international Economics. 
Salary range: A$29,842-38 932 

-num, plus NT allowances - : 
applicable). 


Application forms, further partic 
and general informatíon may be 
tained from the Personnel Officer 
University of the Northern Terr 
Box 1341, Darwin, NT 0801, Austr 


"Closing date for sei s$ 














































| Fed Eastbourne Terrace ! 
Telephone 01 -262 8011, ext 4026 (ansaphone LÀ 
Please. quote reference 88n 1 is 
Closing date: 22 July 1988 - 
As an equal opportunity. employer we wel- 


come applications from women and mem- 
_bers of ethnic minorities: | 


_ South | West Thames 





















MA (PPE), M- itis 
national, two years' City experience 
rain. Econ aoe 















ronment. gto Box No 3597 for full 
curr iculum kin | 

















- |. California: ath (Masters | im eg rs 

| years old, seeks international legal or- 

business situation. US, Canadian and 

| British. citizenship; Fluent i in wenn. M 

| Europe September 1988 E 
— Stuart Mac Kenzie, 

564 ‘Market: Steet. #1 gi 





| T he nd ipvoNes work in va 2 See etariat serving : a Committee of senior central bank ; a te 
officials, the preparation of. policy-orientated papers relating to issues in international . AGP 
! finance, as well as research in that field. i E 


Candidates should be around. 30 years-old, à 
of working experience, preferably in the area of international finance. They must be able ie | 
draft clearly and repe in English. A Wo9 knowledge of French and/or German would be 


iral; € 
munication, research and: pence sr skis 
F 8ilingual..22 years old, Furopean born, Us 
| citizen. : 
i Please contact: po hiss 1034, Morton Grove 
ik 50053. USA. * dii 





have good Academic records and several years 


` E 






















.For personal or ier duty Emergen 
cy trained, fit, and utterly ethical. Ci 
tured English background. Passabl 
French and Spanish. Unattachment er 
-abies long or distant engagements 
Fees exorbitant. 


PO Box 2643, South Padre island, «Tek 
as, 18597. 





Personnel Manager 





4002 Basel, Switzerland, 


| Executive Programs. 


xecum E MANAGEMENT PROGRAM 


a executive management course 
idle» and senior-level aia | 


f Executive: Programs TES. 
e ss ; Adminis tration v » 








LEARN 
FRENCH 


The intensive way and in real 
immersion. This means living 
in one of the most picturesque 
regions of France and really 
becoming fluent. Also vacation 

and learning plan. Cultural pro- pane — Onion.: d 
gramme in Paris. Winter pro- Swan Potes Sus T 
gramme on the French Riviera. Korean Vietnamese Turkish Urdu 
State age, goal level and time and many, many, more. 
available. US transfer credits. We aiso oler wary oiher helpli materials. so 


why not wnte or telephone lor your FREE 
The French and American Corecess LY 
Study Center, BP 176, LI- 

SIEUX 14104 Cedex— 
FRANCE. Tel: 31.31.22.01. 


nano aonr NN 


many developed for the USA State 
Dept ) in more than 40 languages inciude 


[8 LM] L] 185 


EMIB is an MBA program which offers you : 
e a twelve-month full-time intensive program in 
International Business. 


EMIB gives you the unique opportunity to: 
e work with a highly qualified faculty drawn from 
all over Europe 
e be part of a multinational team of participants 
e view Europe as a single marketing entity 
e use your managerial skills for an in-depth analysis of 
a business issue (the European Project). 


EMIB is designed for managers: 
e who already have a university degree and at least 
three years of business experience. 


The EAP-EMIB Program is accredited by the C.G.E. (Conférence 
des Grandes Écoles). an organisation of the leading French 
graduate schools in Engineering and Business. 


For further information, contact : 
EMIB Admission Office 


| EAP - École Européenne des Affaires 

108, Boulevard Malesherbes, 75017 PARIS 

Tél. : 47.54.65.00 (ext. 6496) or 47.54.65.78 
Téiex : EAPFRAN 640611 F 


Téléfax : 42.67.46.19 
PARIS - OXFORD - BERLIN - MADRID 





London W8 4LL 
S. Guilia 
CTO6437 USA) (203-453-9704) (Tel 01-937 1647) 








Will you stay — 


-— 


competitive — 






corporate needs 


Programs are held at Arden House, Columbia University's mountaintop 
conference center, just north of New York City. 
For a 1988 brochure and additional 1989 dates, call 


(212) 280-3395, ext. 940, or write: 


Columbia Executive Programs 


: 324 Uris Hall, Dept. A3Í, Columbia University, New York, NY 10027 
Telex: 271207 EXEC PROG UR FAX 212-316-1473 


Coenen Unreerwry n an affirmatie actioni equal opportunity mtitution 





[| 
Wooly Mammoth 
(extinct) 
Downsizing a Mammoth Organization Isn’t Enough. 4 
Before its operation was downsized, this group was one of the largest in — 
- the field. 
Survival in the 90's will take more than downsizing and cost cutting. It will 
. take greater flexibility, imagination, productivity, planning—a dedication to 
* making your products, and yourself —the best. ie» 
If you want to starid out from the herd and adapt to changing times, d 
Columbia Executive Programs is a natural selection. 
A Plan for Lifelong Career Development a 
PROGRAMS FOR tof Accounting and Financial y 
SENIOR EXECUTIVES Financial Services: Management for the — . 
——— " E ane Non-Financial Executive 
Executive Program in Implementation November 6-1], 1988; or 
Business Administration October 30- November 4 or February 26-March 3, 1989 
(EPBA): Managing April 23-28, 1989 Financial Management 
The Enterprise —— September 25-30, 1988 
M say aaa 1, 1988 FUNCTIONAL DISCIPLINES Human Resources 
i FUNCTIONAL DISCIPLINES. 
August 25, t. Marketing meen Mann. 
Executive n gs ct 
- mber 18-23, Managing » 
Program in Nocober¢-IIGlate Rates! EE 
International California), December 4-9, 1988 March 19-24. 1989 Ae 
Mana ot February 5-10, 1989 as 4 
ovra, ne Sales ement OTHER PROGRAMS f 
— — — — — November 27- eUn 00000 —————————— - 
ve STRATEGY or February 12-17, 1989 Master's Degree. 
Market Analysis for Program for ives . 
seo uen ous AnE MBA 
Business Competitive Advantage n Executive ? Program for ; j 
July 10-22, 1988; m a. 1989 September 25-30, 1988 d ES | 
International Strate Grerations and ` 
Api? LIB CEY Production Management A Uee sommer MBA pogam 
Managing Strategic April 30-May 5, 1989 Besdal Programa a 
Innovation and Change State-of-the-art management | 
March 12-17, 1989 programs tailored to specific 


; degal considiratióng. tend t to crowd out strategic andan and implementation 1 in | duds c 
< INSEAD's SIMA pro: m ramme is uue in adopting a strategic a and Orgar zation; al ar pros 
than a purely financial one. 2 "EC | 


STRATEGIC ISSUES IN MERGERS AND D ACQUIT i ' 0 D N 
| 9-14 A gires y 1988 


s] ecome the most active forum i in i Europe for the exchange 
uisitions. 


| mi from o Baliteau. SIMÀ Rm E. INSI AË 
17305 F ontainebleau Cedex, Fr rance 


ING 70 PARIS? 
h fat: : One e four roam nk 


: ee 41253509, or write PA 
. L.tousing,9 Rue des Ursulines, 75005 Pari 


Our. evening MBA programi you the eee of. 
. Strategic business issues that’s essential for the achievement of ` 
o your full career: potential, pemi intl etin and Piignciat 
Institutions. CN 
Unlike full time programines, ours slets you apply what you o 4| 
learn in your day-to-day ` work, and pursue your immediate career 120 AN 
... goals withoutinterruption. — | o f o. | Business 


And whatever subject options you c choose, you'll finds ours | ddmipistaion 
.. lecturers — many of them senior, Practising: business peoples vs od 
e stimulating and controversial. S m 3 Madero 
| If you have at least a good second dii U degreo... cO] 0 [Studio Are C2] Political Monthly T Gu Growth 
. and/or a recognised professional qualification, and you are - British Studies -| Psychole = Adviceon © = 
_ interested in our February 1989 programme, please contact - || For further information, please w > Unique New Investment 
: Debbie ston, Adir is Officer, at the City University - Director of Admissions (Room EB). th 4 3 
Business School, Frobisher. Crescent, Barbican Centre, London | Richmond College; Road. 


^ xt AW [| Richmond, Surrey, TWIO GIP England 
| Dub bu oe 0t 2001 T carm 2238. Closing sca | o [etephone: 01940 9762/8487 


| adis erally ae 


Telex: 933080 RICCOL GG. | | 
> Accredited by the Middle Sta Bo] co AROS Ga ! . 























PRESTIGIOUS LONDON ADDRESS: DS, DRIVE LICENCES, Citiz 
Personal/company use. Special ser- Degrees, Consuls, immigrat 
vices. American Business Services. COUNTRIES. In'26 Klemenu A 
Tel: 01 + 44-1-706 0342. 10675 Greece. TLX 221846. 


WHITE ELEPHANT WAN ED 
Large country house, old vineyard, or sea edge prope ty 
need of restoration wanted in Britain, Spain, Fr 
Greece. Write Nicholas Ayerst, 26A Astwood A 
London SW7 4DE. Telephone: 01-370 3563. n 7 H 





—— London 
South Kensington 


Luxury fully furmished 2 bed; 2 bath flats in 

| quiet cul-de-sac off Queens Gate. 

1 converted and modernised with direct diai 
telephones, electric Hift, video security and 

colour TV. 


Full details: Pauline 


Tel: 01-902 8151. Telex 893095 
Sungac Fax 9t -900 1353 
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BELGRAVIA 
LONDON Swix 80T. 





eu yr mid Juv. 


| st does, And à spes ot and hor. Wa 
- | bundreds of businesses and ies eciate is that 




















LA PLUME DE MA TANTE. Z 


if this is all you can remember of your school French, you'll soon nea 
firsta French/English technical translation service to cope with comi ne 
ntinental business. | 
Financial/contractual € Electro-technology @ Nuclear 6 EDP. 


SHERWOOD ENTERPR ISES 
317, Chaussée de Bruxelles, — : 3272/354 99 94. 
1410 Waterioo-Beigium, x: — 32/2/35A 81 61. 
| (EEC Business services available in Brussels on request) | 
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TELEX: 926679 DIPLMT G 


) e: £49. 95-VAT | 
/Twin: £64.95 + VAT 
gle: £16. 95. + k VAT - 









IMMIGRATION 

and 
- INTERNATIONAL 
. jBISNESUW ^ | [ 
: Meetings by appointmentin | |? : PN 
ee ee eae Money Managers, Financial Consultants, Investment Brokers & Financial Agents — 
VICK, McPHEE | LI | : E : xcelle niss ered—-(6*6 to 10%} CASH on investments — 

| @ Fully secured and nteed by Major E US Banks. 

las oM Lus 7 | ullv secu guara ajor uropean and 

| am arristers Georgia Sure S iT E Y 5 € 10% interest plus 30% of profits on investment in 1st Class Apartment 


Vancouver, British Columbia A Projects, Condominiums and Strategically located Shopping Malis, in the. 
.. Canada V6E3G7 .. l largest US cities. - 


ene (G04) 882-0028 Return—Potential 50% to 100% per year 
Write or FAX i in fuli confidence to: 
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We are i ht investme d : 
rd Rae: FEI ced : yst mo. Wis" 
tike to hear fr individuals who Mig funds for investment to be 
placed with a mei professional firm. All repi lies 

confidence. 


Please ring Bob Mitchell/Mike Holland on 0494 





Readers a are e recommended 


| to make appropriate enquiries and seek advice before sending any | 

' money, incurring any expense or entering into a binding commitment in < 

relation to an advertisement. The Economist Newspaper Limited shail not 

| be liable to any person for loss or damage incurred or suffered as a result. 

||. of his/her accepti, ng or offering to accept an invitation contained in any : 
| advertisement in eit in es Economist. : 










)4€ 94 432100 Or write to: 
Gracechurch Investments. Ltd 
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` 32 privileged families will 
share 191 protected acres | 

_ offering private homesites with. og 
dramatic lake and mountain 
views. Rolling to the shores af. 
Lake Sunapee, Browns Hill.Farm: 
features 900 feet of waterfront, 
tennis courts, a pool, boat slips _ 
and a private beach. Please call ^7 
or write for our brochure. 






57 Pont 1 Stieet 
‘Knightsbridge 
. London SW1X OBD 


Tel: 01-581 2424 
d  Fax:01-589 9456 
: Telex: 941 3498 EXECUT G 
Sin e: £49.95 + VAT 
“Double/Twin: £64.95 + VAT 
Extra Single: £16.95 + VAT 
All rooms with full private 
facilities. Colour TV, direct dial 
phones, hairdryers, coffee/tea | 
makers. Substantial buffet. 
English breakfast. 



































Browns Hill fim: | 1013262020 
-PO Box 1113 , New London, New Hampshire 03257 






. New York, NY 10020 
. Telephone: 212 541 5730 
ees hk. ANS 
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61.29% on $10,000 emit doing ie ote | i -— YOUR STAY IN LONDON | Hundreds of top. paying pote are main s mae 










ears in the US crude oil futures market. 
ich year was profitable, and equity risk 
akd have been Jess thar 50%. dec 
is. only for rent, Trading can be 
Or you can: do it e 


Take. a furnished. self-contained - service Tc 
apanman in Knightsbridge... fear Harrods. 1 
Fully ee, kichen-dinette, "bathroom, | 
phone, colour TV, central heating, elevator. |. 
Suit 1-2 persons: idee ie E 


grieve Jen tón-. incomes 
NEW from international team of | benefits. Opportunities 
. platinum experts. Authoritative, 
Up-to-the-minute — the only 
independent newsietter devoted 
exclusively to platinum d 
investment news. Essential 
monthly reading if you are 
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| US INMIGR unas | |, Looking. for ] Business 


: ery: forldwide? 
| Obtain both US imn j MP MAE 



















| ments, establis Ameri noh f = f 
companies, etc. ALL MATTERS EAN 4. 
DLED BY A. oe Us AT x TOR: "d 
NEY/PhD ECONOMI 

| results based upon € 


| Far Towers Hor T aon Ser irs 2 mI No intermediari es , Guaranteed id | 
1 rion n E X duly 1 | See. Contact s us s today 3 for our newsletter iba 





























Willett Hotel, 
32 Sloane Gardens, | 
London SWIW 8D). 


Telephone 01-8248415. 
| Fax: 01-824 8415 — | 
Telex 926678 WILLETT C. | 


Pd 3 Single: £41.95 + VAT. 
: VERSEAS COMPANY m 
: seen MN LT d Double/Twin: £49.95 + VAT. 
BARCLAY’ 


S BANK CHAMBERS, | | 
op ACER RAMSEY, . | ~ Extra Single: £19.95 + VAT. | 
ARLI LE OF MAN | Most rooms with private | 
TEL: 1.800 2024444 (TOLL FREE IF. | | facilities, colour televi- 
(OQ, PHONING FROM USA). | | sion, hairdryers, coffee | 
| _ TEL; gama 269900 (TOLL FREE) |. | and tea makers, Substan- | 
- 0624 815544, NI 
FAX 0624 $i | | tial English breakfast. 




















7 FULL NOMINEE, MANAGEMENT, 
ACCOUNTING AND ADMIN 


























: DISCUSSION AND BROCHURE CALL 
$ “COLIN FOSTER. 




























“Bane assale of America. ; 
: P.O. Box 570668 | 
| * Mouton, Texas; 77257, U. sa, 
Telephone: qu 5224040 
. 800-527 E E 
_ FAX {713} 9850222 






HQ WILL ADDRESS YOU. FOR SUCCESS. 
HQ — - Headquarters Companies provides ful ly-equipped, 
stunningly designed and professionally staffed offices on 
. & full and part-time basis. HQ Services include: 

* Private Executive € Offices . 

* Prestigious’ Address | 

* Telephone Answering - 

. ' Word a. 
















Capitalize’b on iia currency exchange 
rates and other opportunities (including substan- 
tial Government assistance) to acquire financial 
institutions in the United States on favorable 

1] f | terms. Our firms Washington, D.C.-based lawyers 
Bock and professis n Is can assist HA anksia nd 





















am much more! e x 
Office Plans starting f from 6n } 95 : perr r month. 


PARK AVENUI ATRIUM © 
E Park Avenue, 21st. Fi. 
New York, NY 10017 
(212). 949-0722. 
Fax: (212) 697-8486 
Telex E BG NYC 
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OUTPUT, DEMAND AND JOBS Japan’s unemployment fell to 2.5% of its labour force in May— 
down from 3.2% a year ago and its lowest rate for three years. In the same month West Germany's 
jobless rate remained at 8.9%; its industrial production fell slightly for the third month running, 
reducing the 12-month growth to 0.696. French industrial output fell in April to give a 12-month rise 
of 2.996. In the same 12 months Canadian industry increased its production by 6.896. France's 
unemployment rate rose to 10.496 in May, but this was still lower than a year ago. 


% change at annual rate 
industrial production GNP/GDP retail sales [volume] unemployment % rate 
3 mthst 1 year 3 mthst 1 year 3 mthst 1 year latest year ago 
Australia —14.1 +12.0 wa +72 + 51 a — 04 + 3.4 o 7.5 way 8.2 
Belgium + 32 +18 fe na na +16.3 + 94 ret 10.4 may’ 114 
Canada + 32 + 68 Ay + 34 + 53 0 — 14 + 7.7 ww 78 May 9.1 
France nil * 29 ^w * 49 + 40 o — 24 + 45 ww 10.4 May 10.7 
W. — 14 +06 m + 57 + 43 0 + 26 — 2B Aw 8.9 sun 8.9 
Holland — 96 nil Apr + 3.0 + 19 u + 3.2 + 98 wt 139 may 14.0 
Italy +11.1 +13 mw + 08 + 28 ù +112 nil Novi 157 May’ 14.1 
Japan +44 +117 my +113 + 67 ù +25.1 + 5B my 2.5 May 3.2 
Spain +10.9 +43 Ar na na +15.5 +14.0 01 19.9 may 20.3 
Sweden — 90 +33 à +31 +23 o +19.4 +10.1 wa 15 ma’ 1.7 
Switzerland +24.1 +56 o +13 + 3.1 a + 3.9 — 0.6 Dect 0.7 Ma’ 0.8 
€ —20 +43 iw +27 +40 a + 50 + 83 way 8.7 way 10.6 
3A +35 +61 wy +36 +386 ow + 95 + 18 aw 5.6 May 63 
1Value index deflated by CP! 





PRICES AND WAGES Japan's 12-month rate of consumer-price inflation fell to 0.296 in May. In 
June West Germany's inflation rate held steady at 1.1%, Italy's remained at 4.9% and Belgium's 
edged up to 1.196. The wages of Dutch workers rose by only 0.996 in the year to May, just ahead of 
the 0.796 rise in consumer prices. The 12-month rate of increase in wholesale prices slowed to 
3.996 in Canada in May, but quickened to 4.496 in Italy in April. 
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ribbean and the Philippines 


stand to increase their exports to the United | 


States next year as a result of America's 
drought. The rise in America's beet-sugar 
output and the increasing use of corn 
sweeteners for soft drinks in the United 
States (52% of calorific sweeteners now, 
against under 40% in the early 1980s) had 
closed the market for many traditional cane- 
sugar suppliers. America cut its sugar im- 
port quota by 25% this year to only 758,000 
tons, against some 3m tons in 1984. But the 
drought could reduce beet-sugar output by 
500,000 tons this year and sugar consump- 
tion is increasing, suggesting a rise in the 
quota of 500,000 tons in 1989. 


1985= 100 % change on 
June 28 July 5$ one one 
month year 
All items 160.2 157.5 — B4 +406 
Food 129.3 1285 +63 +414 
Industrials 
All 190.9 186.2 —164 +40.1 
Nta tt 159.7 156.6 — 30 +141 
Metals 213.0 207.2 —222 +597 











% change at annual rate +33.5 
consumer prices* wholesale prices* wages/earningst +34.2 
3 mthst 1 year 3 mthst 1 year 3 mthst 1 year 
Australia + 70 + 7.2 fw + 99 + 7.6 ww +74 + 7.3 feo = 
-28 4$ te = 11 — 08 ww 4154 +28 o a: s 
Canada + 51 +41 wy + 21 +39 ty + 58 + 44 he +51.6 
France + 34 + 26 ity + 43 + 29 o + 33 + 35 w* ms 
W. + 22 + 11 an + 13 * 14 * 46 * 34 ip 
Holland +18 307 ty 3:08 01 w 407 . +09 m TuS 
+ 47 + 49 3 * 49 + 44 Ap + 3.1 + 59 a* 436.4 
* 35 02 uw — 18 — 0.5 mw — 41 + 28 w mU 
+ 50 + 50 wy 4 3.8 430 + 82 + 88 Aem. 
Sweden + 76 + 64 my + 69 + 5.5 m + 37 + 60 ww" 
Switzerland + 28 * 22 uw + 46 * 21 nil + 21 o° ts 
UK + 77 +42 wy + 60 + 42 way + 93 + BB8 ap 
SA mam. * 39 uw + 38 + 20 wy * 35 + 34 May —282 
m OFFICES ABROAD How much does it cost Annual cost of an office abroad January 1988 240 
a firm to send an executive abroad, and set $000 
him or her up in an office with a bilingual 
and a swanky car? As one survey = 
(excluding Tokyo) shows, the crucial ques- 
tion is pay. In Athens the head of a 
department will want a mere $31,000 a year, 10 
and the secretary $11,000. Their Geneva 
counterparts will expect to be paid $140,000 i 
and $57,000— suggesting a unique combi- 
nation of expense and boredom. Surprising- 
ly, bilingual secretaries are 4596 cheaper in 80 
London than in The Hague, even though the 
Dutch are far better at languages. Office 
space costs 12 times more in London than in 40 


Athens; rents in New York, at $23,000 a year, 
are less than two-thirds of London's, but still 
more expensive than Geneva's or Paris's. All 
in all, Lisbon seems best. 


Source: MICA intemational 





Footnotes applicabile to all tables. All figures seasonally adjusted except * not seas. adj. t Average of latest 3 months compared with avg. of previous 3 mos, at annual rate. na not available. 
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Sugar exporters in the Ca- | 












m CAPITAL TAXES € Governments use yan 
-tal taxes to reduce inequalities in wealth. 
They ‘discourage hard work less than income 
taxes, and can encourage a more productive 
e of capital. The snag is that they may 
deter savers. The yield from such taxes is 
low: wealth taxes and taxes on the transfer 
Capital at death or as gifts accounted for 
only 0.7% of the total receipts of oEcp 
vernments in 1985—down from 1.6% in 
5. Only Japan and Switzerland now get 
e than 196 of (smallish) government 
revenues from the two taxes. In the 20 years 
^to 1985 the share of capital taxes declined in 
all oECD coutries except Japan, France and 
Turkey. Half of the oEcD's 24 countries have 
wealth taxes and all but two (Canada and 
Australía) have capital-transfer taxes. 

`. Wealth and capital-transfer taxes - 


as 35 of total revenues - 
0 
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Credit Si SM dA Boston, Wharton 


TRADE, EXCHANGE RATES AND RESERVES With a smaller surplus in May than in April, Japan's. 12month : rade s 
billion—-9% lower than a year before. Its current-account surplus fell slightly too. West Germany's current-accour | 
` 12-month surplus was $44 billion. France's trade deficit shrank to $4.2 billion in the year to May, falling for the third consecutive month. The dollar - 

continued to climb. It touched Y 135; in trade-weighted terms it rose by 13%, to its highest level this year. dcs 


. trade balances ^ curent. ‘trade-weightedt+ currency units per $ 
accou exchange rate 
a 12 balance $bn 


latest 12 mihs 


WORLD BOURSES fondo fell by m 0.196 despite the e halt ‘point rise in interest rates, pem other 
bourse but Madrid gained. Brisk trade in the shares of the recently merged LVMH helped Paris rise 
5.696; Frankfurt greeted West Germany’ s current-account pps rising 4.3%, 





Stock price indices Y eus DM P _%e Change on 

July 5 1988 one : EXE “record — 31/12/87 

high low week year high. án local in $ 
ERR ex D v FAN bate hide, n. Currency 

Australia — — 15723 16182 ( 
Belgium 5008.6 50431 sa NS 
Canada 3465.4 3465.4 +09 = 108 -157 +97 H 
France 3630 3680 — 2513 +56 | — 133 -22 +83 4 
W.Germany 14830 14830 j 
Holland 265.5 à— 2655 ^ 2057 BL RESO MN... Ote O 
Hongkong —— 26819 — — 27191 — — 222: 08 — ST9B1 O t + 
italy 511.2 5451 | 48 | 
Japan — 275772 283425 | T 158. F279 — 156 ^ 
Singapore 1095.7 1105.4 i5 = — 118. .—272 4331. 
South Africa — 16730 1673.0 


MT tnt manerium nins potet enter AN DL AAAI iicet ot HIP PHP Hbri re rere Maa erede t dotar OREN ANN NEON NE rA eher terii hos iiri nete Y rat dá DA Rogo FUE CORTE MGE AERE 






* rise on year. ago LT ia 


| ` tending 








| [Mt] “long: 
Australia H94 07 +13.0 A — 1200 26 1835 70 18.00. 1295 EZS 1304 1381  1407- 
E 4 N 7; p "à 
Canada — + 20 P May 2x 7330 N 70.7 769. LM 7882. 1056 49 3099 - 
Frane +04 +73 wa — 719 — 731 — 945 ION [883 947 750  B88 
W.Germany+10.0 + 63 ty 4.50 455 600 414 "n  . 630 605 444 508 
Holland — * 94 (+ 62 wa — 422 ^ 468 | 600 ^ 475 | 632 674 444 — 624 
italy +74 +72 se 1050 1138 1250 na . 1047 1087 1050 na 
Japan 4 96 +113 i 356 383. 338 176 501 447 A475 486 
Spain 4158 +43.7 ww 1057 1076 . 7i 1450 — 750 ^ 1262 1300 1050 — na - 
| Sweden ^ na — s+ 46 mw 1035 1055 1200 1034 1106 1183 10.18 na 
Switzerland +18.5 +10.8 mr 338 369 | 525 — 200. . 402 446 .8.69 470 
UK — +19.6 +184 wy 543 1013 1100 . 1006 971 1078 10.13 — 10.43 
USA - * 32 +60 my 769 756 900. 766 BBA 9.85. 7.88 ^ 875 


grenier rerit emersit rr t gr eei aar ie motn oa ain 


Other key rates in London 2-mih Treasury Bils 9.7%, 7-day Interbank 9.9, cl ring g Banks’ 7-day notice 3 30%. Eurodol 
rates sai 3 mths 7.8%, 6 mths 7.9 ae ! 


Australia, Canada, France, Spain, Swizeriand, USA, UK, W. i Gama Mos ME is eas ig resi rates quoted ava hae He equest. 
of Bilbao, -Manhatian, Banque. de Commerce ce. (Belgium), ; ! ierat $i ska Handelsbanken A , 
Coronas ese rates are civ cl and caract be conte i4 m ise bani 
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Obtain the Property Report required b 


The most precious thing you can own 


- 


e land we're offering is far 
: La the crowds and rat race of 
cities, away from noise and 
pollution. It's nature in an un- 
spoiled state. 

Each ranch is 40 acres or more. 
A really big spread. With controlled 
access that assures exclusivity 
and privacy. We're up in the moun- 
tains of Colorado's glorious San- 
gre de Cristo range—the heart of the 
Rockies. Where deer, elk, eagles, 
wild turkey and other birds and ani- 
mals still roam. 

Very few owners will share this 
part of the American Alps, and our 
concept for buyers is simple: A 
large, desirable piece of property, 
offered with financing and full 
buyer protection. You can build 









[rond law and read it before signing anything. \ 
No Federal agency has judged the merits or value, if any, of this property. Ñ 
Equal Credit and Housing Opportunity. 


here if and when you want. You 
may use it as a base for vacations, 
for cross-country skiing, hunting, 
fishing, hiking, camping and all 
kinds of outdoor sports and fam- 
ily fun. 

It's the perfect place to acquire 
a substantial part of the American 
dream. Here you will taste life on 
the scale it was meant to be lived. 

Forbes Magazine's division, 
Sangre de Cristo Ranches, put this 
project together based on the 
many requests received over the 
years for a really large tract of 
land. Through Forbes Wagon Creek 
Ranch, we're pleased to be able to 
share a part of it with you and your 
family. We've ranched this area 
for almost two decades and plan to 
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N 
Wagon Creek. 
Ranch. 





Land . . . what else can give you so much pleasure now and for years to come? 


be around for generations to 
come. Our neighboring Forbes 
Trinchera Ranch covers over 400 
square miles, which is our firm 
commitment to the future of this 
unspoiled paradise in Colorado. 

Ranches here start at $30,000. 
It's not a small sum. But unlike 
paintings and jewelry or new cars, 
this ownership extends past your . 
lifetime and the lives of those you 
love to guarantee your own sub- 
stantial heritage in America the 
beautiful. 

For complete information, 
without obligation, call 01-223- 
9066 or write to: Forbes Europe, 
Old Battersea House, 

30 Vicarage Crescent, K4 
London SW11, 3LD England. 


Forbes 


` c 


»" 


Cinn 


“Honey don't worry. You're aboard 
Lufthansa.” 


This is an authentic passenger statement. 
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FOR A MOMENT, WHAT BEGAN AS SIMPLY A RITUAL 
BECAME SOMETHING VERY RARE AND REAL. SOMETHING TO HOLD 
ONTO FOREVER. OMEGA. FOR ALL YOUR SIGNIFICANT MOMENTS. 
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OMEGA. TIMING ITS 20TH OLYMPICS IN SEOUL 
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LEADERS 


The 41st president? .......................... 
PRI-revolutionary Mexico .................... 
Don't forget the politics of 1992 ............ 
Golden goodbyes: You're fired, Croesus .... 
Drugs need new boffins ...................... 
Tax cuts and British charities................ 
English as she is mis-spoke .................. 


WORLD POLITICS AND CURRENT AFFAIRS 


SICK HEALTH SERVICES 
19 Europeans seek the right treatment 


ASIA 
73 Tatwan's hungry reformers 
4 Who will bell the Kampuchean cat? 
£4 Japan's press: With both fear and favour 
27 A homeland for India's Gurkhas 
28 How much aid for the Afghan refugees? 


AMERICAN SURVEY 
29 Dukakis balances the ticket with Bentsen 
30 Congress acts on trade, plant closures, farmers 
30 Less money for defence 
31 The effects of drought on food 
31 Ex-servicemen get a department 
32 Thornburgh picked to succeed Meese 
32 ]udge Hastíngs heads towards impeachment 
33 Making amends for actions in the Gulf 
33 A setback against fighting drugs in Peru 
34 Another effort to cleanse the Teamsters 


INTERNATIONAL 
35 How Salinas nearly lost in Mexico 
36 Latin America's push for unity 
37 The Sandinists go backwards 
31 Peron's shadow in Argentina 
38 The Anglo-Saudi arms deal 
?3. A putative peace in North.Africa 
) Uganda's uphill struggle 


EUROPE 
41 A tongue-twister for 1992 
42 The cost of changing money in the EEC 
42 “Artsakh”, an Armenian challenge 
43 Terrorism, a Greek failure 
43 Licio Gelli, sentenced but free 
44 Helmut Kohl, down but not out 
44 Turgut Ozal, keen on Europe but off to Mecca 
46 Meet Llivia, a Eurospeck 
46 The EEC's trade in toxic waste 


BRITAIN 
47 Faster trains to Europe 
48 Rover sale in trouble 
48 The Foreign Office: A diplomatic department 
49 Gold-trade deficit 
50 British Coal does better, loses more 
50 Unreformed lawyers 
51 Football’s schism 
51 Doubts about 1688 
52 Advertisements that say no 
52. Owner-occupied offices 
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BUSINESS, FINANCE AND SCIENCE 
53 BUSINESS THIS WEEK 


BUSINESS 
55 Canada, the surprising boom economy 
56 Canada's entrepreneurial spirits 
51 Economics focus: Hyperinflation . 
58 BHP turned upside down 
58 Ok Tedi, the mine in the middle of nowhere 
59 Europe's new publishing empires 
60 Power struggles in the luxury-goods business 
61 After Britain's $15 billion arms deal 
61 The military barter trade 
62 Restructuring Europe's chemicals 


FINANCE 
65 Can Britain's SIB survive 1992? 
66 The Old Lady's missing invisibles 
67 Market focus: Booming Eurobondage 
68 Can America's bank-deposit insurers cope? 
68 Wall Streeters sing “Hello Lolly” 
69 Tokyo's property boom fading 
70 London's office rents peaking 
72 FINANCE BRIEF: International reserves 


SCIENCE AND TECHNOLOGY ; 
73 Pearl Harbour, the Vincennes and Armageddon 
74 Radar with a fixed stare 
74 Adultery is for the birds 
76 What a mouse can teach AIDS researchers 
76 The rising decline of British science 


ECONOMIC AND FINANCIAL INDICATORS 

91 Output, jobs, prices, commodities, bourses, in- 
terest rates, trade, currencies, plus.a closer look 
at incomes in poor countries and returns on gov- 
ernment bon 


BOOKS AND ARTS 
77 The sorry history of the gentler sex 
11 Ad-power dissected 
18 Elia Kazan's awful decision 
18 How East absorbs West 
19 Japan's American management guru 
19 Curtains for Rambo? 
80 Soviet art: The great sale 
80 A pyramid in Paris 


LETTERS 

6 Letters on Kampuchea, house prices, 
Gorbachev's Russfa, insurance policies, manage- 
ment accountancy, immigration controls, cheese, 
Electoral College, the Archbishop of York, Ro- 
man Catholics, National & Provincial, Japanese 
land prices 
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Monogamy's new blow, page 74. I| 








| Who will control the Khmers 





election-fixers, page 35. 
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41st president? 
Although winning the White 
House is hard for Democrats, 
Dukakis might do it, page 13. 
Bentsen should help, page 29. 












Changing Taiwan 


Its reformers' appetite grows 
with eating, page 23. 


Upside-down BHP 
Australia's biggest company on 
the mend, page 58. 


Sihanouk slithers 
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Europeans should show each 
other how to cure sick health. 
services, pages 19-22. 


Lingua Britannica 
Teach a clean English to the 


world, page 18. A Eurotongue 
for 1992, page 41. 


Mexico trouble 


Mexico's election hasn't stopped 
its slide into a mess that could 
obsess the United States and 
frighten America's allies, page 
14. A faint last hurrah from the 
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the Khmers Rouges ^. 


“What should cofiécermed, fice 
om-loving democrats. do? Arm 
to the teeth the two. non-com- 


cially the 
Sihanoukist 


more 
National: 


_ send troops to enforce the peace. 
-After all, one needs good nets, 
whips and maybe even guns to 


"ported by way of Vietnam) or 
the Khmer Rouge tiger. 
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$ Please enter a d ter 1 year. i is : - 
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ET a savagery er Eus 
articular tiger by asserting that., 
„aten ` 
no position to “enforce their l 


unist resistance factions, espe- 
popular | 

Army. 
‘And be willing and prepared to 


tame ferocious beasts, whether . 
they be the Russian bear (im- 


Raman, ET | 
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Some form of international 
intervention is necessary in or- 
der to.repair the emotional and 
physical scars incurred during 
two décades of conflict. Interna- 
tionally supervised elections are 
a sensible proposal, but an inter- 
national peacekeeping | force will 

also be needed for a time to dis- 
arm the contending armed fac- 
tions. Whether the installation 


of a grand coalition government . 


under Prince Sihanouk will 
work is uncertain. A better idea 
might be to make the country a 


.UN (or even an ASEAN) trust terri- 
tory until such time as elections 


can be held. - | 

Since the Vietnam war, west- 
ern democracies have tended to 
distance themselves from the 
problems of Indo-China. Yet, if 


the seemingly endless cycle of 
misery is to be brought to an | 


end, there is a need for them to 
play a more positive role. Britain 
was joint chairman with the So- 
viet Union of the 1954 Geneva 
conference on Indochina. Is it 


not time the foreign secretary 


suggested another such confer- 
ence, designed to sort out the 


problems of the area to better ef- 


fect than last time? 


Cheltenham, 
Gloucestershire R. Jones 
 House-price mania 


| Sig —l ch with your sugges- 
tion (July 2nd) that tax relief on. 
le: : i mortgage 
'to be cast out E Ad e ; 

“fire back into > the Khmer Roua 


interest should be 
abolished in order to cool thè 


| ovetheated housing market. But 
r: before doing so, why not use this 
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ional policy! Altho o. OF 
tion is à long-term i imperative. its. 
phased removal could help to. 


| Surrey 


a. issue the iasi mem PTEN and the first week. in January) by The 
le mail vá Times Printers Sdn, Bhd, Times Jurong, 2 Jurong Port Road. 
Lid: Repi esentative Office, 2 Jurong Port Ro 





narrow. the regional price imbal- 
ance by abolishing it only, say, 
south of the Wash forthwith and 
give notice that the rest of the 


country will follow when a speci 
fied narrowing of the unemploy- ` 


ment or property-price differen- 


tial is achieved. Such a move will | 


help to syphon off at least part of 


. the demand from the overheated ; 


south-east. 


London. 





Sik—As a Shi 1960s liberal 
leftie, | read your publication for 
the sake of having something 
intelligent, and well-informed to 
disagree with. Imagine my shock, 





then, to find myself in ali nost 
complete agreement with. your 
















leader. I particularly | sympath- | 










B should | not tik o out the possible 
effectiveness of the electoral re- 
"forms. 


Gorbachev. 
'  ]t might also be RUM that the 
prospects for economic reform 
in. the Soviet Union should” 
be. ded mery by the di 


e more radical 
T ^ Gorbachev 
has yet propos i have indeed 
failed to imptess the people. 
Nevertheless, it ought to be 
remembered that reforms in 
Eastern Europe are ultimately 
dependent on what Moscow will 








































permit. It is different within the 
Soviet Union itself, there the 
character of al bala will depend 


E of forces. 


P. FALUSH ina 


proposed | by Mr 





A M. M 28 experiments. could 
be that feto 


rm Socialism” is im- 


8 aicinateid. to read 


: Fou comparison of Mr Mikhail 


Gorbachev with Luther and Cal- 
vin (June 25th). Pursuing your 
analogy between perestroika and 
the Reformation, might I suggest 


that he be compared with Henry 





ised with your ideas about cone . VlIL instead? 


trolling. lending to the domestic. 2M 
property market. | | 


Of course, if you do. that; you 


tisk bursting a widespread specu- 


lative bubble. Poor old Sid! First - 


his -monopoly-money pt 
isation shares crash in. 
now he stands to see th 
his house fall to less 


back-breaking mortgag 
Redhill, | 


: at« 





Gorbachev s Russia 


Sir—You have said ona RO 


didate rhe 


fered to pa Soviet peo m i Loud within the system in the 


: - hope of further change. But 


prove useless, judging by stha 
perience of Poland i 





gary. In those countries experi- _ 
nents in political . | 























- enry v was” d tuler des allied 





Medical um was fol- 
by-a-radical attempt 
(Edward VI), then 
y cious but desperate con- 


| gervative reaction (Mary I), and 


finally by a settlement which 
gave a certain symbolic security 
to the conservatives and real 
substance to the radicals though 


. not enough to ensure the even- 
of occasions that the multi-can- E 


tual triumph of their programme 
Elizabeth 1I). - 


For a time the rátlicdls tried to 











yen the conservative reaction 
in under Charles I they broke 
shed an alterna- - 
The whole pro: 













and monetary 

et experience o 

: 5 "eennomics with. matching language skills is 
- highly desirable, and knowledge of the fixed — 













in London. 


UK Economist — 


Probably aged between 25 and. 30, E A 
must have at least.a 2i in economics with a 


mathematical bias. Experience. (ae analysin B 
— both real _ 
is. essential. Additional ij 


and forecasting the UK economy 











French or other European 


F _ income or equity markets would be a major asset. 


£3 0,000 - - £60,000 


. As a major force'i in “thie i itikérnational financial markets our client hàs: a'strong commitment to cos 
B bes Tin economic- and market ee Tt mt are now ready to recruit two economists tobe — 
_ base T | m vd 


" German Eco | pani 


- . T6 forecast the macro-economic trends of the -= 
German economy and analyse the -socio- 
political. 
: responsibility. of this position. Experience of 
this work is essenti 
. Germany together 
English and German is also important. 


events . will be the 


primary 





and excellent contacts in 
th a fluent command of 





Experience in other European economics 


. would be an advantage. 
















. Please contact Clare Kearns who will treat all replies in confidence. - 
20, Cousin bane London; EC4R STE. Telephone: 01-236 7307. 





_ SEARCH AND )SELECTION SPECIALISTS IN SECURITIES AND INV ESTMENTS 











1 Panda um | 
enewable bas 















: “he isan S on 1a RAS y 


: satin to accent contr act T spends. 


i f cutar, the successful candidate will be expec Ovi nts following the 
jamental concepts in economics r sonication of of economic and planning principles to ports and shipping. The objective i is to uip 9 
| 1 the knov fede. nd skills. Leger to function at senior administrative levels in maritime commercial enterprises. - e: 
riaal ould be expected to have at least 10 years’ experience in a Senior position | in shipping companies or pe ics Onna os orin maritime educat 
nd resea rch related to Xia and shipping: Í 






































ates should be fluent and Caf able of secu oant in the English mene A salary will be offered commensurate to the responsibil ities as Cou 

L sor. The salary is net of Swedish income tax. An additional amount equivalent to two months’ salary will be placed in à Provident Fund after the comple- 
tion of each year of service, withdrawable with interest on separation from service at the University. 

] Application forms may be obtained from the Rector, World Maritime Universi iy, PO Box 500, S-201 24 Malmó, Sweden, tel ephone (46 40) 700 50. Applicants 
are free to send in applications without using the form, in which case the WMU may request additional information to the extent necessary. 


f are requested to send in their application to the Rector of s University not tater than 15 September 1988 and are asked 
o indicate that sint: repare to dad: if selected, on 1 January 1989 1989 
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nsurance policies 


1— Please credit the life assur- 


om. "denying insurance at 
birth because there is, maybe, a 


ars time”, 
arge, maybe, a slightly greater 


| for a higher premium. 
li ; COUN KER 


A anagement accountancy 


kE both agree and disagree 
ith your article ' ‘Uncovering a 
company’s cost" (June 11th). I 
think it is true that four of the 
firms did not really know their 
-costs and did not particularly 
_¢are to. Their top management 
‘relied ön old rules-ó 


of services, setting optimum 
¿stocks of finished goods, and 
.make-or-buy decisions. In each 
-case a serious failure or threat 
forced those managements to re- 
< sort to a scientific study of their 
costs. 

But the failure in ih case 
was only superficially due to the 
inadequacy of the accounting 
system. The real failure in each 


times approaching hostility —in 
accounting. The top managers 
had for the most part been edu- 


tudes, *ü though unwise, : : 
understandable. Cost-account- 
"ing would bring a landslide of 


and so forth that those managers 











sultant, where ‘could ‘the 


8 






to ae bur. in io ted sfaster ^ 
world might not.a. similar pro- . 
EROR be ap for the So- | 


Sr—Mr 





immigration: 


ce industry with at least some - 
susiness sense (July 2nd) Far | 


ghtly greater than. average... 
ance that one will’ be struck 
wn by heart disease in 50°” 
they would in fact 


emium. For policies maturing — 


thin 50 years (héarly all of ^ 
em) there would be no need | at 


thu ib for n 
-deciding plant locations, pricing ~ 


case was, that of the manage- .. 
ment's lack of ínterest—some- 


..you say,.in 1824, 1876 and.1888. 


cated as engineers, lawyers, poli- 
ticians and bankers. Their atti- 


_ figures, schedules, charts, ratios 


would have difficulty in relating 
to in their daily decision-making. 


one who understood their par- ^ 


ticular. business . and. their , 
company? s 
: Alhambra, ... LG. cjue ctae Perd cee Se ue 
oe OSCAR ODEGAARD © 





Baird’s : letter: (May 
14th) on the need for adequate 








governments to create a. multira- , 





whicfi is albe democracy. — — 


The Japanese.. have... long 
recognised this, and the -— 
of democracy in their country ., 





since the war may be attributed . E. 


to their strong sense of cultural .- 
identity and a consensus of val- 


ues, preserved behind a policy of 





“passive obstruction” to immi 
gration: and shutting their ears 


to pleas for refuge from dis- 
placed” Asians. However much | 
we may: ad this, it temains 

‘instructive. : l 
a e 
| dul a 


B NEZ Pike 





P Collapsed c cheese 


Skan your "n on Stora 
("And still going great.. 
June 18th) you appear to have 







been searching for a Yid. de^ 


scription of the cop x0 
tain's transformation into an 
open hole. You: 'come ap with - 







“You .may "Wish ^ to. . ptovide 
yourselves with a good slice each — 
of Gruyére and Emmental: you 

will find the hole or, if you pre- 
fer, tunnels in the latter, buticer 
tainly not in the Gruyére. 


R. BossHART «bi 


Embassy of Switzerland. 
Tokyo. 





Electoral College. 
Sig —Three times in its "uo 


the Electoral College chose as 
president the: candidate who had : 


won fewer votes than his oppo- | 
Rene on polling day (June 18th). ” 


.. In 1824 the electors of the var- 
ious states did not choose the 
president because no candidate 


received, as the constitution re- 


quires, a majority of the electoral 
votes cast. So the election de- - 
volved, as the constitution pro- 


vides, upon the House of Repre 
- sentatives, the representation of - 
‘each staté casting a single vote. 
_ The House chose John Quincy 
< Adams, loser of the p popular elec- . 
NE tion , as president over the popu . 





der winner, Andrew Jackson... 
~in 1876 Democratie ndai 








d » p A 





‘dination of women bi ie 
urged the Church of England to <- 
10ve: ‘slowly. I continue to hold ) 


lilder 
coritest: and. 


votes of 184 le ii one short = 
of a majority. The Republican vi 
imm :entrols.-leads me- .- Rutherford 
to add that the attempts of host 





disputed votes o 


Supporters of the two ^ candi | 


| ea e senators 2 


five justices: of. she Supreme 
Court. By à vote of eight to 
seven along party lines, the com- 


. mission decided all the disputed H Li 


contests for electors in favour : 
‘the Republicans, and gave: all: 
‘of their electoral votes, and thus 
the presidency, à Heres. | 
Seattle, . | 
Washington. 








Nonsumusdigni © ~ 


Sir—Your statement that “the 


Archbishop of York, who has 
‘been ja vital supporter of the or- 


sides" 
distinction of being doubly mis- 



















Roman Catholics. 


da Ta “une ; 5a "i 


"substance is that. Monsig 
febvre has taken a stand a 


heretical deviations, especially n 





.the. mass, since: Vatican IL 


prescriptions of the council have d 
been “hijacked: by intellectual = „produ 
clergy and laity who have taken jan 


‘advantage of. the indiffe 
and; sad to say, ignorat 
many of us: I believe w 
heed Gamaliel's. advice 
Sanhedrin i in Acts V, 38; a 
. Comano, . dU praeci 
Switzerland. cip AN 


TU e NUR problen n 
you, the grounds. of the Imperial 


“(uly Ind) achieves the. 
































s Abeta [oes 
Archbishop of 
York | 









This i is incorrect. oi 
_ National & Provincial Bui d 


ing Society has a contractual 
^relationship with Allied Provin- 


cial Securities from which stdck- 
broking services are made avail- 







ough the Society’ s 
he Society is not a 
as the 


| Building Societies Act presently 
oT it could not be. E. 


Bruce BULGIN 
.. Nationat & Provincial 












San Hirohito 


Sis—You. have stumbled on ! 
solution. to many of the world's 
Since, according to 





Palace in Tokyo are now worth 
as much on paper as all the land 





in California (June 11th), is not 
the sensible course for the Japa- 
nese to move the emperor back 
s P Kyoto, sell the palace groutids 
or 


development, and use the 
:ds.to buy Cal lifornia?; It 
the management. bu 
ntury arid, apart from 
Americans the where- 
repay their debts, 









: v 5E only by a few years 
F what appears to be an inevitable, 
ot s df pie 
in touch with another. rendi y 
-bishóp of York, I would be grate- o 
“ful to know his mabey so that Po 


iecemeal, development. — .. 
. The Ameticans could hardly 

in principle: when they 
l wir cash, they were 





fs. n eaei epic] prospects 
global i impact that 







VIFEM 








< Women (UNIFEM), a fund associated with the 
United Nations Development Programme, seeks 


candidates for the pn of Director at its head- | : T 


quarters iri New York. 
UNIFEM. develops and manages financial and 


oe technical programmes: which enhance the role 

of women as catalysts for economic and social, ^ 

progress in the developing world. The Director will | 
provide leadership in the overall management of the | 


“Fund by carrying out the following: 7 
€ Design approaches to human resources” 
: development which ensure involvement of © 
women in developing countries on national, 
-^* ‘sub-regional, and regional levels ^ . 
. : € Broaden financial support to UNIFEM ibus. 

. direct contact and information pa id with 
donor/potential-donor: countries end: T 
organizations | 

€ Assist the establishment ot national committees 
on the Fund and oversee the "und's pi 
information activities - | 

€ Represent the Fund at all n r temational, national, 
regional, and institutional fora | | 

€ Oversee all UNIFEM programmes of assistance to 
recipient countries 

 *' Manage financial and human resources o — 
< UNIFEM, as well as its information bank and 
"computer system$ ` ` 
Candidates must have a postgraduate university 
- degree in Social Sciences or. development-related 









¿| fields; a working knowledge of socioeconomic and 
|. political issues related to women in'developing - 
countries, 17 years of experience in international 
TESCIODIGEDE cooperation activities at both the . . 
- policy development and management levels, and.a 


famae with the United Nations system: Excel- 


lent written and spoken English are required, as 


| well as proficiency in French or Spanish. 





" Fór immediate consideration, send your resume 
. and salary history to: Chief, Recruitment Section, 

Division of Personnel, UNDP One United Nations 
+ Plaza, New York, NY 10017; USA. An Equal Oppor- 
E tunity, Empayar 









The United Nations Development Fund for 


We offer an attractive benefits programme. | 








As part: tof its ‘fang for strendéttenine-the gi ae e veal 


Services require for a jen of three years 


* To maintain the current pasture research programme 
“% To collaborate and co-operate with the Dairy Institute, Dairy 


l " * To train and. give. guic nce to young and. newly. recruited is 


| ® To undertake research to improve existing smallholder irriga- _ 


_* To examine the ‘possible use of modern drip and trickle es 


* To: review research which har been ne 


* To review existing research gps and to undertake - 


funded -by the World Bank and: successful. 


the Government of | Zimbabwe: to Suppon this ais nt 









services in agriculture, the Department ‘of Research an pes d 











E simipeoved: Pd and foray e sp 
E fomould pen qnos for mil 
vant: to the three e ap ctors of Zimba 












































To devise method ( 


or gathering comprehen 
mation on.th | 


i tae unimproved eno 
A ojects for upgrading mil 
tion through use. oss-brec 'd animals and i ved 
sp ecies and management. 


introduction, screening and evaluation of new and established 
lines of grasses and legumes and the subsequent development 
of. onai practices: nd. Systems suitable for large and 
small scale dairyin : 





Marketing Board, ARDA.and other. organisations in projects 
related to milk productio e 





inexperienced graduates in the design, implementation of- 

research projects and interpretation of experimental results as- 
- wellas supervising officers during their post gridate studieg at ; 
the University ofZimbabwe. ^. gi 


. AN IRRIGATION AGRONOMIST 











. tion practices. = 4 
* To investigate and-exps ient with low-cost irrigation systems. : 
* To establish the minimum water requirement for á variety of ` 


p with particular regard to wheat, cotton, vegetables anda. 
e range of tree crops. 5 


irrigation Hie and the use of micro-jets and other appropri- 
ate techno ogy within: the sma scale irrigation schemes and 
ns inthe | 








borehole gar 
erformed dnd establish aus 
research - programme | for. the use ot. regeneration water asa i 


source of water. 


training of Departmental staff in. improved irrigation tech- - 
| b ues; to establish and give in-service lecture courses, practi- 
. cal demonstrations and. examinations, and provide on the 
: trüinibg. as well as to sup segrade jen stuc 
OER & SS junior staff in 1 ields. 
Applicants should have MSc or PhD. ‘degrees in appropri 
disciplines and must be able to demonstrate a. hig 
achievement in their field as well i as. thei 
training. At least five years’ expérience 













Pasture’ or iiis Agronomy are 














ing, ‘annual bag passages ; 
assistance with eaten expenses. These: consultancies: ar 
ill. 








oplica 
contracted to AMEX Consultancy Ltd who ha ‘been ret; 


programme. x 3 
Applications in writing with full CVs, salary hist d refe 
ences to AMEX Consultancy Ltd, 9 Green Lane, Buxton, : 

shire SK17 9DP. 





| Consultants in 




















; initial programmes will include 3X 
teaching materials, promotion of 
- ment and of direct communications. : 
“for. teaching and. research. | 


The senior professional pòsts will tb a at the evel: bof upan. 
















































— Agency. Two or three posts are. likely to focus on. distance 
. education co-operation in relation to particular subje 
^ disciplines and their incumbents will b 
. identifying neec 














accountancy/management; . ofessional. areas like health, 
.| education, engineering; ‘and agriculture/rural development: 
-]. Applicants for these posts should have a strong professional 


of distance education. 


Other posts will be orientated te distanced « education jachi 
niques and organisation including. promotion of. training, 


circumstances vary, consultancy: services in developing dis- 


developing c countries. 


- public administration and. financia! ma EOMdement preférably in 
- an international context. | 


Location: Vancouver 





- ment acceptable. 











" residents. ^. D 
F Applicaton i nes of thr ee relerees) from 


wealth countries to: 


"The Commonwealth Secretery-General 
| Pal Ma jh House " | 











e i 23. Seti. 1988. pov xc 
Pure information. (T jMr Wil liams at above address. 


"39... 


; ac spies now wishes to appoint initial senior - i 
| stai upto ur senior MEO da ue and an adminis- T 


“mental head, initially reporting direct to the President of the 





i ou the EI 
Operative basis. Its | - 
id development of ` 
ning. for. staff develop- | 
ris between institutions ad: 


PA eaten, Lu aye 


acts and |. 
responsible for | 
ds, locating courses and materials to meet | 
them, artanging access and adaptation, and where necessary .|' 
--. promoting the development of new. materials Tor shared use. © | 
Likely areas for initial attention include: Science/mathematics: | 


base in an appropriate disciplinary. area as well as enpenence K 


application of communications technology i in countries whose ` | | 
tance education systems and institutions: Successful candi- - 


dates will: have’ experience of the application of distance | | 
education methods ‘in more than. ‘one iia MEME " 


pe^. for the new. organisation and will require e, experience of 


_Terms of engagement: Three to ive y year contracts: second- s; 


Salaries: Comparable to. academic and administrative posts | | 
4n Canada. “Expatriation alowances for  non-Canadian eI: 


Services for agricultural and related project 


~. Bath, and expected to travel overseas: for three/four months'a id 


. Telex 444670 LANMIL G. me | 


i de epromber 1988. 





-major industrial and financial 
¿experienced banker to join. the General Manage- 


| Marketing, Corporate Re 
‘Administration. Past experie 

| | a strong. credit-background, fam 
_. corporate | lending and trade finance < 


with the seniori 


| London 2 wi T 1HG. 


Landell Mills Acer: «s provides ud ney ind project management 
worldwide. We are now 
seeking an experienced executive to promote ouf c overseas activities 
primarily in Africa. E 
Necessary qua lifications are: 0E 
~ à good degree in. "Ene ulture, e. agricultural economics or similar - 

. discipline, > 


~ a solid track. record of achiovemetis. overseas, weenie in Aftica. 












TN familiarity with the operations and. procedures. of the international 


development agenc ies. —— 
~ fluency in one or more of Frenc h, Spanish, Portugue se, 
The successful candidate's princi ; 








pal role will be to obtain and manage 
consultancy and technical assistance contracts. He/she will be based i in 





Applicants should write; in c em. NR HT 
Us ith cur THE ulum wide, toz 

Landell Mille Aan 

Columbus House, Trossachs Drivé 

Bath BA2 6RR England’ 





Fax 0225 66018 — ae 
Closing date for applic ations: E 








iik part of a 
group, seeks an. 


An ekishda. internatióha 






ment team. 


The successful candidate: will be responsible for 


edit and Loan 
















w 









 Strate .a record - ‘of at ay “business 
z development. Cube sg 

This is regarded 

: development of 


ble but the total remun 
usual banking. | enefits. 


Please. reply. y inc 


career details, to Box N No 359 


mist Newspaper Ltd, 25: St; Sr Ene, 










bas Silage hose project d 






ý : "Monitoring and evaluation - 
3 Training/communications .^ Management perience oftraining M 
Specialist. ! ^... and communications unit inmulti- 2 
ron . dise iplinary project » 
4 Credit specialist E SIN experience: of management of rural 


 eredit schemes; proven initiatives in . | 


rural bank savings nd credit for 
small busines: 
: key strengths in 


ad 


3 Agriculturalist/agronomist 
6 Small business specialist 


7 Senior construction 4 mimi 


engineer g designa : 
| Toss builds i wader techs | 
S | | . conditions. — — ; 
8 Constructionengineer — — design. tendering and. construction 


9 Road maintenanes 
engineer ; 

I0 Accounting and ; 
administrative spec alist 





minimum. Wy years of anal 
control on multisector rural projects 


ivanb should write, in confi denée e, with. curriculum vitae, tà: 
Mr P. E. Burgon, Asia/Pacific Division at the address below. 
| Glosing date for applications: i September 1988... 
Applicants who are already registered with Landell Mills are requeste d 
to notify the c ompan as soon as possible. 


AFRICA and SOUTH AMERI CA | 
. SPANISH AND PORTUGUESE SPEAKIN G 
RURAL DEVELOPMENT SPECI; \LISTS 

© In addition to business development in the Asia/Pacific region, ‘Landell 

_ Mills is expanding its activities in Africaand South America, Weare 

. currently seeking applications from rural development specialists with 

fluency in Spanish or Portuguese for current and future assignments in 

oM developing countries. There are opportunities for both short and long- 

ERES y term specialists in the following fields: ` 
^b Agricultural project 
management (aid funded) 
Rural credit and banking 


7 

3 Farming systems research 
4 Forestry 
5 
























7 Fisheries and aquaculture re 
à oes al engineering 
9 Post-harvest. manufacture 
and marketing 
IO. Planning/monitoring and 





Livestock management evaluation 
and research l 11. Financial control 
6 Land/water resources evaluation (projects) 


- Applicants should write in confidence with curriculum vitae, to: 
Mr Chris Knee, Africa Division 

Landell Mills Associates 

umbus House, Trossachs Drive A 

Bath BA2 6RR England 

444670 eee G 
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» Business kiia. oan ofthe Economiat Group, is dé world leader in 
E cal advice, analysis and information on political, economic and: "at 


| _ integrated system of publications, counselling services research, gon 


l : ` world's largest 100 companies. 













institut Européen 
5 dAdministration Publique. 


MA 






Europear institute - 

. of Public Administration - d. 
The European Institute of Public Administration, Maastricht (NLS provide support for 
policy and management de velopment in the European Communit ; 
development research aud consaltancy servic igned. 
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Business International 
Asia/Pacific, the Hong 
. Kong-based Asian regiona 
: headquarters of Business 
' International, is ~ urgently 
| Seekinga v^ 
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GLOBAL BUSINESS INFORMATION AND ADVICE 

















: providing multinational corporations and government agencies with practi- | 
M i atory 
issues and corporate practices in 130 countries. It does s through an 

















| ences and online databases. Business International, which incorporates 
|- The Economist intel ligence Unit, provides: these. servi ices: to most of the 










The Director of Client Research is aera for the coordination, 
. production, and presentation of a variety Of research assignments for 
Clients, who are top level managers in multinational companies. These 
assignments usually focus on. strategy and organisation in an Asian — 
context. The Director will be required to manage: a group of country 
analysts and researchers, both inhouse. and in each of. the Asian 
Countries. 


The successful candidate will have the liin attributes: an excel € 
knowledge of the Asian business environment; operating experience. ine 
business, preferably in Asia; demonstrated success in managing peop 
strong analytical, project management, writing, and Preseajation skils; and - 
a problem-solving orientation. 


Knowledge of one of the region's languages would be an : eig 
Applications with full curriculum vitae should be sentto: _ 
The Regional General Manager 
Business International Asia/Pacific Ltd 


GPO Box 385, Hong Kong 
Fax no: 852-5-8853279 _ 
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: LONDON 
TRADEO OPTIONS 2 





The 27% drop in UK equity prices left many fund 

' | managers and institutional investors in exposed 
positions. It made thern acutely aware of the need to 

protect their portfolios and manage their exposure 


X to risk, The flexibility of traded options in the key 


orn 





EL. role of controlling risk is second to none. Whichever 


direction the market is heading, you are able to 


1 YOU MUST | FE E Y A hedge your securities of cash rather than assurne 


the risk of adverse price movements. Options are 


also one of the best ways to out-perforrn the market 


found. Investors can enhance income by writing 


5 Options agains! existing stock inventories and 
| () | | R | | NO | | | S | NG investment portfolios. The dramatic upsurge in the use 


. of traded options has made the LTOM the fastest growing 


f equity derivative products market outside the USA. and 
r T + A [ F l 0 p T | () N S Europes leading traded options market fn fact. more 


c Options were traded on the LTOM last year than in the 


Ie 


previous nine years put together, and the range of oppor- 
k tunities is constantly growing Today. its unique in trading 
options on about 60 leading UK equities plus the FT-SE 
100 index, gilt edged Stocks, Currency options and three 
French equity opbons. The latter are but an hors doeuvre 
to the plans for the international! expansion of the LTOM after the success of its first ten 

d years Bo why not learn how to use traded options with confidence yourself? 

: Eal SBirnply send for our brochure A GUIDE TO OPTIONS and details of the LTOM 

THE 


vicieo, the options analysis and pricing diskette and the various training courses 





NTER 


So BC EXCHANGE Expert assistance is also available on this information line 01-628 1054 cm 
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e ————————— M — — OX a 
THE LONDON TRADED OPTIONS MARKET © THE MARKET TO MANAGE RISK 
——— Ï 
THE LONDON TRADED OPTIONS MARKET. THE STOCK EXCHANGE. LONDON EC2N 1 HF THE PRICE OF ALL INVESTMENTS CAN FALL AS WELL AS RISE 
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uda Nerd: Lodel it is still 


suspicion remains s that wi 


E: ty of many of 2 id supporters di 
dnd: devo ofa a geographical base bigger than a MN 


DC. If tiny Michael Dukakis looks at all meae that is 


i largely because big George Bush doesn't. = s 
" Democratic ‘pessimism rests upon a paradox. ; 





tatives, they find it ever harder to capture the 
Four of the past five presidential elections have jvé donë to t 
Republicans, and Jimmy Carter owed his nar 
1976 to the exceptional circumstances of W vet gate.” The 
- publicani; it is suggested, have a “lock” on the priden e or 
-rather on the Electoral” 
presidents are actually chosen. 















: Republican. tilts, Democratic windn ills: 
ds Sekt isa nora eid oft two trends. 





















pue to the more conservative soünlc denn west. s Evan if thes mi 
-grating frostbelters took "Democratic. politics with’ them 
y did not), they-did not do so in big enough numbers to 
ild Democratic majorities in their. new regions. They- did; 





- tóral College. The collége is composed of electors from each 
: (and Washington; DC) equal’in number to the state's 
resentation in Congress. Fifty years ago New York had 47 
tes in the Electoral College, Florida 7 and California 2h 
ay New York has 36, Florida 21 arid California 47. 
The south-westward tilt that these migrants have given to 
he political map has, it is argued, been accompanied by a 
rationwide ideological tilt in favour of the Republicans. The 
imes are out of sympathy with Democratic politics, runs the 
rgument. The voters have grown more conservative. - 
The evidence on this-is in fact far from conclusive. 
y, the Republicans have managed to present themselves 
nti-tax, anti-government, pro-defence party. And 
ly the Democrats have’come to be associated by 








rough 
the Democrats have controlled the Senate for all but six of 
the past 30 years, and have simultaneously strengthened their 
uninterrupted: nionopoly of power in the House of Represen- 
| presidency. | 


| Republicans of two kinds of traditional Democratic vot 


- party where blacks play such a large part (though blacks mak 
 upaneighth of the electorate, they accounted for fully a quar 
ter of the votes in this year's Democratic primaries). ‘Arid O1 
 theheels of the southerners have gone blue-collar voters, p 


College through. which’ / Mnerican | 


But présidential elections are not: about interests: they ar 
- about personality and leadership and sometimes even i 
Here the Democrats tend to be letdown by their selection 


| ne is the shift in 


purpose also came with the promise of manage 
however, add tothe weight of the south and west in the Elec- 


bigot. Frightened at first by the pugnacious anti-commut 
of Ronald Reagan, the voters eventually decided to give ir 


. President Bush hopes that this year, in similar peace and pros- 


will have tò: ‘overcome the two trends that have put th 












^ many with high taxes, indulgent welfar 
= grammes, soft defence policies an 
controversial second-order issues: 
A mosexual rights. Yet the real 
- change is’ that in some respects R 

















traditional, opposition to e trad ; 
vention abroad, only to see protec 
and isolationism being picked up by some 
thankfully, not all—Democrats. In econom 
and foreign affairs, the Democrats have come to:proclain 
defensive and uncertain creed, while the Republicans he 
come to stand for full-throttle optimism and vigour. - 

This reversal of roles has accelerated the defection to t 


































First to go were white southerners, who are now ill at ease i 


ticularly ' ‘ethnics’, many of whom are put off by the Demo- 
crats’ social activism and military passivity. — : 

These defections have left a couple of big holes in Roose! 
vele s coalition of southerners, liberals, blacks and blue-collar: 
workers. Democrats can still win these people's votes in con- 
gressional ‘or state elections by appealing to their interests, 


o 





procedure, which too often. puts a preacher at the top of t 
ticket. That was all right, just, in 1976, because hig 








But in the other recent presidential elections thé voter 
been | oe for Something. else. t. ehe oa 
gerial pides had been: shown not to exist; € fe eco 
limped; America had been. humiliated by: an elderly lt 


chance once they had been reassured by his amiabk 
sion «manner. Four years latér, inflation tamed, busin 
booming and spirits high; they voted for continuity. V 


perity, they will do so again. Governor Dukakis hopes that, a 
in: 1980, they will feel it is time for change. | 
-H thë Dukakis hope is to prevail, the Atlanta Deni crat 








_ their current disadvantage. The ideological tilt is the first that 
.. must be redressed. Already Mr Dukakis and the party chair- 

. man, Mr Paul Kirk, have seen to it that the platform to be 
. voted on is a bland concoction of generalities that will embar- 
= rass no one. Even so, they will want to prevent their col- 

.. leagues from appearing stridently feminist (half the delegates 
— will be women) and, more seriously, unduly influenced by the 
Rev Jesse Jackson. Mr Jackson seems not to want the promise 
—. of high office so much as visible evidence of his influence. In 
— other words, he wants publicity. The more he gets of it, the 
— harder it will be for Mr Dukakis to win in November. 

= If the party can contain its tendencies towards self-parody 
. at Atlanta, Mr Dukakis can surely resist the temptation to 
~ lurch leftwards towards electoral oblivion. He will still find it 
hard to sweep many white southerners back into the Demo- 
cratic fold, even with a Texan running-mate, Senator Lloyd 
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1 The dangers facing Carlos Salinas on the pluralist path 


Et "Le coin is still spinning in the air." The strategist for 
of the main opposition candidate in Mexico’s presiden- 
_ tial election was talking about the result of the voting. On 
= that subject, the coin has now landed. To nobody’s surprise, 
it came up with the name of the ruling party's candidate, Mr 
... Carlos Salinas de Gortari. Debates may go on for months 
. abouthow fraudulent the toss was, but there is a bigger ques- 
tion. Mr Salinas, a 40-year-old economist, has made it clear 
.. that during his six years Mexico will be going through what all 
—. one-party states will have to deal with by the turn of the cen- 
= tury: the pre-revolutionary shakiness that comes when the 
.. one party loses its monopoly. If Mr Salinas's gamble on a plu- 
. ralist future does not come up heads, Mexico will not be the 
— . enly loser. A Mexico gone bad would absorb far more of 
_ America’s attention than the rest of the world, and particu- 
. larly Western Europe, could feel comfortable with. — 
D It is hard to overstate how much politics in Mexico has 
—. been changed by the election of July 6th. The Institutional 
—. Revolutionary party has run Mexico continuously since 1929, 
a stretch unmatched outside the communist world. During 
_ that time the pri has supplied every one of Mexico's presi- 
_ dents and state governors, all its senators and almost all its 
- lower-house deputies. Mr Salinas, too, has now won. But, by 
_ the official figures, he got just over half the vote. All his prede- 
. cessors save the last won the presidency with 9096 or more, 
. and the last got almost 70%. In the Chamber of Deputies the 
. ruling party's margin may be as low as 265 seats to 235. The 
Senate, for the first time, will have opposition members. 
The opposition claims more. The man to Mr Salinas's left, 
- Mr Cuauhtemoc Cardenas, says he really got around 4096 of 
the vote, a shade more than Mr Salinas. The head of the 
right-wing National Action party, Mr Manuel Clouthier, ad- 
. mits he did not win, but says he does not know who did. 
= “Computer failure” on election night, a week-long vote count 
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Cain J dte... 


PRI-revolutionary Mexico 


and an unusually low official figure for the turnout all add to | 


Bentsen. But he may get enough to carry some southern 
states. Northern white ethnics should present fewer prob- 
lems. Preppy Mr Bush holds little appeal for them. 

Yet even if party-political Americans vote roughly along 
party lines—as well they may in an election that is, so far, as 
short of issues as of personalities—Mr Dukakis will have only 
a four-to-three advantage. That might not be enough. To be 
sure of winning, the Democratic candidate will have to get his 
share of the 3096 of Americans who do not see themselves as 
attached to either party. Not an impossible task. Indeed, if Mr 
Dukakis can recapture his errant Democrats, he can probably 
win over a good many independents, most of whom are white 
and middle-class and probably as susceptible as anyone to his 
message of limited change and managerial competence. Bust- 
ing into the White House will be tougher than busting out of 
the Democratic egg. But it can be done. 





the suspicion of fraud. But it seems likelier that Mr Salinas’s: 
promise of a fair election was more or less kept. The low turn- 
out probably means that the PRI did not use its normal prac- 
tice of calling on the millions of fictitious voters on the rolls to 
inflate its total. The losses the ruling party did suffer, however 
modest they seem, were as shocking to PRI bureaucrats as they 
would have been to Moscow apparatchiks. The opposition 
may mount a civil-disobedience campaign, and increasing tur- 
moil over the next few months cannot be ruled out. But the 
parallel in Mexico is not really to the Philippines in Mr Mar- 
cos s last days. It is to Mr Gorbachev's Russia. 


What the grassroots said 


The PRI's decline dates back at.least 20 years. Its failures—the 
increasing rigidity and intolerance of dissent, and the corr 
tion—are familiar in any party that has been in power too. 
long. The particular Mexican twist has been the shift of 
power from politicians to technocrats. | 
For all their failings, the political bosses of old did have a 
feel for ordinary people. Now the route to the top lies in being 
a bureaucrat. Mr Salinas, like each of his two predecessors, 
had never run for anything before the presidency. The tech- 
nocrats under the incumbent, Mr Miguel de la Madrid, have 
recently done the right things for the economy: cutting gov- 
ernment spending, subsidies and regulation; opening Mexico 
to foreign investment and imports. Mr de la Madrid did not 
bother telling the voters why. When you are cutting real 
wages by almost half over six years, neglecting the explana- 
tion is a mistake. "The ruling class", says one of Mexico's 
ever-poetic politicians, "can no longer hear the grass grow." 
Mr Cardenas, the left's man, did have an ear cocked. This 
is frightening, for the message he delivers—more protection, 
renationalisation, a bigger role for the state—would, if put 
into practice, plunge Mexico into impoverishment and then 
disorder. Yet Mr Cardenas's apparent success gives Mr Sali- 
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nas his chance. One reason is that, by breaking with the pri 
last year and going off on his own, Mr Cardenas has helped to 
drain the ruling party's most backward ideas and sympathies 
into the opposition. It now ought to be easier for Mr Salinas 
to remake the PR! in modern form. 

Besides, the election result was better than it seemed. Mr 
Cardenas himself, a totem to the poor because of his dark 
Indian looks and the memory of his revered pri president- 
father, did well. The ramshackle alliance of four parties that 
backed him did not. Forgetting the presidential result, the 
conservatives of the National Action party established them- 
selves convincingly as Mexico’s second party. Against Carde- 
nas, and for one or another version of economic sanity, went 
the votes of at least three Mexicans in five. Would that Mr 
Gorbachev were starting with such advantages. 

Is Salinas a Gorbachev? He does not look it. A poor ora- 
tor, slight, bald, with degrees from Harvard running out of his 
ears, Mr Salinas is not the natural leader of a country where 
~tchismo is no joke. Yet he showed courage by campaigning 

the promise of a free election, and by saying immediately 
after the ballot that one-party politics was over in Mexico (a 
message that infuriated the PRI bosses). By all the evidence, 
and despite his political inexperience, he has more of a feel for 





Don't forget the politics 


A common market in Europe will need democratic foundations. 


B 
‘ 


Right now, it doesn’t have them | i 


LL the economic razzmatazz of 1992 has briefly silenced 
political questions about the future of the European 
Community. They were raised last week by Mr Jacques 
Delors, newly returned for a second term as president of the 
EEC Commission. “In ten years,” he said, “80% of economic 
legislation—and perhaps tax and social legislation—will be 
ected from the Community". This was not the wild-eyed 
aming of a European federalist from the 1950s. Mr Delors 
was merely being honestly Cartesian: governments say they 
want a truly common market; for that to happen, they must 
accept many common policies. The logic is hard to fault. The 
missing word is democracy. | $56 
Any shifting of power within the Community must be 
democratic if it is to endure. This applies whichever model of 
Europe you favour, from single-state union to confederation 
right through to a group of diverse sovereign powers collabo- 
rating—and thus pooling some sovereignty—for their com- 
mon economic gain. Indeed, much of the heat can be taken 
out of the old federalist-nationalist debate if everybody agrees 
that the vital need is to keep decisions in democratic hands. 
At first glance, it is tempting to argue that the great leap of 
1992 needs to be matched by a similarly dramatic change in 
the Community's political affairs. On that view, the Euro- 
pean Parliament must have more legislative power; and a di- 





.Many decisions are already being taken collectively. Brussels. be 


















politics than Mr de la Madrid did. | 
He will need it. Mexico's new president is setting outon 
the most treacherous part of the journey from authoritarian- — 
ism to pluralism. The old order has collapsed, but the bene- — 
fits—even the shape—of the new are still obscure. President 
Salinas will have the advantage of an economy well poised to 
grow and, after six years of sacrifice, to deliver higher in- — 
comes. Yet he may be trying to achieve his liberalisation — 
against a darkening international background: an American 
economy less hospitable to Mexican exports, a Central Amer- 
ica collapsing immediately below him. — — $ 
Mexico, with its 85m people and $140 billion annual GNP, | 
is little more subject than Mr Gorbachev's Russia to external 
help or hindrance—even from its colossal neighbour to the 
north. The United States has rightly kept silent about Mexi- 
co’s election during the past week. The last thing an Ameri- 
can-educated free-market egghead in Mexico needed was a — 
pat on the back from Uncle Sam. The United States can help - 
now: by keeping its markets open; by paying more attention 
to stifling its demand for illicit drugs than to berating Mexico — 
for its supply of them; by seeing Central America straight. But 
the coin toss will be won or lost by the skill and luck of the © 
world’s latest improbable revolutionary. 
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the House of Commons as Florida's state house, Helmut Kohl 
as governor of Ohio. - ( if 
It won't be like that, and it needn't. Those who urge in- — 
stant federalism on Europe do the cause of 1992 as much 
harm as those who use it to scare all decent men and women 
into staying in their national beds. The move towards an inte- - 
grated market did not begin with the first 1992 directive from | 


the commission, nor will it end when the last one emerges. _ 

















law" prevails over many areas of national life. Only this week, —— 
Britain's government had to accept that it could not give as — 
much aid to the Rover Group as it wanted to, because the © 
commission said so (see page 48). 3 


For the dream not to die = * 
The 1992 project is not starting from nowhere. The process of - 
integration matters more than the timetable, and it is bound — 
to be patchy. Nonetheless it is happening, and all the pres- 
sures of commerce and technology will combine to ensure - 
that it keeps on happening. Which is why the EEC's political — 
institutions must evolve to retain democratic control of it. — 
Their evolution, to be secure, should now be drawing on. 
specifically national strengths—so it would be wrong to ex- _ 
pand the role of the European Parliament. The body in Stras- — 
bourg has been dressed in democracy's clothes, but wears 
them to disguise its inadequacies. Making it the guardian of 
1992 would not give it credibility; it would merely invest 1992. | 
with the image of talkative irrelevance that still surrounds the _ 
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ing bodies, éouncil of ministers Sad. commission, up to date 
with the demands and hopes of a common-market Europe. 

. The council is already democratic in its origins, being 
ompodéd of ministers from national governments. But its 
rocedures are unnecessarily secretive and bureaucratic. It 
1ould be turned into a kind of lower house, its members 
lected by national parliaments (with the European Parlia- 
ient as upper-house monitor) Each national delegation 


inister, designated the Hat for Europe, as Mr Delors 
ould like. All the council’s debates would be open. When its 
decisions came back to member parliaments for incorpora- 
on into national law, nobody could claim that they were the 
doings of faceless bureaucrats: Parliamentarians, working i ina 
: si-parliament, responsible to real parliaments: that is the 
tight mixture of derived and direct democracy for a Commu- 


ou're fired, Cro 





C olden goodbyes a are a bad boardroom habit 


)RITISH e executives ; are getting too snd. These day. few 
AJ re paid | a simple salary. Anybody who is a corporate 
: somebody is “compensated” —a euphemism that camou- 








. presents are getting out of hand in Britain. - 


_ them. The business world has become so bonus-minded that 
nobody thinks that way any longer: it is rather smart and very 
comfy to be fired with a few hundred grand. Elderly corporate 
grandees now regard pay-offs as a final tithe. At Kleinwort 
Benson, two directors shared a payment of £805,000 ($1.3m) 
as they headed off t to retirement. At Rothmans International, 

a tobacco company, the board awarded its 68-year-old chair- 





during his three years in the chair—ie, for. doing his job well 
- during a worldwide boom in profits. - 


efforts. In his last full year the senior Kleinwort director 
-earned a salary of £198,000, while Rothmans paid Sir Robert 
< Crichton-Brown £298,000. Yet the boards of both compa- 
nies—which include some men who may hope for. similar 
send-offs when their turn comes—saw fit to say an extra 
ank-you. Ambitious. companies should | pay important exec 


business-getter or s naker-upper from a rival. They should of- 
fer all their staff incentives to produce better-than-average re- 
turns for shareholders. But. how do shareholders benefit 
hen their chairmen t receive golden goodbyes? 

. Even if such a payment is really a way of easing someone 
out without an unseemly row, it should be stamped on by 
non-executive directors and by powerful shareholders. Fare- 
-well payments should be limited to something consistent with 
the three months OF so of salary thar i is dished « out. to other 
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hould be led by a senior minister: perhaps a deputy prime - 


-flages a welter of perks, stock í options, bonuses and eventually 
one-off payments to-get the. old codger to quit. Leaving- 


Pay-offs used to have the stigma of the sack attached to 


an a £750,000 leaving-bonus for trebling. pre-tax profits 


All three men had already been paid Rete for their | 


utives well. They should : pay munificently to lure a proven. 


nity in its next stage of economic evolutior 


By analogy, the commission too would benefit from | 
of national democracy. in its affairs. De Gaulle call 
"technocratic body of elders, stateless and irresponsible” i 
and a lot of Europeans still hold that view. Why not decide 
that the next president will be chosen by national parlia- 
ments, in a free vote? That a arrangement contaíns the seeds of. 
the direct election of a president of Europe, seeds that may 
eventually be watered and nurtured if the climate changes. 

Right now, in 1988 going on 1992, the need i is different. It 
is to reassure ordinary Europeans that they are not being for- 
gotten in the rush to a single market. C heir national par- 
liaments have the democratic legitimacy that E 
stage needs. Involve them, and econ, nic benefits of 1992 
will be solid and lasting. Ignore them, and yet another 
Eurodream will be rudely. ended 1 by a Gaullist ‘ -non ‘ora 
Thatcherite "not i in my lifetime". | pu 
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stipulates a formula for deciding the size of a redundancy pay- 
ment, then shareholders aree titled c to be informed of that in 
the company's annual report 

In this and müch else, thi 








: tole Tol üpstarding non- 


.executive directors. Look at the splash the president of the 
Confederation of British Industry, Sir Trevor Holdsworth, 
máde recently when he resigned as a non-executive director of 
the Midland. Bank, His resignation. was not over executive 
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T hey "should do it more 
often to stop one ‘oi ae ad rim s reward becoming his 
mediocre successor’s ue 















jwindling. Two-thirds of the 50 top-selling drugs are re- 





rugs industry as a study of how not to run R&D. ~ 
«Part of the industry's problem is the changing shape of 
: pharmaceutical discovery. Drug research used to be simple, 
-and cruel: medicines were discovered by testing by-products 
< from the chemicals industry on animals. A few drugs were 
invented. after clever men drew tog tieri different. parts of 









"prod uct, but the need for such cleverness was rare. Now, bio- 
technology has made cleverness essential again. In. theory, i it 
- has given drug companies the ability to understand the pro- 

cesses that underlie many diseases, and the means to design 
products that can halt them. To exploit biotechnology, drug 


companies must work with universities and academics. Un- 
_ fortunately, academic culture and drug-industry cultu e'seem 






(to react as tastelessly as port poured into gin. 


The tipsters and the professors 


can hang on the progress of a single product. Academics are 
; ne as oon they discover “abything, t they ys j 


| us peus MR are rua to pay y off. eW ali dn. " 
' cause it can take eight years and $70m to meet all 
ory requirements for approval.of a new 
shoosiness EE ei et — useful. $ 







start pondering a stand-alone future 


T HE Thacher years have bes kid to Baoi with Eos 










The. 800,000 people with taxable incomes of £30,000-50,000 
è £3,300 a year better off than they would be on 1979 tax 


- rates; the 100,000 with taxable incomes of £70,000-plus are 
on average £37,500 a year better off. Mrs Thatcher hopes tiiat 





? Yerd the Dub of inn rue feces nee pure : 


s of old therapies. Management consultants now parade | 


its 36 R&D laboratories and 17 scientific centres, by giving i 


__ high-temperature subeseionguctors by Dr Alex Mueller 
n . Dr Georg Bednorz, who shared | 
/. will get researchers even more easily now. In Britain Br has 
up a venture-capital research facility: it positively seeks out 

^s . Scientists who dispute conventional wisdom and it gives the: 

Drug companies are pathologically secretive, hea: success — | 


"ide, 
! the boredom i in most dpi reseerehla laboratories, 


They nain E bolder. smalle Jer 
wise to.abandon basic research pay concentrate on prox 
development. They should use:talent-scouts to seek out 


databases, ànd even from other drug companies (i h 
the ideas thrown in their bins). An American drug fir 


Britain’ $ charities should now raise Í more. from the newly enriched. 2n then 


-Å incomes. Their top tax rate has fallen from 98% to 40%. the things that she wants government to do less of, like carir 


the industry rarely get a "e of the sion from the sd 
they discover. They are regarded as members of a team, nc 
gifted individuals. America's SmithKline Beckman, wl 
needs to find a successor to its former best-selling anti-u 
Tagamet, has tried to-give its research department 
demic bent. Post-doctoral: academics are employed on 
term contracts; senior scientists double as professors; th 
is "your laboratories: will be. marvellously. stocked”. The 
does not work. SmithKline expects its earnings to fall by 2 
during the rest of the year. Drug companies want to steer. 
research they pay for. Academics want a freer rein. 
Companies i in other industries have made many diff 
research strategies work. 1BM has succeeded where SmithKlir 
seems to fail. It has fostered a university-style atmosphere 


































scientists plenty of money:to-work in an environment free 
commercial constraints. This. ethos led to the discovery 


ed a Nobel Prize in 1987, so 1B 





the money they need to coriduct their research. In Japan tl 
R&D department of a big electronics firm has 100 projects o 
the type "get something to do. such and such at this selling 
the excitement of each research team is as tangibl 























from universities, from private researchers roaming thr 









Marion already does this; it now. gets. around iin of its 
by een pruge s no: in t the Japar | 










these beneficiaries will spend some of their extra pounds 


for the old and educating the young. For visceral reasons, sl 
prefers private altruism to public paternalism; for practic 
reasons, small voluntary bodies to big state bureaucrac 
The new rich, no longer able to claim that they are taxed 





- to afford die may be ready to e her. 

, The British have not in the past been generous givers, at 
- least by American standards. A survey by the Charities Aid 
y Foundation (CAF) showed that in 1985-86 their average con- 
: tribution was only £70 a year, 0.63% of gross household in- 
come. Americans gave £490 per household, 2.496 of income. 
If the British were as bountiful, private giving would go up 
from £2 billion to about £7'/2 billion. 
- — [f charities are to change attitudes to giving, they need 
effective leadership and sound reputations. The Charity 
- Commission, which registers and monitors new and existing 
charities, has just acquired a new chairman, who has rightly 
. made stern noises about charities which stray into political 
activity. A white paper on charities is being prepared. It 
should call for random audits to prevent abuse. 

Overall responsibility for increasing corporate and indi- 
Eidal giving rests with the Council for Charitable Support, 
set up in 1986 under the chairmanship of Lord Goodman. He 
retires soon, and charities would then be well served by some- 
one with the ear of the prime minister: Lord Whitelaw, per- 
sm The new lord ought to bang the drum for the little- 
known CAF. In exchange for a covenant, givers get a special 
cheque book with which to make payments to the charities of 
their choice. This is a much simpler arrangement, both for 
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taxpayers and for the Inland Revenue, ‘than lots of separate 
deeds of covenant. Yet only 20,000 individuals use the 
scheme, in all contributing no more than £13m through it. 
Why not set a target of 200,000 within three years? 


Thoughts for the longer term 


The main way in which giving has been encouraged in the 
past has been through tax relief. Charitable deductibility 
costs the Inland Revenue about £500m a year in tax forgone. 
Mrs Thatcher's government has made tax-free giving easier: it 
has cut the minimum length of a tax-deductible covenant, 
and abolished the limit on such giving; and, from April 1987, 
employees have been able to donate a small part of their sala- 
ries tax-free to charities. 

All this sounds fine, but does not stand up to close exami- 
nation. Why should the state make an open-ended tax con- 
tribution to any charitable cause that a taxpayer wants to sup- 
port? Is it good for charities that their income should fall 
whenever tax rates are cut (since their covenant tax-brea'« 
automatically fall as well)? As tax rates go lower, it will be rig 
for the government to think harder about what should qual- 
ify as a charity for tax purposes; and right for individuals to 
consider whether their altruism can stand on its own, without 
the support of the state. - 
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) Funny old language, ain't it? 


M J 
WORRY, Esperanto. It was a brave notion to invent a uni- 

J versal language, and the world some day may have one— 
Mandarin? Martian? Microcircuitous)—but for the time be- 
ing it makes do with English. Which English, and for what 
| "time being? Some sensible teachers of English fear that the 
time will not be long if some other teachers are not more rig- 
. orous about the English they teach. 
These others draw their attitudes from the anything-goes 
= 1960s. Forget Oxford English, it was argued. If kids talk 
-. Geordie or Jamaican, or their American parallels, at home, 
. teach them to express themselves in the dialect they know. 
C That argument spread with the arrival in Britain of Asians, in 
_ America of Hispanics, whose home life was not conducted in. 
_ any kind of English. Should they be taught standard English, 
or that of the neighbourhood where they had settled? The 
.. British at the time were abandoning the belief, which Ameri- 
| - cans had never held, that there was only one correct accent. If 
"accents could vary, why not accept every variety of English? 
-~ The weakness of such arguments was cruelly exposed in 
. Britain in the 1980s: to rap in Rastafarian may be a liberating 
| “skill but it is not one that many employers want to hire. Few 
. teachers today would argue that there is only one correct yari- 

ety of English; some English has to be translated into Am 
can to avoid technical misunderstandings. But fewer still ar- 
dod that simply anything goes. Nor do many West Indian or 
`- Hispanic parents thank those who do. 
For "parents" read "governments", and you have the ar- 
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s nglish as she is mis-spoke 
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gument in its OS en Native leschers of English 
in, say, Japan normally aim to teach standard English, 
whether in its British or American variety. That is what Japa- 
nese employers expect. They are increasingly miffed when 
British.or American teachers imported to guide them in this 
task express doubts whether it is worth attempting. 


Cable side nutes cleaning up 


The imported teachers say there is a long-established variant 
of English.used in India. If British or American English, why 
not Indian English or Japanese English? Why try to draw any 
line? In the homelands of English, jargon is rife, and not only 
among scientists and brasshats. Literary critics cheerfully 
write a dense deconstructionist gibberish. Are they using 
their native tongue any better than someone who says, “You 
is, ain't you"? Some Indians use a courtly English almost for- 
gotten in its own land} others will say “You are staying Colaba 
side, isn't it?” —to English ears an odd way of asking whether 
one lives in that part of Bombay, yet intelligible from one end 
of India to the other. Is English grammar supposed to kick out 
such phrases, while its databanks accession Haigspeak? 

It is now clear that the answer, even from India, is yes. The 
English that such countries want is one that enables Indians 
to communicate not just with each other, but with the En- 
glish-speaking world. Thank you for your tolerance, they say, 
but we'd prefer your cod English. 











Europeans seek the right 
treatment 


In trying to improve their health services, European countries face strik- 
ingly similar problems. They could learn from each other 


NE of the most urgent tasks for rich 
countries over the next decade is to 
make their health-care systems less costly 
and more effective. It will. not be easy— 
ted interests are threatened. The first 
„$ of political trouble are already appear- 
ing. lreland’s government nearly fell when it 
tried to close a hospital last year. In Holland 
the coalition government almost came adrift 
over proposals to change the state health- 
insurance system and narrow its coverage. 

A look at health care in the 24 mainly 
rich member countries of the Organisation 
for Economic Co-operation and Develop- 
ment (OECD) reveals curious paradoxes. 
Medical practice is similar everywhere and 
doctors quickly learn of medical advances 
made in other countries. Yet there are big- 
ger differences between OECD members in 
the organisation and financing of health 
care than in almost any other activity. 

A second paradox is that there is little 
connection between the amount a country 
spends and the health of its people. In the 
EEC the shortest life expectancy for men is 
found in Ireland, the longest in Greece. Yet 
Ireland devotes the biggest share of its GDP 
to health care, Greece the smallest. Improve- 
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ments in health usually stem from factors 
right. outside the: narrow field of health 
care—changes in diet, for instance. 

The biggest paradox is that though rich 
countries have such different health systems 
their problems are the same: how to subject 
doctors. and hospitals to financial disci- 
plines, how to secure adequate treatment for 
the poor and the old, how to find enough 
nurses from shrinking teenage popula- 
tions—and how to control an apparently in- 
finite demand. for health care. Yet parochi- 
alism remains entrenched. The Dutch 
"Dekker" commission had few contacts 
with West Germany's “concerted-action” 
group of advisers. Links between private 
organisations like the British King’s Fund 
and the French Institut la Boétie are also un- 
derdeveloped. This article looks for com- 
mon threads, starting with health care in 
Sweden, West Germany and France. 

countries, has a highly devel- 


oped welfare state. As befits a 


rich country with the world’s highest pro- 
portion of old people in its population, it 
spends a lot on health care—over 9% of 


Sweden, like other Nordic 





GDP, though (see chart on next page) the 
perceritage has recently been falling. Nearly 
all che money comes from taxes or compul- 
sory state insurance, though patient charges 
are high in comparison with other coun- 
tries: $8.50 for each visit to the doctor or 
non-life-saving drug prescription, with no 
exemptions but with an annual limit per pa- 
tient of around $130. 

The Swedish system is largely run by lo- 
cal county councils, which jealously guard 
their autonomy against central incursion. 
Despite. its generous financing, Swedish 
health care has its problems. Patients wait 
up to two years for some operations, includ- 
ing heart surgery and cataract removals. 
Neither doctors nor county hospitals have 
an interest in eliminating inefhciencies. Too 
many general practitioners work in the 
southern part of the country. Patients are 
sent too readily to specialist doctors or into 
hospital. 

Swedes remain attached to the financ- 
ing of health care from taxation. Bur they 
are trying to’ promote competition by, 
among other things, blurring the demarca- 
tion line between public and private medi- 
cine. At the Sophiahemmet in Stockholm, 
Sweden's biggest private hospital, a quarter 
of the patients are now paid for by county 
councils at a fixed-price per case. The use of 
competitive tendering for support services is 
growing, despite union opposition. 

The health ministry wants county coun- 
cils to compete against each other. It offered 
the counties some $10m last year to reduce 
the longest waiting times—but with the bo- 
nus of extra subsidies to counties which, by 
shortening queues, attracted patients from 
their neighbours. If they spread, such incen- 
tives to make hospitals and doctors more 
cost-conscious could clear the way for such 
overdue changes .as bigger regional pay vari- 
ations, more flexible local management and 


wider use of generic drugs. 
— its GDP on health than Sweden 
and has barely any waiting lists. 
In other respects its system is worse, which is 
why the federal government is pushing 
through a new health-care law this summer. 
The Germans proudly present Bismarck 
as che inventor in 1883 of compulsory social 
insurance and so the great-grandfather of a 
better sort of welfare state than the Anglo- 
Swedish version: But average contributions 
to one of the hundreds of state-sickness 
funds have risen to 1396 of pay, split equally 
between employers and employees. The abil- 
ity of the better-off to opt out and take pri- 
vate insurance means that richer people, 
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ho are usually healthier; disent the state 
ystem. They often get better care than 
hose left behind—though some try tore 
when their incomes fall or their need 
for treatment rises. Until recently West Ger- 
1any had no mechanism for restraining 
‘osts—-an expensive mistake in a country 























































cal equipment and too many hospital beds. 
i A. new law that aims to reduce health 





-consternation among the West German 
“states that run most of the public hospitals. 


“some of the wildest extravagances by ban- 


reimbursement and introducing some cash 
"limits for hospitals. Now it plans to encour- 
'age the substitution of cheap. generic drugs 


“scription charges and to let state-sickness 
funds cancel contracts with hospitals. Since 
both public and private hospitals depend 


¿plus capacity—provided hospitals are not al- 
lowed to lengthen already-long patient stays. 
^. West Germany's biggest problems are 
‘outside the hospitals. Most doctors work in 
clinics on a piecework basis that has encour- 
aged American-style extravagance: lots of 
unnecessary tests that are often repeated 
when a patient goes into hospital, too many 
ray machines, enough lithotripters to 
mash every kidney-stone . in Europe. 


3erman drug companies, pharmaceutical 


ll absorbs 15% of health-care spending— 
twice as much as in most other countries. 





: France, like West Gan fi- 
nances health care through a 
M Dismarckian compulsory social- 
surance system. But its detailed operation 
“is completely different. About 70% of medi- 















hat has too many doctors, too much medi- 
ending by about 15% is currently causing . 


The federal government has already stopped -~ 


- ning state-insurance financing of rest-cures, 
“drawing up a limited list of drugs eligible for _. 


for expensive brand-name ones, to raise pre- 


‘largely on the sickness funds for their in 
“come, this should make it easier to close sur- + 


ranks partly to. the: influence of the big | 


veal: costs : are paid by thes state. social-security | 


| As % of GDP, 1986 


cover “most cae expenses, eich he... 
SECU nor the mutuelles reimburse in full the | 
expenses of visits to the doctor or medi 
cines. The so-called ticket modérateur 
means that user charges meet uptoa quarter 


of the cost. 


: Most French people n now have to pay 
nearly $15 to see a general practitioner. And. 
the burden of direct payments is increasing. ` 
. The "plàn Séguin" (named after Mr Jacques 
 Chirac's health minister). stopped full:re- ^^ 
funds for drugs for the old and chronically. 

sick, though the new French government 
:.may change this. The gap between average. ` 
consultation fees and what the sECU or the 
mutuelles will pay is widening. : prs 
The second Gallic peculiarity is: that es 7 
system is awash with paper. Every treatment- 
involves forms; and claims. for reimburse- 
ment have to go to several organisations. By- * 

one count, about 250,000 people administer - 
“French health care, at.a cost equivalent to 
.. 8986 of total health spending. : 
— Despite the deterrent effect of. high Hu 


charges and ots of paperwork, France 


spends a bigger (and faster rising) share ofits < fter 
‘opp on health. than West Germany. Con- | 
tributions to the SecU—which anyway often 
have to be topped up by central govern 7 
ment-—amount to 18% of salaries, split two- © = 


insurance system. 
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Healt compared - a 


| a l wake E ‘patients dad going t to. a "val who 
would oblige them. Public and | private hos- 


jitals know that their pu bill ual be d 


i i as prm French (ahead 
E countries) adopt "diag- 
haue limited pay- 


isle h systems are similar to 
hree m dard Na | 

















erate variants of the rafico-Geri 
Across the Atlantic, 
America is unusual in paying for over half 


s health care privately. Canada switched 
^ over to public financing i in the early 1970s— 
. which has helped it contain health-care 
“spending : to 812% of GDP while America’s 


has risen to 11%. 

The search for TT that all 
countries are making throws up some com- 
mes, lessons and difficulties. 
"here is a serious lack of information on 
the coe, benefits and output of all health 










1e lping. But the in 
considerations —__.- 
medical pratite is p aftem resisted n doctors 








. tverse ú incentives are , tife. In many sys- 


Us tems, doctors earn more money if they do 
mor tests or provide more treatment. Hos- 







nless. subjected to tight cash limits, 
veafin ncial i interest in keeping pa- 


"Sweden West France Britain United 
. Germány States 


thirds to one-third between employer and. 


employee. The French government has . 
forced pharmaceutical prices down to the . 
lowest level in Europe; but the bill is still 
huge because of the French penchant for. ay 
pills (the average Frenchman gets 28 pre- i 


scriptions. a year, the average Briton. only 


seven). France’s hospitals too are Ban 


by British standards. - 


One reason for this res ataya : 
gance is. the. absence of. incentives to a : 
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re costs money. This reduces a ter- 
ruse medical services without, 
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g techniques will make a revival of 
itive care doubly desirable. 
'rimary care is generally under-developed. 








ritain, where it deals with 9096 of all epi- 
odes of illness. In most other countries fam- 
y doctors are thin on the ground, medical 
ecords are poorly-kept and too many pa- 
ents are referred straight to expensive spe- 
ialist doctors or hospitals. 

j- Lobbying by the pharmaceutical industry 
as dissuaded governments from pressing 
x¢-the use of cheaper (but therapeutically 


rugs. This is changing: “limited” lists are 
iore common than they were. Drug prices 
re usually higher in countries with a power- 
| drug industry. The EEC's move to a fron- 
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in such price differences: - 





Big variations in efficiency, cost and qual- 
y p^ care are found everywhere, In Britain 
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P tients. or wit 


"secure t he benefits of competition. i 
ai hird, ‘However, Competition'cannot be : 
ined; it. ; needs t to be, „ manage "1 
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n deterring people from E | 


re netit EA nd 5d | 


he strongest family-doctor network is in 


quivalent) generics in place of branded | 


er-free Europe will make it harder tO sus- 
already p 
parallel" imports are undermining hm. DE 


arked differences between hospital costs. = 
uch variations suggest that savings could 
e made and services improved if those re- 
for health care were readier to. 


Three. principles. should. 'güide. policy 7 
kers seeking to improve health care. - 
it, incentives for doctors; managers, hos |, 
ital owners and patients need to aim in the ^ À 
npetition be- 
p way of ' 
hieving this: not merely tendering for hos e 
oks, but competition T" 
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in: eren o patients. fom costs d 


mbarras de richesse 
In: applying these principles, all European 


countries need to bear in mind that they 
have too many hospital beds. As medicine 
. has become more efficient, average lengths 


of stay in acute hospitals in OECD countries 


“have tumbled, by a third in the past 25 
|. years. Yet bed provision and lengths of stay 
| still vary strikingly’ between countries (see ta- 
. ble on previous: page). And American ex- 
c . perience suggests that nearly half of all sur- 
gery could now be done within a day. Health 
‘economists in France and West Germany 
"reckon their hospital-overcapacity is 30% 

and growing. Mr Jean-Pierre Poullier of the 
: OECD predicts wryly that hospitals could be- 


come the cathedrals of the future, visited for 


historical interest only—and maintained at 


vast expense. 


For hospitals are not being shut to l 
“match falling lengths of stay. They are often 
*the biggest local employers, and their 


workforces can be relied on to oppose clo- 
sure. Local communities are very attached 


to local hospitals, and it is hard to explain to 


those waiting for treatment that queues are 


more often a sign of inefficiency than of bed _ 
shortages. There are, for instance, too many — 


hospital beds in. London. Yet hospitals are 


often overflowing, thanks to high lengths of ti 
stay and the cluttering up of wards with old - 

people who might be better looked after out- - 
side hospital altogether. This makes the - 


politics of hospital closures even trickier. 


One solution that governments could 
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6 practice en midicine moves away a curs 


cause the amount and kind of health treat- 
_ment they get depends largely on the id | 
. ànd decisions of professional providers. © 












ing towards | Caring. Tonos ows s armies of 


ly h because e af this i hanging pattern | 


2 need most countries (though not Britain) 


also havéor soon will have too many doc- 
tors. À surplus of doctors can help to under- 
mine the profession's restrictive practices 
and encourage competition, as has hap 


i pened in America in the past 20 years. But 
“in the short r 





in it can also cause costs to 
soar. The average practising doctor gener- 
ates over $1m of spending on health care: | 

year. Doctors still have a lot of scope, espe- n 
cially outside hospitals, to drum up demar ^ ^ 
for their services. Doctor-training is expe 


. sive, So most European countries (but not ` 
zs Italy c or Peli fy hyve M VAR limits on p. 





TAs mes or work i in dur pioen 
countries becomes amore. common, 
may also be more ¢ cross-border health- 


care. Patients waiting. for three years for a 








hip. replacemen ‘in. Britain may, for in- 
stance, go to West Germany where they are 


.—. entitled to treatment under the EEC's recip: 
-rocal health-care rules. Some Italians al 


ready go to Paris; Sweden sends heart-sur- 


 gery patients to London. Europe may soon 


see the beginnings of what has happened in 


. America: cross-continent specialisation. A 
hospital : 





that did only hip replacements, for 
instance, would increase its efficiency and 
éduce its n ortality- rate—and attract pa- 

its from all over Europe. European coun- 
tries may find that they are forced by patie 





pressure to do what they have conspicuous., 
failed to do in the past 30 years: align their 


systems of health cate more closely. 
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The table is laid for Taiwan's 
hungry reformers 


FROM OUR CHINA CORRESPONDENT 


HE appetite, says the proverb, grows 
with eating. Taiwan's reformers are hun- 
grier than ever for more liberalisation— 
even though their country has spent the 
past year opening up its politics faster than 
anyone would have dreamed possible a few 
years back. These impatient reformers pro- 
ss disappointment this week. They are un- 
—dppy with the results of the 1 3th party con- 
gress of Taiwan's ruling Kuomintang, which 
met on July 7th-13th at a sulphurous hill re- 
sort outside Taipei. Are they right to be? 
President Lee Teng-hui, presiding over 
his first congress, was in a ticklish position. 
Mr Lee became Taiwan's president in Janu- 
ary, on the death of his predecessor Chiang 
Ching-kuo. After some difficult ma- 
. noeuvring he was also named as act- 
ing chairman of the Kuomintang. 
This week the*congress confirmed 
him as chairman. But the party is not 
fully his. It, and Taiwan's organs of 
government, are still dominated by 
the aged stalwarts who fled from the 
mainland with Generalissimo Chiang 
Kai-shek 40 years ago. | 
Relations with the mainland re- 
main the principal, not to say obses- 
sive, issue for government and party 
in Taiwan. The congress was treated 
' the extraordinary spectacle of a 
message to Mr Lee from Mr Zhao 
Ziyang, China's Communist party © A 
boss, congratulating him on his “elec- — 
tion to the chairmanship of the 
Kuomintang”. The delegates sensed a 
deceitful plot in this to lure Taiwan, 
into the communist grip. Yet the old- 


TAIPEI 


wanese independence, an idea that horrifies 
both the mainland's Communists and Tai- 
wan’s Kuomintangers, but appeals to many 
of the 8096 of Taiwan's people who are Tai- 
wanese born-and-bred. 

In handling the party Mr Lee has Kd 
more cautiously chan many would like. Mr 


Jaw Shao-kong, a radical young Kuomintang 


legislator, argues that unless the party's 
2.4m members accept more party democ- 
racy the Kuomintang’s share of the vote in 
the next legislative election, due in Decem- 
ber 1989, will fall sharply: he says by ten per- 
centage points. Much or all of this would go 
to the opposition (and still technically ille- 


gal) Democratic - Progressive party, which 
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timers could not prevent the congress | 
from taking a decision to let Taiwan’ s The chef proposes 

- businessmen make investments in i 
China and buy. some raw materials there. could: raise its share of the vote from a quar- 


Both things had'been barined until now, lest 
they strengthen the Communists in Beijing. 

The old men of the Kuomintang are no 
happier with the loosening up at home than 
they are with the implicit cordiality between 
Taiwan and mai China. Last year 


Chiang Ching-kuo, the generalissimo’ s son, 
ended 38 years of martial law in Taiwan. 
Since then 1,700 street demonstrations 
have required the mobilisation, if totted up, 
of 270,000 policemen. Some of the dem- 
onstrations have even involved talk of Tai- 





ter to around a third. Since one faction in 
the opposition wants independence, that is 


a disturbing prospect for the Kuomintang. 


Mr Jaw underlined his argument by re- 
fusing, along with seven Others among the 
1,184 delegates on hand, to stand up to en- 
dorse Mr Lee as party chairman. Mr Lee is 
the right man, Mr Jaw says, but he should 
have been chosen by ballot rather than by 
acclamation. 

Mr Lee's caution is understandable. As 
a native of Taiwan, the first to be president, 
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he is popular with most Taiwanese. The 
party is another matter. Mr Lee has no inde- 
pendent power base among the “mainla d 
ers" who dominate the Kuomintang. He has 
had to rely first on the authority which cam 
from being Chiang Ching-kuo's anointed 
successor, and theri on an alliance with the 
party's popular secretary-general, Mr Lee 
Huan, and Mr James Soong, Presider t 
Chiang's former personal secretary. One of 
their more recent achievements was to ig- 
nore a bloody demonstration in May that 
might have persuaded less confident men to | 
bring back martial law. if 
Mr Lee's performance at the conferenc ^ 
suggests that he has made a start at securing - 
his grip on the party. In the first-ever proper 
election to the party's Central Committee— 
Mr Lee proposed 180 candidates and the 
delegates nominated another 180 for a body 
that has only 180 seats—147 of Peet 
Lee’s candidates won, led by Mr Lee H 
The conservative prime minister, Mr "e 
Kuo-hwa, came humiliatingly far down th à 
-list of winners; there was talk Mr 
might soon lose his job. The (als 
conservative) finance and foreign 
ministers came low too, and a si i : 
fate may await them. E 
President Lee chose not to in- 
clude in his list, General Chi: 
Wego, the secretary-general of " 
National Security Council, son of 
Chiang Kai-shek and half-brother o 
Chiang Ching-kuo. There is, as e 
late president himself decreed, to be 
no revival of the Chiang dynasty. The 
Central Committee will still include 
three family members: Chiang Hsiac 
yang and John and Winston Cha 
twins who take their mother's ne ie 
and are Chiang Ching-kuo's illegiti- 
mate sons. But they are counte d 
among the reformers. Madam 
Chiang Kai-shek, the 91-year-old con 
science of the Kuomintang's. old 
guard, was persuaded to make a rare 
appearance and endorse, perhaps re 
luctantly, party unity under President 


T The real test for Mr Lee, who mu: 
stand for re-election as president by a ger- 
ontocracy of an electoral assembly in Ma y 
1990, lies outside the Central Committee, 
still very much a rubber stamp. Mr Lee madi e 
a good start last weekend by shunting ten öf 
the older members (average age 79) off t 
3l-member party Central Standing Conk L 
mittee, which actually makes the yos B » 
and on to the powerless Central Advis 
Committee. hy 

In theory, a younger standing commit- 
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With both fear and favour 


FROM OUR TOKYO CORRESPONDENT 


HE reputation of the Japanese press, 

never high, has been dragged farther 
down by the involvement of some of its 
top executives in a scandal that broke 
last week. The scandal, Japan’s biggest 
for years, has touched the offices of the 
prime minister, of his predecessor and of 
other cabinet members. So far, though, 
the casualties have been the president of 
Nihon Keizai Shimbun, Japan's leading 
financial daily, and a managing director 
of Mainichi Shimbun, another widely 
read newspaper. Both have resigned. 
Other newspaper executives, so far un- 
named, are believed to be involved. 


Neither man appears to have done 
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anything illegal. They both got shares in 
Recruit Cosmos, a property company; at 
knock-down prices, and later made hun- 
dreds of thousands of dollars in profit. 
But Japanese newspaper people, unlike 
politicians, are supposed to be above 
such financial delights. 

The more commonplace shortcoming 


of Japanese newspapers lies in what they: 


decline to report. The sort of exposé 
common in western newspapers is almost 
unknown in Japan, although there is 
plenty to expose in both business and 
politics. Japan's Watergate—the disclo- 
sure in 1974 of the shady finances of the 
then prime minister, Mr Kakuei Ta- 
naka—was the work of a freelance jour- 
nalist, Mr Takashi Tachibana, who 
wrote for a monthly magazine. The big 
newspapers ignored the story until the 
foreign press picked it up. Mr 
Tachibana, still a freelance but nowadays 
more interested in larger issues, like the 
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future of man in space, thinks that Ja- 
pan's press has, if anything, got. more 
timid since then. 

Measured by their circulations, Ja- 
pan's papers look impressive enough. 
Yomiuri Shimbun sells more than 9m 
copies a day. Asahi Shimbun sells nearly 
8m, and three other papers have sales of 
more than 2m. They are old as well as 
big: the four best-selling papers have 
been around for 100 years. But, for all 
their resources, Japan's newspapers are 
among the world's dullest. The main rea- 
son is that they have drifted into an un- 
healthy relationship with the ruling Lib- 
eral Democratic party. 

Japanese newspapers employ too 
many reporters, and the reporters often 
get too close to their subjects. The largest 
papers have around 3,000 journalists. 
Many haunt kisha kurabu—press clubs, 
where the unwritten rule is that everyone 
should turn. out much the same copy. 
The spilling of beans is likely to result in 
summary ejection. The function of the 
club, says one journalist, is to prevent the 
scoop. The system is showing cracks: for- 
eign journalists have penetrated some of 
the clubs, though none of the political 
ones. The clubs, often lavishly victualled, 
are found in almost every ministry, rul- 
ing-party faction and big company, 


Journalists from the big papers are ase. 


signed to up-and-coming or arrived poli- 
ticians: This can be almost a lifetime 
commitment: as the fortunes of the poli- 
tician rise, so do those of his journalists. 
The factional struggles within the Liberal 


Democratic party are mirrored by power - 


struggles within newspapers. Some re- 
porters become involved in politics 
themselves, carrying messages, and even 
cash, between bigwigs. 

Talk to a Japanese political journalist 
and you cap pick up an amazing amount 


“of gossip. None of it sees print. Mr 


Yasuhiro Nakasone's notorious com- 
ment that America’s intellectual. re- 
sources have been diminished by. the 
presence of so many Hispanics and 
blacks was made at a crowded press con- 
ference. It took a foreign reporter to 
make a story out of it. 

Curiously, the Recruit scandal was 
broken in the social news pages of Asahi 
Shimbun. One of the reporters who got 
it into print once worked on the Tanaka 
case with Mr Tachibana. The political 
writers have now taken charge of the 
story. Perhaps it is not coincidental that 
the scandal, which elsewhere might bring 
down a government, is fading from view. 








tee, drawn from a Central Committee domi- 
nated by the president's men, should be a 
reforming weapon sharp enough to per- 
suade ancient Kuomintangers who last faced 
the voters four decades ago to collect their 
generous retirement pensions at last. But 
what then? 

A. president chosen by a direct popular 
vote; independence as a legal topic of de- 
bate; direct trade with and travel to the 
mainland? Even the most impatient of the 
reformers may not stay disappointed long. 





Kampuchea 


Who will bell 
the cat? 


FROM OUR SOUTH-EAST ASIA CORRESPONDENT 


RINCE NORODOM SIHANOUK 

sulking again, as ostentatiously as ever. 
The one man who might be acceptable to all 
interested parties as the leader of a Vietnam- 
free Kampuchea announced on July 11th 
that he was going to live quietly as an exile in 
France. Since the prince does nothing qui- 
etly, it was assumed that this was just an- 
other calculated stomp-off, and that he will 


' return to centre-stage when he sees an ad- 


vantage in doing so. 
Quite when this will be is unclear, per- 
haps even to the prince. In his parting re- 


- marks he was unusually bitter about the 


Khmer Rouge guerrillas, the fiercest and 
largest part of the anti- Vietnamese coalition 
which, until this week, the prince had led. 
Up to now the attitude of the other mem- 
bers of the coalition has been. that the 
Khmers- Rouges, despite their abhorrent 
past, were necessary to fight the Vietnam- 
ese. This week the prince said that they had 


been killing not only Vietnamese but son 
of his own fighting men as well. The implica- 
tion«was that he would not lead any future 
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Hush, I vanish, says Sihanouk 
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Now: each and every Friday 
a million to win... 


This extraordinary chance and others are offered 
to you by the state-controlled NORTH-WEST-GERMAN 
STATE-LOTTERY. Extraordinary! More than every 3rd 
ticket-number wins guaranteed within the period of the 
lottery. Total winnings for the 81st lottery will amount to 
about 206 million DM. The Super-Jackpot by itself 
amounts.to 30 million DM. 


The maximum Super-Jackpot 


alone comes to 3 x 2 million DM. 





The prize-money is paid in DM, one of the strongest cur- 
rencies in the world. The lottery runs over a period of 27 
weeks. One drawing every week. That means 27 draws 
and 27 chances in total to become a millionaire! The prize 
money increases from draw to draw. All draws are super- 
vised by state auditors. 





Secure your chance to win now! Mail your coupon today! 
| Mail to: Walther Ruge . Heidenkompsweg 32 - D-2000 Homburg l- West Germany _ ] 























Please write in German O English © Mr. O Mrs. C Miss O 
Clear letter-printing please 

First name "XA CN TAI 
Surname Rua TE pz i 
Street A ee ee ET OR a a d 
BOR- eL — L4 s liec 
City eas OO 040 709 Uns 296 0. AREE VE "E ee CRAT ee USC UAE S CUP E 
Country ' ET 


Charge my C DINERS CLUB C AMERICAN EXPRESS C] EUROCARD O VISA 
Name of Card Holder 





i i 
———— —9—— d -——- ++ 








Acct. No. 
Expiration SS Sa ah Se Se eS SS SS SS ee A LÁ ee eee ae 


Valid ordy where legal Not available 
to remdents of Segapore 






The 81st NORTH-WEST-GERMAN STATE-LOTTERY runs from September 23rd to March 23rd, 1989 
aa Mail to: Walther Ruge > Heidenkampsweg 32 + D-2000 Hamburg 1 - West-Germany 


SS eH 


The 81st NORTH-WEST-GERMAN STATE-LOTTERY runs from Sep 


State- 
controlled 


3 HN IM w^ 






—— NS 
Staal® 


It's easy to participate: 


Q Please send us the order coupon - or if missing - a 
letter. 








Q Attach payment for the tickets you want, using either 
cash by registered airmail-postage, international post- 
al order, personal cheque, cheque drawn by bank or 
travellers cheque. You can also pay for your ticket after 
receipt of the invoice. 





We send you the tickets, further information and the of- 
ficial draw schedule. After each class you receive the of- 
ficial winning list as well as your ticket for the next class 





Within days you will be notified each time you win. Your 
prize-money will be transferred by cheque to any place 
you wish to. The prize-money is paid to you free of Ger- 
man Tax and the whole amount will be paid without any 
deductions. You remain absolutely anonymous 





@ We guarantee fast, reliable and confidential service 
world-wide. 


This is why it is interesting for you to join 
the lottery: 206 million DM prize money 
3 x 2 million DM as maximum prize-money 
19 x 1 million DM 
5 x 1 million or 50 x 100.000 DM 


ond in addition: 


240.390 x prizes up to 500.000 DM 


Only 600.000 tickets form the basis of the lottery. Out of these 
tickets 240.417 numbers win in the course of the lottery: So, we 
can guarantee winnings for more than every 3rd ticket-number! 








Order-Coupon  . |— >% 


tember 23rd to March 23rd, 1989 
Win 100% with a 1/1 ticket, or 50% with a 1/2 ticket or 25% with a 1/4 ticket. Don’t 
forget: either way, every 3rd ticket! number wins guaranteed! Try your luck! 
Please fill in the number of tickets you want to order with 
this coupon 
* The quoted US $ or € equivalents ore only o rough estimate 


For exact exchange rates please ask your bank 
dee je- - Sth AS din " 


DM 741,- (approx 458,- US $ or 240,- £)" 
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| 1/1 ticket 
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| 1/2 ticket 


124,- £)* 
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1/4 ticket DM 201,- (approx 128,- US$or 64,- £)* 





* Your prize money will be transferred confidentially by cheque to any oddress or bank 
in ony port! of the world 

* Payments through personal cheque in DM, ©. or US S will be accepted or through c 

bonk draft, American Express, Diners Card, Eurocord, Access, Master Cord or Viso 

All prices are for all 6 classes including air mail postage and winning list after each 

class. No additional charges! Valid only where legol! 
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European Finance: 
The Challenge of 1992 


€ What opportunities is ‘1992’ creating in each 
financial centre? 

@ Who's taking over whom? And which M & A teams 
are advising? 


@ Which Brussels directives SEND f 
will change your business? & SAMpy E e. FREE 
@ What are the plans of US, "REN. A YNO 


Japanese and Swiss banks? 


@ What are your competitors’ strategies for 
exploiting new business opportunities? 


The answers are all in City Changes, the confidential 
monthly newsletter from The Economist Publications. 


City Changes will ensure your strategies are proactive - 
not reactive. Launched in 1986 to quide London firms 
through "Big Bang", City Changes is adapting its 
focus to take account of the dramatic changes now 
being planned across Europe. Each month you will 
receive an update on the latest developments in 
investment banking and securities trading with full 
analysis of the implications. 


To take out a subscription to City Changes or for a free 
sample copy please complete the order form below. 


An annual subscription to City Changes (12 monthly 
issues) costs £250 for addresses in the UK, US$450 in 
North America, £263 for the rest of the world. 
Subscribe today! 


Registered Office. 25 St James. Street, SWIA IMG. Registered in London No. 1775671 

OrderForm 

L] Yes, please enter a year's subscription to City Changes (12 issues) 
C] L enclose a cheque for £/US$ .................. 


( Payable to The Economist Publications Ltd.) 
C] Please invoice me for £/US$ ......... 
L] Yes, please send me a free sample copy of City Changes 


Name = 1 = 
Position — CS oi e = SLE "x Ex . itt: 
Company . . oa — 


Address |... m. .3 





Daytime Telephone 


Please send your order and remittance to 
The Economist Publications Limited 





40 Duke Street 10 Rockefeller Plaza (12th floor) 

London WIA 1DW New York NY 10020 [In 

United Kingdom USA Fconomist 
Telephone (01) 493 6711 Telephone (212) 541 5730 

Telex 266353 Telex 148393 PUBLICATIONS | 


Registered office: 25 St James Street, London SWIA IHG Registered in London No 1775671 
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In today's highly competitive 
international business environment 
it’s not only numbers that count. 
True, modern management today can 
be.a gamble. Imede's unique 
coordinated programs are designed 
to take away the “chance” for you, 
your managers and your company. 
The numbers at the top of this ad will 
help, it's our telephone number. 
Improving your implementation skills, 
developing your judgment and showing 
you how to motivate people, are ways 
in which we can help vou win. 

We are not saying it's going to be easy, 

being a winner never is. 
Dial our number now, you can judge 
for yourself. 
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Kampuchean government that included the 
Khmers Rouges under their present leaders. 

The prince's distaste for the Khmers 
Rouges is shared by nearly everyone. Even 
China, their arms supplier, seems prepared 
to qualify its patronage, ambiguous though 
China's recent observations on the subject 
have admittedly been. It has supported the 
Khmers Rouges to get at Vietnam. Now that 
Vietnam seems to be withdrawing at least 
some of its soldiers from Kampuchea, the 
Khmers Rouges are perhaps becoming less 
helpful to Chinese interests. 

Intentions are one thing. Controlling 
the Khmers Rouges is another. Who, in the 
words of the fable, is to bell the cat? There 
are believed to be. about. 35,000 Khmer 
Rouge guerrillas, some in camps in Thai- 
land, many in Kampuchea itself. They are 
stockpiling weapons, and are endeavouring 
ro win the support of Kampuchea's peas- 

nts, by persuasion or by intimidation. The 
"army of the Heng Samrin government, 
which at present runs Kampuchea under 
Vietnamese protection, would probably get 
shot to pieces if it had to face the Khmers 
Rouges alone. The other rebels are weak and 
poorly armed. 

Prince Sihanouk and others have pro- 
posed that an international peacekeeping 
force should move into Kampuchea once 
the Vietnamese go. Japan is prepared to 
help pay for it. Could such a force supervise 
the replacement of the Heng Samrin regime 
with something more democratic, intimi- 
date the Khmers Rouges, and generally en- 
sure fair play? 

It is a large order. The formidable Viet- 
namese army says that since 1978 it has lost 
25,000 men in Kampuchea. The peacekeep- 
ing force would have to be big enough and 
tough enough to enforce its will, and the 
governments which sent it there would have 

tell it to fight when necessary. The sort of 

Inited Nations peacekeeping force that is 
composed of units from the world's Swe- 
dens and Senegals could not remotely do 
the job. In any case, Vietnam and the Heng 
Samrin government regard the United Na- 
tions as hostile. India has hinted that it 
wants to get involved, but is unpopular with 
the Association of South-East Asian Na- 
tions, which resents India's recognition of 
Heng Samrin. The task may call for soldiers 
from some big powers, agreed on the sort of 
Kampuchea they want to see rebuilt out of 
the ruins. 

The Khmer Rouge issue has overshad- 
owed the meeting on Kampuchea—the fam- 
ous "cocktail party" —that is due to start 
near Jakarta, the capital of Indonesia, on 
July 25th. Prince Sihanouk says he will not 
be there, although he will be represented by 
his son. By funny coincidence, however, the 
prince will be in Indonesia at this time, call- 
ing on President Suharto. lt is not impossi- 
ble that he will go along to the party to clink 
glasses with Vietnam's foreign minister, Mr 


THE ECONOMIST JULY 16 1988 


Nguyen Co Thach. One of the prince's 
grievances has been that Vietnam had said 
it would not talk to him directly. If it 
changes its mind, maybe the prince, sooner 
or later, will again change his. 

There is no shortage of serious things to 
talk about in Jakarta: how to get the Heng 
Samrin government to step down, what sort 
of coalition would replace it, by what sort of 


ASIA 


election. Not everybody, however, is being 


serious. On July 13th an article in the Soviet 
newspaper Pravda suggested a io 
meeting on Kampuchea. This would be 
der the patronage of the non-aligned move- 
ment, whose present chairman is Mr Robert 
Mugabe of Zimbabwe. That would not pro- 
vide the clarity of mind and strength of will 
needed to rescue Kampuchea. 





India 


A land fit for Gurkhas 


FROM OUR INDIA CORRESPONDENT 


O THOSE who do not know India, it 

must seem a daily miracle that the place 
survives as a single country. Not a morning 
goes by when its papers do not report may- 
hem in one part of India or another. Right 
now, Sikh militants are demanding a sepa- 
rate state in Punjab; Naga militants want to 
carve out a separate Naga nation from three 
states in India's far east; other tribal groups 
seem equally determined to win indepen- 
dence for the easternmost states of Manipur 
and Tripura; many of Tamil Nadu's 55m 
Tamils loathe India's war on Tamil militants 
in Sri Lanka; and Muslim fundamentalism, 
which is almost automatically anti-Indian, 
has raised its head in Kashmir, the disputed 
area between India and its Muslim neigh- 
bour Pakistan. 

India is not falling apart. What most 
people take to be signs of imminent disinte- 
gration may actually be part of the process of 
integration. An example? 

On July 10th a convention of the organ- 
isations that make up the Gurkha National 
Liberation Front agreed to give up their two- 
year-old struggle to carve out a separate state 
within the Indian union for the 750,000 
Gurkhas who live around Darjeeling (next 





door to Nepal, where the Gurkhas of mili- 
tary fame come from). The GNLF authorised 
its leader, Mr Subhash Ghising, to accept 
the West Bengal government's proposal to 
create an "autonomous hill district" within 
the state. This will give the Gurkhas control 
over cultural, education and local develop- 
ment programmes. 

The Congress party running thecentral 
government in New Delhi is largely to blame 
that peace did not come earlier. Several 
years ago three Communist members of par- 





27 


m = 29.3 
ASIA 


© 


A A 


ra taa i Rm ream 


J 


"MR 


QT 








liament moved a private members' bill to 


amend the Indian constitution and give the 


hill-country where these Gurkhas live an 
identity of its own. Indira Gandhi's govern- 
ment sat on the idea— partly because she 
did. not want to set off other demands for 
local selfdetermination, but also because 
the Congress party hoped that inaction 
would cause trouble for the Communist 
government of West Bengal. 

This was foolish. The Gurkhas grew an- 
grier, and the relatively mild Mr Ghising was 
weakened. The growing pressure from be- 
low eventually compelled him, in April 
1986, to demand a separate state of 
Gurkhaland. West Bengal's Communists 
knew that to accede to this would sign their 
political death-warrant. There followed the 
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familiar round of agitation, followed by po- 
lice repression; followed by bloodier agita- 
tion. In the next year the GNLF killed more 
than 100 people. 

Mr Rajiv Gandhi's government made its 
first serious bid to find a solution only after 
West Bengal's state election in March 1987 
had given the Communists an even bigger 
victory than in 1982. Three months later Mr 
Gandhi's home minister got Mr Ghising to 
give his blessing to the idea of an autono- 
mous hill district. But by then Mr Ghising 
had lost much of his hold on the GNLF, 
whose younger leaders rejected the pro- 
posal. It has taken another year of violence 
and the loss of another 100 lives to get the 
GNLF to change its position. 

Even the July 10th endorsement was not 


How much aid should the Afghans get? 


FROM OUR SPECIAL CORRESPONDENT IN PESHAWAR 


OEVER else benefits from aid for 

Afghan refugees returning home, 

the Pakistanis expéct to do nicely. The 
provincial commissioner for Afghan refu- 
gees in Peshawar, Brigadier Fahimullah 
Khattak, draws a tactless comparison with 
the Gulf, where many Pakistanis have 
made fortunes. Afghanistan's reconstruc- 
tion, he says, “will be another Dubai" for 
Pakistan. His glee will not help the United 
Nations collect the staggering $1.2 billion 
it has asked for: the largest aid appeal the 
UN has ever launched for a single country. 

Only $40m has been raised so far, but 
the pledging conference, which will prob- 
ably be held in September, may produce 
the rest. The UN raised the $1.3 billion it 
requested in March 1985 to help African 
drought victims. The co-ordinator for Af- 
ghan aid, Prince Sadruddin Aga Khan, 
reckons he is asking for a reasonable sum: 
he maintains that the Russian occupation 
has deprived Afghanistan of around $3 
billion in international aid. 

Some people who know Afghanistan 
better than Prince Sadruddin think he 
wants far too much. The dozen or so aid 
agencies in Peshawar, which have been 
sending aid across the border for the past 
five years, together spend around $20m a 
year. Some of their staff say the Afghan 
economy simply cannot absorb so much 
money in the 18 months Prince 
Sadruddin has allowed for spending it. 
They wonder how he arrived at his figure. 
Consulted on the education budget, they 
estimated the number of qualified Afghan 
teachers, guessed how many families 
would allow their children to go to school, 
and suggested $5m. It seems the UN office 
in Geneva raised the figure to $25m, and 
headquarters in New York doubled that. 

The real arguments will start when it 
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comes to handing out the cash. Prince 
Sadruddin says that relief work. should 
not wait until the war is over, since the 
refugees may go back before then. But 
spending the money while the Afghan 
government and the guerrillas are still bat- 
tling for power would involve the UN in 
some tricky politics. 

Humanitarian aid helps the side that 
runs the area where it is spent.. Aid pro- 
grammes in the cities will help the Rus- 
sian-backed Afghan government; those in 
the countryside will benefit. whichever 
guerrilla. group is locally powerful. The 
UN, which has offices in Kabul, can hàrdly 
deprive Russia's friends of their share. But 
the western and Islamic countries likely to 
contribute most of the aid would not be 


unanimous, for:two of the most militant 
leaders stayed away from the convention. 
The plan could still come unstuck, particu- 
larly if Mr Gandhi starts having second 
thoughts about some of the concessions he 
has made, such as the use of the word “Gur- 
kha” in the name of the autonomous dis- 
trict and the inclusion of some Gurkha-ma- 
jority areas of the plains. 

If that danger is avoided, there is a 
cheerful moral in the story. The Gurkhas, it 
will have turned out, were fighting nor for 
separation from India but for staying inside 
it on better terms. The creation of a 


Gurkhaland district, and putting Gurkhali 
on India’s list of national languages, could 
be all that was needed for a happy ending. 








happy to see any of it go to the Kabul 
regime. 

The sheer difficulty of distributing aid 
in contested territory may favour the cit- | 
ies and therefore the government. Much 
of the countryside is under the control of 
a flock of often competing guerrilla com- 
manders. Peshawar’s experienced aid 
workers know who is in charge where; 
they take care to obtain permission from | 
local commanders before operating in | 
their areas. The UN's less experienced offi- 
cials may not be safe. At least one Pesha- 
war-based aid group has refused to pass on 
its lore to the UN because it did not know 
how the information would be used. 

The world's interest in Afghanistan 
will wane as the Russians leave, and the | 
uncertainties of refugee aid will make the | 
foreigners less inclined to be generous. | 
The prince may yet have trouble filling his 
begging-bowl. 
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Two Bentsens and a Dukakis: the Austin Boston axis 


The attraction of opposites 


WASHINGTON, DC 


The parallels with the 1960 elec- 
tion grow oppressively strong. 
After eight years under a popu- 
lar but sleepy old Republican 
president, America will now 
-"3ose between the vice-president and a 
inger challenger from Massachusetts, 
running with the senior senator from Texas. 
Governor Michael Dukakis has chosen Sen- 
ator Lloyd Bentsen of Texas as his candidate 
for vice-president in the hope that he will 
repeat Lyndon Johnson’s feat of carrying 
Texas for Kennedy. As with Kennedy and 
Johnson, political calculation has taken pre- 
cedence over ideology or friendship. Mr 
Bentsen is a different kind of Democrat 
from Mr Dukakis: a conservative, a hawk, a 
mild protectionist, a tax cutter and a mil- 
lionaire businessman alert to the needs of 
special interests, especially the oil industry. 
At 67, Mr Bentsen is nearly 13 years 
older than the man who would be his boss. 
He will not upstage him. Though witty in 
conversation, he is a dull public speaker. He 
was born to a south-Texas pioneer, who 
built a fortune in property (and is still going 
strong at 94). He fought as a bomber pilot in 
the war; was elected to Congress in 1948 at 
the age of 27; resigned because he wanted to 
be richer; became a millionaire in an insur- 
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ance, banking and property business built 
with a $7m loan from his father; and won a 
Senate seat by defeating Mr George Bush in 
1970 (the last occasion before this year that 
Mr Bush ran for office on his own). 

Mr Bentsen's selection makes Texas, 
with its 29 votes in the Electoral College, 
one of the main battlegrounds in the coming 
struggle. Last week Mr Bush led Mr Dukakis 
in one opinion poll there by 23 points. But 
against a Dukakis-Bentsen ticket Mr Bush 
had only a five-point lead. The Democrats 
have chosen the Texas state treasurer, Mrs 
Anne Richards, as the keynote speaker at 
their convention, further underlining their 
determination to beard Mr Bush in one of 
his own lairs. 

Mr Bentsen has been considered for the 
job twice before, once in 1976, after- he 
briefly ran for the presidency himself, and 
again in 1984, when he felt bruised by Mr 
Walter Mondale's public flirtation with him. 
Besides his Texan base, his main attraction 
is that he knows his way around Congress. 
As chairman of the Senate Finance Com- 
mittee since 1986, he has proved adept at 
winning support for bills by judicious use of 
the carrot of compromise and the stick of 
persuasion. This year alone he has managed 
what Mr Dukakis called a grand-slam home 





run, bringing bills on welfare reform, health- 
care benefits, foreign trade and plant clo- 
sures to the floor of the Senate. Mr Dukakis 
knows how much poor relations with Con- 
gress have cost Mr Reagan. 

Mr Bentsen is up for re-election this 
year, but thanks to a Texas law written in 
1959 specially for Lyndon Johnson's presi- 
dential bid, he can run for both vice-presi- 
dent and senator at the same time (were he 
to drop out of the race for the Senate, his 
Republican opponent would automatically 
take the seat). If the Democrats win rhe 
White House, Texas's Republican governor 
will fill his Senate seat before calling a spe- 
cial election to choose a successor. 

In Texas Mr Bentsen has built a legend- 
ary political organisation. This is another of 
his attractions to Mr Dukakis. Bv the end of 
March he had already amassed more money 
(nearly $6m) than any other Senate candi- 
date but one towards his re-election. But his 
ability to raise cash, especially from busi- 
ness, is a double-edged sword. He has ac- 
cepted more money from political-action 
committees than any other politician: nearly 
$1.5m by the end of March for his current 
re-election campaign. 

Mr Dukakis makes much of his claim 
never to accept such money and could well 
now be embarrassed by questions about one 
of his running-mate's fund-raising ploys. 
This was a scheme in 1987 to raise money by 
recruiting lobbyists to a "chairman's club" 
whose members would have breakfast with 
Mr Bentsen once a month in exchange for 
$10,000. When the club was publicised after 
only one breakfast, the senator apologised 
for his greed and handed back the money. 

In all but one respect, Mr Bentsen is an 
old-fashioned southern Democrat un- 
touched by the liberalism of the 1960s and 
1970s. His friendship with business, espe- 
cially the oil business (he supports an oil-im- 
port fee and tax breaks for the oil industry), 
makes him look most unlike Mr Dukakis. 
He has also favoured various measures for 
tougher retaliation against "unfair" foreign 
trading practices, 

In. foreign affairs, Mr Bentsen is no 
peacenik. He has a soft spot for the MX mis- 
sile (Mr Dukakis does not), and has consis- 
tently voted for military aid to the Nicara- 
guan contras (which Mr Dukakis has 
criticised fiercely). As chairman of the Joint 
Economic Committee in the late 1970s, he 
was an early advocate of tax cuts to boost 
jobs and thence tax revenues, a recipe 
known variously as supply-side or voodoo 
economics. To cap it all, he opposes abor- 
tion and favours school praver. 

Mr Bentsen was the most conservative 
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Less for de fen ce 


i WASHINGTON, DC- 


TT H a nod. towards the pro- 
VY curement scandal; the 1989 de- 
| fence authorisation bill, now in its fi- 
“nal stages, includes a clause that wi ill 
“help protect military whistle-blowers 
-from retribution. Defence budgets 
-are no longer the unbuttoned blow- 
_ out they were four years ago: the $300 
- billion authorised for fiscal 1989 is, in 
"real terms, 11% less than the 1985 bill 
and. 196. less than 





^ of money to be mis-spent. 
‘Hous of Representatives who met to 


¿reconcile their chambers’ different 
. bills split the difference on what they 


-«tegic Defence Initiative. The Senate 


- $3.5 billion. They agreed on $4 bil- 
lion. But Congress is bringing the 
2 Programme, literally, down to earth. 


; $330m to develop space-based inter- 
_ ceptors. The plan has been to deploy 


protect American cities from missile 


pushed far into the future), but would 
* defend military sites. The members of 


on a ground-based defence system. 
~ They authorised $350m for the devel- 
“opment of ground-based’ intercep- 


. the more visionary defensive concept 
~ of ground-based free-electron lasers. - 


fensive systems. They dodged choos- 


Senate favours) and the Midgetman 
(which the House wants) by allotting 


had asked for T for the existing 
planned single-warhead. Midgetman. 


$250m in reserve until next April for 
-the next president to spend. oni the 
missile of his choice. Vice-President 
George Bush has not committed him- 


K the current 
“authorisation. That still leaves plenty - 


The members of the ee and 


thought should be spent on the Stra- — 
"had wanted $4.6 billion, the House 


The administration had asked for 


these interceptors some time in the - 
. next ten years from a network of sat- - 
` ellites. They would not be designed to. 
attack (such thoughts have been — 
the conference committee showed. - 
. their scepticism. of all space-based - 
. schemes by cutting the allocation 


. down toa measly $85m. The adminis- | 
tration, they said, should concentrate — 


tors, and $225m for experiments into - 


They were less decisive about of- 


ing between the MX missile (which the 


*$250m to each. The administration: 
ten-warhead MX, only $200m for the 


In any event, Congress will hold. 


self, but is believed to:lean towards - 
e. MX. Governor Michael Dukakis ©» 
has said. that, in his opinion, the. 


oy. 
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holidays and elections take place. = ~ 
One bill deals with defence spendi ng 
(see box). Another is the trade bill which. — 
xon July 13th by 286 to 136. The Senate had 
. passedit a week earlier by a veto-proof 72 ?? 














man che Demécrati¢ candidate coul p 
without plain offence to the Rev Jesse Jack- 
< son—which would have risked a damaging 
fight at the convention in Atlanta, or a mass. 


desertion by Mr Jackson's troops. For the 


one exception to Mr Bentsen’s conservatism | 


is his espousal of civil rights; In 1949.he was 
one of only seven out of 105 southern mem- 
bers of the House of Representatives to 
for repeal of the poll tax, which kept b 
from registering as voters. A hotel he owne 
was the first: pid. one: in n^Houston. to Wé 
come blacks. 


his running-mate ge 
Mot contest ! t, Wi 


terviewing. 


nad the ot ie 


"He paint hey. i 


'stayed in. the limelight 


€ Rd, - speeches and by insisting that his name \ 
: . be entered for the nomination. for ities 


not seem to o kn X w when hei is beares t 


- Sam. ‘Nunn, hae enthuses for civil 


rights had in the past been too mild, and 
Senator Albert Gore, who had after all been 
beaten by Mr Jackson i in the primaries. 

et ¿Mr odd reacted coolly 
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travel around the c 
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T IS not just would- be presidents bro 
face the voters this year. For congress- + 
men, the rush is on to get legislation out of 


the way before party conventions, summe 


.. President Reagan vetoed in May but which 
. pose from its ashes this week. The House of 
Representatives voted on July 13th by 376 to — 
45 for a bill identical to the rejected mea- 


sure, except that it had lost the two. provi- 


sions that had led to the veto. One was a 


requirement that firms with 100 or more 


. employees must give them 60 days’ notice | 
when they decide to close down a factory or 
- lay off large numbers of workers. The other 


would. limit the export of petroleum prod- 


ucts refined in Alaska. A similar trade bill 

has been introduced in the Senate by Mr 
1 Lloyd Bentsen, the Texan chosen by Mr Mi- 
-chael Dukakis. as his runing-mate, It is ex- 
; pected that the Senate will pass it laterin the _ 


summer and that the president will sign it 





The-bill is needed to extend the presi ` 
dent's power to negotiate trade agreements Zo he 60 days’ “notice. And it remains to be 
on the fast track (that is, without thesusual.. - seer her i 
| procedural impediments) and is supposed to... 


bring benefits to American industries and ` 


their workers by making their -products 


more competitive in foreign trade. In reality; . 


it is a protectionist. bill, though much less so 


7 than it was. E it Were to frs two > years ob: 












tors voted for it. Tk 
_ doubt, the polls which showed that about 
i four-fifths of the Americans questioned 


timet 





Wh te House is what should. 
M armers suffering from 








ard sk -— have come to Sie 


— Yet the price for the bill's passage re- 


mains the same. The plant-closing provi- 





vriginally tacked.on to the trade bill in 
r to ease its passage, has proved much 


` more popular than. anyone imagined, and 


was passed by the House of Representatives 


votes. More strikingly, 19 Republican Se 
They. had noticed, no - 





thought it only fair.that employees be given 
to look around for another job. In a 
ampaign year these Republicans did not 








want to give the Democrats a chance to por- 
tray them as. hard. hearted about men 


throw out of work. 
. The bill has faults. It will not help em- 


plojees of small firms. Severance pay for 
sacked workers would have helped them 
more than notice. Breakir 





g the law will be 





: the employer will pay ho more than 


5 $500 plus : severance pay for every day short 








it will be. enforced. iore 


s i ct tly than similar laws already on the stat- 


oc ua of several. states, bur: honoured 


^ Of: more concern to € ongress and the 
be done for. 






more than 50 years (see box). Ironically, the 
high prices that the drought has caused will 
save the government money in subsidies 
paid to farmers; this will probably amount 
to $4 billion-6 billion, perhaps even more. 
The money will be funnelled back into the 
drought-relief programme, to ensure that 
farmers who have lost all or part of their 
crops will have at least some income. Con- 
gress, with the approval of the White House, 
is considering an aid package of about $5.5 
billion. For grain growers, this is likely to 
mean that the government will make good 
abour two-thirds of the expected revenues 
of any farmer who loses more than 35% of 
his crop, up to a maximum payment of 
$100,000. Government money is already 
paying for feed for the animals of some 
farmers. 

Because America’s agricultural problem 
has been (and remains) surpluses, not short- 

es, farmers have been encouraged to hold 

wn production to minimise costs to the 
government. At present about 51m acres of 
farmland are lying fallow. This figure is al- 
most certain to be reduced to boost produc- 
tion-in the coming year. Those with live- 
stock are likely to be given extra grazing 
rights on federal lands, help in shipping ani- 
mals to pastures, and subsidies of up to 50% 
on feed costs. 

If the weather returns to normal next 
year, America will once again have huge har- 
vests, falling prices and new surpluses. That 
happened in 1983-84. Farmers will then 
complain about low prices and clamour for 
subsidies. This, however, is an election year. 
Politicians may find it easier to say no in 


1989. 





Ex-servicemen 


A force to be 
v eckoned with 


WASHINGTON, DC 


HE next president, whether Mr George 

Bush or Mr Michael Dukakis, will have 
to find more room at his round table. On 
July 12th the Senate approved a bill to ele- 
vate the Veterans Administration, which 
runs health, education and other benefit 
programmes for ex-servicemen, from a mere 
agency of government to a fully fledged de- 
partment. As the House of Representatives 
has already approved a similar bill, this 
means that from next January the presi- 
dent's cabinet will include a veterans secre- 
tary, and the vA will be known officially as 
the Department of Veterans Affairs. 

The action—which President Reagan 
supports, despite a supposed aversion to 
"big government" —says more about Amer- 
ican politics than it does about the needs of 
ex-servicemen. Their claims to a separate de- 
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NEW YORK 


HOWERS again sprinkled America’s 

farm belt this week. Predictably, they 
were not enough to dampen farmers’ 

| fears, but the Agriculture Department 

| foresees little chance of shortages. 

| If, a big if, America gets more or less 
normal weather from now to harvest, the 
Agriculture Department expects Ameri- 
can maize (corn) production to fall by 
29% to 5.2 billion bushels. Wheat pro- 
duction is forecast to shrink by 1396, to 
1.8 billion bushels, and soyabean pro- 
duction by 13%, to 1.7 billion bushels. 
Hardest hit are pasture and grazing 
lands, which the department reckons are 
in their worst state since records began 
in 1921. 

: The pain seems unlikely to spread be 
yond the farm. The Agriculture Depart- 
ment stresses that ample stockpiles and 
international production make shortages 
unlikely. The forecast 2996 cut in the 

| «orn crop should do no more than halve 
| American stocks, leaving enough to meet 
| four months’ demand. World wheat pro- 
duction is. expected to rise by 296 from 
| 
| 

































last year. And world soyabean produc- 
tion should fall by only 396 as higher pro- 
duction in Australia offsets the decline in 
America. 

Chicago grain traders think that con- 


partment are unsupported by any hard- 
headed independent body. For example, the 
National Academy of Public Administra- 
tion issued a report in March which said, 
"There is no compelling reason why the 
VA...Should be elevated to cabinet sta- 


And vets love big government 


Dry but not hungry 
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Short of water, not food 


tinued drought will make those estimates 
much too optimistic. They have already 
pushed some grain prices above the lev- 
els at which supplies are released from 
government stockpiles (these prices are 
typically higher than world export 
prices). And speculators are praying for 
sun, even as the farmers pray for rain. 





tus." It found little evidence that such a 
change would help ex-servicemen. 

The president's own advisers were 
about to urge him to oppose the legislation 
when he came out in favour of it, apparently 
off his own bat (Mr Reagan is always ready 
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with a salute to the fighting man). Indeed, 


the Senate itself suggested its uneasiness 
about the idea when it included language in 
the bill to create a national commission to 
study cabinet-style government. 

hy then the overwhelming support in 
Congress? The answer is clout. America has 
27m ex-servicemen (including many in Con- 
gress), with more than 78m dependants. To- 
gether they amount to nearly a third of the 
country's population. They are ably repre- 
sented by a phalanx of interest groups that 
include the American,Legion, the Veterans 
of Foreign Wars and the Vietnam Veterans 
of America. These groups have close (critics 
say too close) three-way relations with the 
veterans committees in Congress and the 
VA. The effect of this triangle can be seen in 
the vA's $28 billion budget and its 240,000 
employees, a workforce that makes the 
agency the government's third in size. Only 
the Defence Department and the Postal Ser- 
vice are larger. The ex-servicemen's groups 
wanted a Department of Veterans Affairs. 
They got one. 

Perhaps the only time the groups do not 
get what they want is when they do not agree 
among themselves. During the debate over 
making the vA a cabinet-level department, 
attempts were made to allow ex-servicemen 
to appeal to outside courts when their appli- 
cations for benefits had been rejected by the 
VA. The Vietnam Veterans of America are 
strongly in favour of such a change; the 
other groups are not. The resült: an amend- 
ment adding the language to the cabinet bill 
was defeated, but an independent bill was 
approved and sent to the House. There it 
faces a questionable future, as long as it lacks 
unified backing from the ex-servicemen. 





Justice Department 


Breath of fresh 
alr 


E IS clean, he is confirmable and he is 
as unlike Edwin Meese as possible: Mr 
Dick Thornburgh, chosen by President Rea- 
gan to replace Mr Meese as attorney-gen- 
eral, has several virtues but these, for the 
moment, are the ones that count most. Asa 
tough prosecutor, Mr Thornburgh was the 
scourge of corrupt officials. As the two-term. 
governor of Pennsylvania, he won praise for 
his steady, methodical ways. He is just what 
the doctor would order for a Justice Depart- 
ment demoralised by improprieties and slap- 
dash ways, and the Senate is expected to 
confirm his appointment without rancour 
or delay. | 
"He is the first nomination of a Bush ad- 
ministration," remarked Senator Gordon 
Humphrey. The New Hampshire Republi- 
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Thornburgh lifts morale 


can was referring to speculation that Mr 
Bush had tacitly agreed that, if he wins the 
election, he would keep Mr Thornburgh on 
as attorney-general. Conservative Republi- 
cans, such as Mr Humphrey, find Mr 
Thornburgh, who used to call himself a 
"Rockefeller Republican" altogether too 
moderate for their taste; in particular, it is 
held against him that, as governor in 1981, 
he vetoed a fierce anti-abortion bill. They 
would have much preferred Mr Donald 
Hodel, the secretary of the interior, whom 
Mr Meese himself had recommended as his 
successor. 

A few conservatives are threatening to 
sit out the election if the Bush campaign 
continues to show signs of creeping modera- 
tion. Undeterred, Mr Bush has greeted Mr 
Reagan's choice of Mr Thornburgh with en- 
thusiastic and undisguised relief. 





Judges 


Battle of 
Hastings 


WASHINGTON, DC 


UDGE ALCEE HASTINGS, Florida's 
first black federal judge and a veteran 
civil-rights fighter, claims that the people 
who are trying to do him down are driven by 
racism and politics. But Representative John 
Conyers of Michigan, the chaitman of the 
House of Representatives subcommittee 
that last week voted unanimously to im- 


peach the judge, is also black. He is also 
fiercely sensitive to the injustices that mem- 
bers of minority groups can suffer under the 
law. His antennae, says the Michigan Demo- 
crat, would have let him know if Judge Has- 
tings had been the victim of any such injus- 
tice. They did not do so. 

If che Judiciary Committee, and the full 
House, agree with the subcommittee's rec- 
ommendation, the Senate will put Judge 
Hastings on trial to decide whether he has 
broken his oath and should be removed 
from office. Although judicial impeach- 
ments used to be rare, a change in the law 
has simplified the procedure and, for vari- 
ous reasons, there has been a recent rush of 
cases. The Senate removed Judge Harry 
Claiborne of Nevada from office in 1986. 
The House has just started to hear evidence 
about the wrongdoings of Judge Walter 
Nixon of Mississippi. 

Those two judges had been convict ' 
and sentenced to terms in prison befc 
Congress took up their cases. The peculiar 
aspect of the Hastings case is that the judge 
has been acquitted, not convicted. He was 
charged in 1981 with conspiring (with a law- 
yer friend, who was convicted and has 
served his sentence) to solicit bribes from 
criminal defendants who were appearing in 
his court. Two years later a jury acquitted 
him. 

After his acquittal Judge Hastings re- 
turned to the bench. Two of his colleagues, 
unhappy about this, filed a complaint. This 
started a meticulous three-year investigation 
which culminated in the 27-member Judicial 
Conference, chaired by the chief justice, 
asking Congress to consider the judge's im- 
peachment. Although the jury had decided 
that his guilt could not be established be- 
yond reasonable doubt, the Judicial Confer- 
ence concluded from its own investigation 
that there was clear and convincing evi- 
dence that Judge Hastings was guilty of 1 
bribery charge and that he had lied at nuo 
trial. This is the basis of the call for his im- 
peachment. 

The judge has much to be proud of in 
his judicial and civil-rights record. He is also 
a persuasive, outspoken self-publicist who 
revels in the good things in life, and is un- 
abashedly keen to retain the lifetime salary 
he receives as a judge. Outrageously free in 
attacking President Reagan and his men, he 
claims that the administration is out to get 
him for political reasons. He has fought 
hard all his life for the causes he believes in. 
He is remembered, for instance, for halting 
the mass deportation of Haitian refugees in 
the early 1980s. His shock troops are the 
self-titled "Antioch mafia"; a dedicated 
team of volunteer lawyers and law profes- 
sors, most of whom went to the liberal- 
minded Antioch School of Law. “The Battle 
of Hastings”, as the defendants call it, will 
not be lost without a struggle. 
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ir flight 655 over the Gulf. The 
ation hopes by this "humanitarian 
e" to undercut criticism, including 
sm. at the meeting of the United Nä 












. Bush was due to present America's case). It 
is by no means: 
shooting-dow 
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airliner, officials in- 
"circumstances. for 
vernment is to blame. 


| Red Cross). The amount is to be calculated; 


probably on insurance-based principles, by ; 


the National Security Council. It may be 
many months before the sums are done. 


~~ By doing the decent thing, the United 
States has drawn a further distinction. be 
tween itself and the Soviet Union, which de- 

- clined to pay compensation to the. families 
of the passengers in the Korean airliner it. _ 
shot down five years ago. Paying compensa ` 
tion is established practice in international 3 






misfortunes. The United Stat 
$34m from Iraq for killing American sa 
on the USS Stark. America patios compe > 
] tion for i injury to civilians Med, Hp. 































290 people who were killed | 
when the USS Vincennes shot. 


tions Security Council (where | Mr George 


idmission of guilt: the 


be taken that none of the- 
n teaches that government. 
| iat the money should be distrib- 
ed directly to the families through a third 


rty, possibly the Red Crescent (the Islamic passionate people". 


Mr lim Wright, the Speaker of the 
House of Representatives, has said that he 
expects no trouble in appropriating the 
compensation money. Maybe not, but con- 
gressmen from both parties are sounding 
dubious. Senator John McCain, a Republi- 
can from Arizona, is among those who argue 
that no compensation should be paid until 
the American hostages in Lebanon are re- 
leased. The trouble is that such a condition, 
as the undersecretary of state for political af- 
fairs, Mr. Michael Armacost, points out, 


would look all too like ransom. Mr Tony 
Coelho, the Democratic chief whip, criti- 


cises the offer as premature. And Mr Les As- 
pin, chairman of the House Armed Services 


Committee, wan ed the promise of com- 


pensation to wait until more was known. 
But so far the more that becomes. known, 


.the more inconsistent the administration’ s 
` first account of the tragedy becomes... c => 
-. Congressmen reflect the sentiments’ of 

ee people they represent, and these, ac- 


cording to an opinion poll taken two days 


| after the tragedy, hardly bear out Mr Rea- 
"a com- 
early. two-thirds: of © 
those asked said that the United States - 
«Should neither apologise to Tran nor pay 
compensation to the families of the victims. 
The incident is talked about, writes Mr .. 
Richard Cohen, a-columnist for the Wash- 
ington. Post, as if it Were a natural disaster. 
He suggests that Americans, who are mostly 
white and Christian, are not terribly upset 


gan's claim that. Americans are 
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a | Spike for short, made by Eli Lilly. 
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Peru and Bolivia, which provide abou 
ofthe coca for the world's supply of cocai 
According to the State Department's: 
„reau of International Narcotics, productio 


hardy plant. 
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Drugs 


Prevention t be 
In Peru? 


| MERICA’ S war on drugs, ranging. 

„huge seizures of marijuana and I 
sentences. for drug-dealers to Mr 
Reagan's "Just say no" campaign, has 
with alittle success. Consumption 
dropped slight! y. But the use of cocai 
its evil cousin, crack, seems to be imm 
Crack is highly. addictive and, as so 
America, comparatively cheap. Its use : 




























drug-fighters to go to the source of : sup; 
Latin America, in the Andean regio: 


is rising by 5-1096 a year. 

The coca bush, whose leaves, ground 
into a paste, are the basis of cocaine, | 
Spending $15m to s 
labourers armed with machetes into the 
per Huallanga area of Peru, the chief sot 
proved fruitless. For one thing, the n 
were frightened off by the Shining. P 
guerrillas; for another, hacking coca pla 
down proved not to kill them (indeed; the 
flourished. under this form of pruning) 
operation from farmers could hardly be 
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banks for foreign loans. In April Mr Ed 
Meese, as head of the Department of Justic 





campaign against coca, this time from tł 
air. The idea was to spray the plants wit 
powerful herbicide called. tebuthuri 
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breath. The makers of dar have dec 
not to sell the herbicide to the governm 
They are cagey about the reasons, sa’ 
they fear attacks on their Latin Americ; 
factories and employees. But it is suspecti 
that they fear suits for damages even mor 
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a threat to the national interest. 

Unlike King Canute, who pointed out 
that he could not hold back the tides, the 
administration seems to imagine that it can 
hold back the flood of drugs in the countries 
that produce them (with some exceptions, 
such as Afghanistan) when the real cure is to 
cut demand for these drugs in America. Re- 
publicans in the House of Representatives 
recognised this when, a couple of months 
ago, they put forward a proposal which, 
among other things, included new sanctions 
against drug takers. One idea was that takers 
of forbidden substances should lose their eli- 
gibility for a:number of federal privileges: 
student loans and grants, subsidised hous- 
ing, licences to drive lorries or to pilot air- 
craft and so on. This proposal was rejected 
by a House committee as ineffective and too 
hard on the poor. But it was a sign that sup- 
ply-side solutions are beginning to come 
into fashion. 





Teamsters 
A devil's pact? 


WASHINGTON, DC 


HE death last weekend of Mr Jackie 

Presser, president of the International 
Brotherhood of Teamsters, Chauffeurs, 
Warehousemen and Helpers (America's big- 
gest trade union), changes nothing in the 
huge civil suit brought against the union by 
the Justice Department on June 28th, be- 
yond. reducing the number of defendants 


E from 44 to 43. Seventeen of these are the 
* union's board members. The other 26 are 


zw 


SR S 


alleged leaders of the Cosa Nostra, or Mafia, 


- ormob, to which, the department contends, 


the union is linked by a ""devil's pact”. 
Whether or not there is a pact, a com- 
plex of relations has long existed between 
the mob and the self-perpetuating group of 
strong, rich, self-made men who run the 
union. The Justice Department believes that 
a president could not, practically speaking, 
be chosen without the approval of the mob. 
It has been hammering away at features of 
the relationship. for roughly 30 years by 
means of individual prosecutions. It has ob- 
tained hundreds of convictions, which have 
changed nothing. 
An attempt to get a criminal conviction 
of the reputed New York mob leader, Mr 
Anthony ("Fat Tony") Salerno, for conspir- 
ing to rig the Teamsters' past two presiden- 
tial elections failed in May. Now, using civil- 
law procedure with its less difficult rules of 
evidence, the department is trying to break 
the relationship by institutional means. It 
seeks to have the alleged mob leaders for- 
‘mally barred from union affairs, and the 
union's governing board replaced by a fed- 
eral administrator. 
Thus a new leadership, owing nothing 
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to the mob, would be installed through 
clean elections, and a fresh start could be 
made. Changes in the law introduced in 
1970, but not previously made use of on 
such a scale, make it possible to assault the 
union as an institution through a civil pro- 
ceeding that would make it a ward of the 
government until it was declared to be 
cleansed. 

The plan has charm. Its chances of be- 
ing enacted in reality depend, however, not 
only on the judgment of the courts, but also 
on the constancy of the Justice Department 
in pursuing this course of action over a long- 
ish period. A federal judge in New York has 
already administered a preliminary setback 
to the prosecutors by refusing the temporary 
injunction they sought to. put a trustee in 
charge of the union headquarters while the 
case proceeded. He has also set a day for the 
trial to start: February 27 1989. This is a use- 
ful reminder that the case will be mainly 
fought not by the Reagan administration 
but by its successor. 

Despite the inevitable counter-charges 
from the Teamsters’ camp, the impulse in 
the Justice Department that led to the suit 
being brought does not seem to have been 
political, but mainly the work of legal profes- 
sionals. War has been waged on the Team- 
sters over the past 30 years by Democratic 
and Republican administrations alike. Mr 
Presser loudly supported President Reagan 
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The government wants to ride shotgun 


Meese, now the outgoing attorney-general, 
played a part in winning that support, and 
so left departmental decisions concerning 
the Teamsters to others. Mr Reagan, too, 
seems not to have intervened. 

The case looks like becoming more and 
more a bone of political contention. Most 
politicians like to make it clear now and 
then that they disapprove of organised 
crime. Yet the idea of righting the affairs of 
trade unions by bringing them under gov- 
ernment management alarms plenty of peo- 


ple who are not friends of the Mafia. When 


in the elections of 1980 and 1984. Mr Edwin 





the Justice Department began to talk of tak- 
ing its present action, a new organisation— 
Americans Against Government Control of 
Unions—was formed. It was able to collect a 
widé range of signatures for newspaper ad- 
vertisements on July 4th denouncing the ac- 
tion as an attack on the constitution. 

The Teamsters' union itself has started 
to draw closer to the rest of organised la- 
bour. Last year it was readmitted to the AFL- 
CIO, the umbrella union organisation. (It 
had been expelled in 1957 for insisting on 
making James Hoffa president.) The AFL-CIO 
is now opposing the government's attack on 
the Teamsters. 

As time goes by and the trial drags on, 
the attractions of some less drastic course 
than that now being proposed may well gain 
strength. When misrule in the United 
Mineworkers' Union became scandalous in 
1972, the Labour Department sent 1,000 or 
so of its civil servants out around the cou> 
try to supervise the election of new office 
Rather more would be needed to pur the 
Teamsters’ house in order. Their constitu- 
tion would need to be changed for them. 

A. dissident Teamsters group, Team- 
sters for a Democratic Union, which dog- 
gedly goes on meeting and stating its views 
without ever getting a chance of union 
representation, regularly urges that the cen- 
tral necessary change in the present union is 
to introduce direct election of the president 
and board by the union membership. 


- 


(These officers are now elected, formally 
speaking, by the convention, an assembly 
chiefly of the local officials.) The dissident 
group contends that the law of 1970 under 
which the court is being asked to install a 
government administrator could equally be 
used to order the reform of the election sys- 
tem. If this were done, and the rank and file 
chose officers who were too friendly with 
the Mafia, a new problem would arise. But it 
has not yet been tried in the Brotherhood of 
Teamsters. 
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INTERNATIONAL 


Last hurrah in Mexico 


FROM OUR MEXICO CORRESPONDENT 


HE man who is going to be Mexico's 
next president, Mr Carlos Salinas de 
Gortari, had said he wanted a "believable" 
majority, not a record one. Both eluded him. 
It took a full week after Mexicans voted in 
their presidential and congressional elec- 
tions on July 6th to finish the offic! count. 
The procrastination convinced many Mexi- 
ins that technicians were busy punching 
new numbers into the election commission 's 
computers. 

Returns released by the commission's 
government-appointed staff credited Mr Sa- 
linas’s Institutional Revolutionary party 
(PRI) with 50% of the vote. In the 1982 presi- 
dential election it had claimed 6896. The 
real erosion of its support has probably been 
much greater, even if in truth it probably 
did emerge as the biggest party, albeit with- 
out a clear majority. A few party officials 
reckon it lost to the leftist coalition led by a 
PRI defector, Mr Cuauhtemoc Cardenas; 
other estimates put it in the lead, but with 
45% or less. | 

Whatever the true result, Mexican poli- 
tics will never be quite the same again. The 
voting showed that, after 59 years in power, 
the PRI is losing its hold on its core constit- 
uencies. Powerful labour groups switched to 
Mr Cardenas. So did millions of bureaucrats 

id poor farmers. In the Mexico City area, 
wnere 2m PRL-affiliated government employ- 
ees live, the ruling party had to struggle to 
avoid coming third, behind the conservative 
National Action party. In the industrialised 
northern border belt the National Action 
party consolidated its half of what has be- 
come a virtual two-party system in that re- 
gion. Farther south it swept most of Guada- 
lajara, Mexico's second largest city. 

Mr Cardenas exploited the delay in an- 
nouncing the official results by claiming vic- 
tory. His coalition's four parties said that 
their own count of 842m of the 18m votes 
cast gave their man 38%, to Mr Salinas's 
3696. However, the Cardenas sample was 
weighted towards regions where his support- 
ers had organisational strength. The elec- 
tion commission gave Mr Cardenas 3196 
and Mr Manuel Clouthier, the National Ac- 
tion party's candidate, 1796. Mr Salinas got 
9. 6m votes, fewer than half the 20m the pri 
chairman had promised him. To the public, 
meanwhile, each day's delay made the Car- 
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denas victory claim seem more credible. 

Mr Salinas's aides say that the delay was 
due in part to the difficulty of persuading 
old-line pri candidates that they must accept 
losses. Under the presidential candidate's 
prodding, the ruling party conceded defeat 
in 51 of the 300 congressional districts. It 
was probably beaten in at least 20 more. In 
the 1982 election it had acknowledged de- 
feat in only one district. Even more signifi- 
cantly it is, for the first time, recognising sev- 
eral state-wide defeats in the presidential 
and senate contests. 

In Guerrero and Veracruz, two states 
with PRI governors who are close to Mr Sali- 
nas, the original admissions of Cardenas vic- 
tories were apparently reversed by late, sus- 
piciously lopsided returns from rural areas. 
Ballot-fiddling may also have kept some key 
northern districts in the’ ruling party's 
hands. Convincingly documented incidents 
of forgery, intimidation, ballot-box theft 
and multiple voting have led some stern crit- 
ics to call this election "the most fraudulent 
in Mexican history.” 

In most places, however, election day 
looked fairly clean by Mexican standards, 
with opposition pollwatchers registering rel- 
atively few complaints. By the official fig- 
ures, less than half of the 38m registered vot- 





ers cast ballots. Mr Salinas's aides point to — 
this as evidence of the PRI's restraint. Its past 
victories, they concede, including Mr Mi- 
guel de la Madrid's 1982 triumph, were in- — 
flated by phony turnouts. This time, too, Mr 
Fidel Velazquez, the PRI labour patriarch, 
complained that the party ought not to ac- 
knowledge any defeats at all. But in private — 
Mr Salinas's aides had already acknowl 
edged victories for Mr Cardenas in Mexico - 
City, in the surrounding state, and in at | 
least three other states that had long been — 
PRI strongholds. On the day after the elec- — 
tion Mr Salinas said that the results spelt 
"the end of what has been practically a sin- - 
gle-party regime". t 
Back in 1929 the pri was founded asa — 
state election apparatus. lt became an um- 
brella for various rival factions, peasant and. 
labour groups and military and business - 
cliques. President Lazaro Cardenas's 1934- | 
40 administration solidified this structure. ' 
Now, in one of those historical ironies that - 
Mexicans relish, his son Cuauhtemoc has — 
helped to destroy it. Ps 
The party's three core "sectors" failed — 
to rally the troops for this election. Between - 
them, its peasant, labour and governments — 
employee organisations claim a membership - 
of 30m, three times the total vote shown for 
Mr Salinas in the government's preliminary — 
count. The National Confederation of Pop- : 
ular Organisations, an amalgam of bureau- | 
crats, shopkeepers and professionals, claims — | 
6m members, yet failed to deliver Mexico — 
City. The National Farmers’ Confederation - 
said it would produce 10m-12m votes for Mr — 
Salinas, yet the rural turnout was low, and 













Cuauhtemoc broke the house his father built 






























































arm districts throughout the ruling party’ : 
ormer heartland went to Mr Cardenas. Mr 
azquezs Mexican Labour Confedera- 
ion, which claims 14m members, could not 
prevent the mass defections revealed by the 
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on and other industrial areas. 

= Most of the labour bosses who sought 
tion to Congress were defeated. This 
ggests that the election was cleaner than 
opposition contends. It could also give 
alinas a freer hand in his drive for 
atishtion. But the split in union alliances 
d portend án end t to a system. in diss 
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g Cardenas vote in the Gulf coast oil re- 
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. party: took its revolutionary past i 
«had to keep its distance from the e iserv = 


s for a tougher line on the: foreign 
debt—the one area where the government 
could regain ideological ground from the left 
while aiding economic growth. Mr Salinas's 
entourage said that the Cardenas vote was a 
demand for more jobs and higher real wages 
that he intended to heed, but that the new 


president's first job would be to repair the . 


damage to his own party. 

Mr Salinas has promised to democratise 
the pri. This would require the party to re- 
linquish its hold on the public resources it 


used so lavishly throughout Mr Salinass _ 
campaign, as well as its control of the state 


election machinery and its ingrained habit 


of paying lavish: bribes to journalists. A 


party that has just suffered its biggest shock 
in more than half a century will find those 


| things painfully tard to do. 





T squeezes regimes. it dislikes in Panama and 


Nicaragua. The foreign ministers have little 


sympathy for those regimes, but said they 


would in future prefer more negotiation be 


É fore sanctions are applied. | | 
It is-much the same with the. big e eco- 
nomic worries. Rich-country bankers insist 


America ` must find its. own way 
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Gottari, Mexico's putative new president is 
an unfrightening tenorar Even Mr Fidel z 








days. Having f ! political t ptis- 
oners, Cuba may soon be judged respectable 
enough to come back into the Organisation 
of American States. 

Talking nicely to one’s neighbours is 
easier than increasing the volume of trade 
with them. Most Latin Ameri icans do more 
S oer (see the chart bel und despite erode 
gious efforts to shift the balance. Since the 
1950s the Inter-American Development 
Bank and the United Nations Economic 
Commission for Latin America have been 
labouring to promote intra-regional trade. 
In 1960 the 11 biggest Latin nations formed 
the Latin America Free Trade Association, 








and the five tiny Central American states set 


upa common market of their own. > >. 

Efforts like these have elie a some 
früit. In 1961-63 Latin American countries... - 
sold 8.496 of their exports to each other. P 
1977-79 that had almost doubled. But | 


.. 1983-85 the proportion had fallen back to 
11.46, and the region's various common 







ollars were used 
örring from the 


markets collapsed: Scare 
up. servicing debts, not im 


- The dollar ree still pinches, but 


some Latins are looking for ways round it, 
“such as barter deals instead of ordinary buy- 
 ingand selling. If all goes well there will soon 
- be elections fora Central American regional 
‘parliament, and there are plans to revive the 


Central Ametican common market. One 
idea is that members will pay for. trade 


. àmong themselves in units called Central 
| American Import Rights. 


. Two decades ago, Latin America’s econ- 
omists dreamt of integrating the whole con- 


~ tinent. This time they have smaller, more re- 


alistic plans. There have been many bilateral 


. trade agreements. A potentially important 

“one is between Brazil and Argentina, an- 

~ cient rivals whose economies are in so: 
ways. complementary.» Under it, 
should get cheap Argentinian wheat, Argen- 
_tina cheap Brazilian manufactures. The two 


Braces: 


countries have agreed to swap ideas on nu- 


^d | ar technology, »nda are develo oping a small 
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passenger aircraft together. The snag is that 
Brazil has a much larger and more diverse 
economy. Argentina has already worked up 
a deficit of $400m which it cannot afford. 
Latin integration has its limits. The 
banker’s nightmare of a Latin American 
debtors’ cartel has never materialised. Mex- 
ico values its trade with its rich northern 
neighbour above its trade with the poor 
south. Borders still cause quarrels: last Au- 
gust Colombia and Venezuela nearly came 
to blows when the Venezuelans claimed 
their territorial waters had been violated. 
But the growing spirit of co-operation could 
play a small part in reducing such tensions 
in the future. That is in everybody's interest. 





Nicaragua 


Curiouser, 
.Uriouser 


HE Sandinists have just proved them- 

selves the contras' best allies. On July 
llth the government in Nicaragua shut 
down the opposition newspaper La Prensa 
for 15 days, ordered the critical Radio 
Catolica to suspend broadcasting indefi- 
nitely, arrested the leader of che opposition 
Conservative party, and expelled the 
United States ambassador in Nicaragua 
along with seven members of his staff. 

Nothing could have been better calcu- 
lated to revive the fortunes of the contra 
rebels. President Reagan retaliated the next 
day by expelling eight Nicaraguan diplomats 
from Washington. There were rumours that 
he might ask Congress to reconsider its re- 
fusal last February to renew military aid for 
the contras. At least some of the congress- 
men who had opposed that request, on the 

round that the Sandinists were growing 
yore tolerant of domestic critics, now feel 
betrayed. As the November election draws 
closer, fewer American politicians will care 
to defend a government that has apparently 
reaffirmed the worst aspects of its Marxist- 
Leninist ideology. 

After the signing of the peace plan pro- 
posed by President Oscar Arias of Costa 
Rica, the Sandinists had indeed shown 
greater tolerance of dissent. Opposition ral- 
lies have become common; La Prensa and 
Radio Catolica, which were closed in 1986, 
started up again last September. Despite 
years of swearing never to negotiate with the 
contras, the Sandinist leaders swallowed 
their pride. The ceasefire talks broke down 
on June 9th, but fighting has not begun 
again in earnest  Disunited, and 
demoralised by the loss of American aid, the 
contras were beginning to wither on the 
vine. So why have the Sandinists taken a 
step that could revive them? 

The Sandinists accuse the American 
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FROM OUR ARGENTINA CORRESPONDENT 


RGENTINA’S tender new democ- 

racy will offer voters a clear choice 
next year, when they come to choose a 
successor to President Raul Alfonsin. On 
July 3rd the president's party, the Radi- 
cal Civic Union, elected Mr Eduardo 
Angeloz to be its candidate. Mr Angeloz 
promises that, as president, he would 
keep on paying the interest on his coun- 
try's debt. Six days later the opposition 
Peronist party chose Mr Carlos Menem 
to stand against him. He is more liable to 
go for a moratorium. 

Mr Menen, the first Peronist candi- 
date to be elected by a vote of all party 
members, is also a symbol of the party's 
autocratic tradition. His defeated oppo- 
nent, Mr Antonio Cafiero, had cam- 
paigned for "democratic" Peronism. But 
Mr Menem's unabashed defence of tradi- 
tional Peronism won powerful support 
from the right-wing labour barons within 
the party, who show little love of demo- 
cratic rules in the way they run the 
unions. Only 1.7m out of the 4.1m mem- 
bers the party claims bothered to vote, 
but over 5396 of those who did backed 
Mr Menem. The rank and file, it seems, 
is comfortable without democracy. 

Mr Cafiero is president of his party 
and governor of the province of Buenos 
Aires. Mr Menem, the governor of the 
poor province of La Rioja, posed as the 
provincial underdog. He is a colourful 
caudillo, with unfashionable long hair 
and sideburns as extravagant as the bud- 
get deficits he has inflicted upon his 
province. If elected, he says, he will ap- 
point a general as defence minister. Pessi- 
mists fear that an army officer might also 
be put at the head of the police. 

Also promised by Mr Menem is a law 
of “national pacification"—the same 
phrase used by army officers in their de- 











ambassador, Mr Richard Melton, of inter- 
vening in the country's internal affairs. The 
day before his expulsion the police had bro- 
ken up a tally’ of some 2,000 people in the 
town of Nandaime with tear-gas and trun- 
cheons, and had arrested about 40 demon- 
strators. Two American diplomats had at- 
tended the. rally. The Sandinists later 
blamed them for stirring up the trouble, and 
attacked Radio Catolica for denouncing po- 
lice “butchery”. 

Mr Melton arrived in Nicaragua only 
two. months ago. But the Sandinists speak 
darkly of a "Melton plan", designed to com- 
pensate for the contras' reverses by goading 
Nicaragua's unarmed opposition into 
bolder attacks on the government. The plot 








ghost of Peron, with sideburns | 


mands for public vindication of their ^ 
conduct during the civil (“dirty”) war of 
the 1970s. The economics ministry could 
go to a businessman, but he would make 
policy in classic corporatist style: by ne- 
gotiating a "social pact" with the leaders 
of unions, business and other influential 
groups, and then forcing it on the rest of 
the country. 

The Radicals are united against this 
prospect. But Mr Angeloz carries the 
burden of his party's humiliations in gov- 
ernment. President Alfonsin has been 
forced by the army to restrict the pros- 
ecution of officers who committed 
crimes during the civil war, and by the 
unions to keep on bailing out loss-mak- 










ing state monopolies. Inflation still || — 





stands at around 20% a month. Mr 
Angeloz is trying to convince his coun- 
trymen that he is tougher. He has pro- 
posed social-security reforms that would 
do away with the corrupt “social work" 
funds which the unions control. He re- 
sists populism. But, if the opinion polls 
are anything to go by, old-fashioned pop- 
ulism is what Argentines want. 













supposedly includes La Prensa 5 editor, Mrs 


Violeta Chamorro, whom the pro-Sandinist 


press has accused of being on the American _ 


embassy's payroll. 


The Sandinists also say that the recent 


visit to the region by Mr George Shultz, the 















Ju 


American secretary of state, was aimed at _ 






















uniting their neighbours against them be ~ 


fore a forthcoming summit of Central 


American presidents. Well, it’s a theory. But — 
un 


the United States has spent several years try- 
ing to win friends for its policy in Central 
America, to little avail. Nicaragua's sudden 
lurch back to repression is likely to do a far 
better job of that than anything the genial 
Mr Shultz had to say. 
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North Africa 


Sweet unity 


VER one to pass up a good photo- 
opportunity, Colonel Moammar 
‘Qaddafi clambered aboard a bulldozer and 
ersonally demolished a Libyan police post 
on his country’s frontier with Tunisia. He 
anted to show his enthusiasm for the new 
movement towards North African unity. 
Others have taken the developments more 
calmly. But the whole Maghreb region 
stands to benefit from a recent series of rap- 
prochements between five states—Algeria, 
ibya, Mauritania, Morocco and Tunisia— 
which had been kept apart by various quar- 
rels, not all of Colonel Qaddafr's making. 

In Algiers on July 13th officials held a 
meeting of the committee the five had 
agreed | to form when their leaders got to- 
gether in the same city during last month's 
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EN the Americans would not sell 
him all the weapons he wanted, 
King Fahd of Saudi Arabia took his shop- 
ping bag to Britain. The British have 
fewer pro-Israeli voices in their govern- 
ment and, it seems, fewer qualms about 
the uses to which the king might put his 
new arsenal. The gargantuan Anglo-Saudi 
arms deal announced on July 8th could be 
worth at least $8 billion to Britain, even 
allowing for slippages between announce- 
ment and consummation. In return the 
Saudis will probably get 48 Tornado jets 
to add to the 72 they had already ordered, 
plus a fleet of helicopters and training air- 
craft and one or two new air bases. 

Until now the Americans have been 
Saudi Arabia's main armourer. They have 
sold the Saudis some of the world's most 
advanced aerial weapons, including F-15 
interceptors and AWACS radar aircraft. 
But Israel's friends in the American Con- 
gress routinely ensure that Saudi Arabia 
receives less than it asks for and less than 
the United States would otherwise hap- 
pily sell it. The weapons that are delivered 
tend to come with a bundle of strings at- 
tached: for example, the Saudis cannot fly 
their AWACS outside Saudi airspace with- 
out American permission, and they are 
not allowed to keep their F-15s at the 
Tabuk air base near Israel. 

The British arms deal is not the first 
sign King Fahd has given of his irritation 
at such things. In March the Saudis ig- 
nored an American appeal to reconsider 
their secret purchase of Chinese medium- 
range missiles capable of carrying conven- 
tional or (if the Saudis had them) nuclear 
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A region in his grasp 


The Tornados in the desert 


and chemical warheads throughout the 
Middle East. The Americans may soon 
lose another Gulf customer if Congress 
tries to modify a current Kuwaiti request 
to buy American F-18 fighters with Maver- 
ick air-to-surface missiles. 

The Saudis have a good case for being 
nervous. They live in a _ tough 
neighbourhood, and own the world's larg- 
est oil reserves. Their country is in sheer 
sprawl as big as Western Europe minus 
Scandinavia, but has only about 7m Sau- 
dis living in it. To the east of Saudi Arabia 
the revolutionary regime in Iran, with a 
population of 50m people, has been call- 
ing for the overthrow of the Saudi ruling 
family for the past year. To its north Iraq, 
if it survives the Gulf war, has a large army 
and a modern air force and could revert to 
its previous role as regional bully. 


A fiving bns with resonance 








Arab summit conference there. The com- 
mittee is drafting proposals for discussion at 
a Maghreb summit in November. 

Colonel Qaddafi is calling for complete 
regional unification. Nobody else takes that 
seriously. But all the governments see a prac- 
tical need for co-operation. The oil-produc- 
ing states' economies are in trouble and the 
others are even poorer. All five could bene- 
fit from collaboration. The only people 
likely to lose from this activity will be the 
Polisario guerrillas who have until now re- 
lied on Algerian help in their struggle to 
wrest Western Sahara from Morocco's grip. 

Morocco's King Hassan and Algeria's 
President Chadli Benjedid first got warily to- 
gether last year, to discuss ways of beating a 
plague of locusts. In May, however, they an- 
nounced that they would be restoring diplo- 
matic relations, and in June King Hassan 
steamed grandly into Algiers harbour for 
those Arab talks on the Palestinian uprisini 
in the West Bank and Gaza. Falling oi 


Arabia as just a nervous mouse. Mr Yossi 
Ben-Aharon, director-general of the 
prime minister's office, complained that 
the Tornados and the helicopters could 
give Saudi Arabia a "long arm" with 
which to strike at Israel in some future 
war. It was Mr Ben-Aharon who hinted in 
March that Saudi Arabia's new Chinese 
missiles could be the targets of an Israeli 
pre-emptive strike, like the one Israel 
made on Iraq's nuclear reactor in 1981. Is- 
raeli officials bitterly contrast Britain's ea- 
gerness to arm Saudi Arabia with the 
arms embargo it has maintained against 
Israel since Israel's invasion of Lebanon 
six years ago. . 

Mr Yitzhak Rabin, the defence minis- 
ter, is less ruffled. He thinks that the Sau- 
dis are moved mainly by their fear of Iran, 
and that Israel's excellent air force, now 
being reinforced by more F-15s, can meet 
any Saudi threat. Mr Ezer Weizmann, a 
cabinet dove and former head of Israel's 
air force, disparaged the super-sophisti- 
cated Tornado as “a flying piano”. 

Few Israelis think a big war with their 
neighbours is imminent. But the country's 
generals worry about a sudden Syrian 

"smash and grab" attack to recapture part 
or all of the Golan Heights, and about an 
apparently remorseless increase in the mil- 
itary strength of the Arab world. When 
the Gulf war ends, Iraq will have a large, 
battle-hardened army and air force to 
throw into the fray if there was another 
war with Israel. Saudi Arabia's cautious 
leaders would not relish the thought of be- 
ing sucked into the fighting. But they 
might find it hard, having paid so much 
for a lavish arsenal, to sit on the sidelines 
and do nothing. 
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The Israelis, however, do not see Saudi 
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prices have helped to bring the two coun- 
tries closer: oil-producing Algeria, short of 
food and of light manufactures, might ob- 
tain both from Morocco in exchange for the 
products of its own heavy industry. 

Economic pressures have also pushed 
Libya and Tunisia together. Libya is falling 
to pieces for lack of spare parts, and its peo- 
ple are increasingly angry about the empti- 
ness of its shops. They were deprived of ac- 
Cess to better-stocked Tunisia in 1985, when 
the border was closed after Tunisia expelled 
Libyan diplomats for sending letter bombs 
to Tunisian journalists. The Libyans sent 
30,000 Tunisian workers home. 

Since May, when the frontier was fully 
reopened, the Tunisians have had a plague 
of what they call "green locusts"—Libyans 
who arrive in cars with green number plates, 
buy everything in the shops and go home 
again; but this is a profitable plague. Tuni- 
sian workers are beginning to return to 
Libya, and the two governments are now 


talking about co-operating in oil exploration 
and in éonstruction projects inside Libya 
that would use Tunisian labour. 

Algeria has less to gain from a flirtation 
with Libya, although President Chadli 
would rather have his unpredictable neigh- 
bour as a friend than as an enemy. "If we 
isolate it," he said earlier this year, "we leave 
Libya to have an alliance with the devil." 

He has rebuffed Colonel Qaddafi’s pro- 
posals for union between the two coun- 
tries—recalling, no doubt, the colonel's un- 
broken record of futility in half a dozen 
previous bids to unite Libya with other 
countries, ranging from Morocco to Syria. 
The. Algerians and Libyans have agreed to 
promote free trade and free movement of la- 
bour, and to hold a referendum in Septem- 
ber on some kind of federation. But the Al- 
gerians do not want links with Libya to 
obstruct a more co-operative relationship 
among all the Maghreb states—which, any- 
way, seems a more realistic proposition. 





Uganda 


FROM OUR EAST AFRICA CORRESPONDENT 


S HIS battle against Uganda's rebels pe- 
ters out in exhausted semi-victory, 
President Yoweri Museveni faces a tougher 
fight with his economy. Uganda is almost at 
peace, after the civil strife that has plagued it 
since Mr Museveni and his army threw out 
the Obote dictatorship in 1986. Economic 
chaos has gone on for much longer. The 
president began his new campaign by an- 
nouncing, on July Ist, the latest of the coun- 
try 's huge devaluations. 
Most of the now more or less beaten 
rebels came from the country's northern 
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The hardest part for Museveni is still ahead 


- The battle of the banana-bunch 


KAMPALA 


peoples; ex-President Milton Obote was a 
northerner. Their insurgency gained new 
impetus when Mr Museveni's National Re- 
sistance Army, made up mostly of southern- 
ers, went on the rampage in the north in late 
1986. Some NRA soldiers have since been 
court-martialled and executed. The rest be- 
have better now. 

The main rebel group calls itself the 
Uganda People's Democratic Army, and 
claims to have 5,000 fighting men. It signed 
a peace agreement with the government in 
June; both sides agreed to blame the trouble 








on opportunist politicians in London, 
manipulated by Mr Obote. The former 
rebels, save those accused of atrocities, may 
go quietly home or join the NRA—which is 
already much larger than the government 
can easily afford. The Uganda People's 
Army, a vague collection of dissidents 
vaguely led by a former defence minister, 
may soon give up too. 

In mid-June, to show sincerity, Mr 
Museveni released 1,700 prisoners—mostly 
northerners—who had been held without 
charge. But some of the rebels are still in the 
field. So are fighters of the Holy Spirit move- 
ment, who believe that God, or maybe a 
coating of grease on the body, makes them 
invulnerable to bullets. The Karamajong 
people have always raided for cattle from 
their desert ranges in the far north-east. 
They go farther now that Kalashnikov rifles 
are not much dearer than spears. The gen- 
eral mayhem has left thousands homeles: 
and some of it will continue. 

The economic battle could be harder. 
Mr Museveni took office in a country of gut- 
ted buildings, potholed roads, silent fac- 
tories and barren farms. His government did 
everything wrong. lt carried on its predeces- 
sors' habit of meeting public expenditure by 
ordering banknotes from England; and 
then, as the currency lost value, decreed a 
stiff revaluation. Only the black market 
brought in what people needed. 

In May 1987 Mr Museveni undid some 
of the damage of his previous revaluation. 
He devalued by 7796 and promised to con- 
trol publie spending. But the aid donors did 
not believe him and would not pay out the 
$300m they had lined up in support. So the 


government ordered more planeloads of 


banknotes, inflation rampaged off again, 
and the market exchange raté rose to seven 
times the rate—60 shillings to the dollar— 
that the government had decreed. 

Officially, inflation is spinning along 
200%. For several years a thigh-high bun... 
of bananas, the staple food in the south of 
the country, has cost more than a Ugan- 
dan's minimum monthly wage. To survive, 
public servants must therefore decide either 
to take bribes or to stay at home and grow 
their families’ food. 

This month’s devaluation decrees that 
150 shillings are worth a dollar, whatever 
the market says. Civil servants’ salaries have 
been raised. The lull in the fighting should 
reduce spending on the army, the biggest 
single claim on the public purse. But to get 
Uganda going Mr Museveni needs to get 
coffee, its only export, flowing out again. 


Correction: Our profile of Cairo (July 2nd) stated 
that Egypt had benefited from $4 billion of Ameri- 


can aid over the past decade. All of this $4 billion 
was earmarked for Cairo; Egypt as a whole has re- 
ceived about $12 billion. Sorry, America. 
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EUROPE 


A tongue-twister for 1992 


Where is Cardinal ay Sheps Ma ogy maa ust when Europe needs him? The 


cardinal, it is said 


, coul 


50 languages, understand another 20 and 


S 
translate 114. He died in T849. A pity. He was so ready for 1992 


F THE cardinal was ready, today’s Europe 
is not. How can the EEC create a single 
market of 320m people when so many of 
them need a bilingual dictionary tO ex- 
change greetings? Optimists in Brussels say 
good Europeans must learn to speak each 
other's languages. Easier said (in any lan- 
guage) than done. Europe's languages 
and the cultures they represent are the 
Community's greatest asset. They are 
also its greatest barrier. 

They help to explain why so few 
EEC citizens use their freedom to live 
or work elsewhere in the Commu- 
nity. Only in Luxembourg, Belgium 
and Ireland are residents from other 
EEC countries over 396 of the popula- 
tion (see chart on next page). The 
lrish figure is high because of the 
number of residents holding British 
passports: no language problem there. 
Luxembourg and Belgium have lots of 
multilingual Eurocrats, and still more 
Italians, Spaniards, Portuguese and 
Greeks who migrated long ago in search 
of work; those hungry migrants did not 

ind which language they had to speak to 

arn a living. Rich folk are fussier. Fewer 
than 2,000 of the EEc's 600,000 doctors 
change countries each year, although their 
qualifications are valid across the 
Community. 

The EEC bureaucracy gets past the bar- 
rier of its nine official languages by spending 
money—lots of it. A third of the Communi- 
ty s administration budget goes to pay for 
translation and interpretation. One Euro- 
crat in three is occupied full-time in chang- 
ing one language into another. 

Might technology help? Computers can 
now translate. The question is how to get 
them to translate better. The European 
Commission is developing two kinds of ma- 
chine translation: Systran (for the major lan- 
guage pairs, such as English to French); and 
the more advanced Eurotra, which by the 
mid-1990s should be able to translate any 
EEC language into any other (Danish to Por- 
tuguese, for example). 

But even clever machines get tripped up 


nis ^ np." Š 


THE ECONOMIST JULY 16 1988 


; p 
eT. oe 1 Fr eis 
en nal 















oer heer 


Linguistissimo before his time 


by the word order in long German sen- 
tences. Translators smarten up the comput- 
er's prose at a rate of about four pages an 
hour. Without the computer, they can 
translate only one page an hour. Costs are 
reduced by at least half, and much. more 
than that when users are willing to accept 
the graceless but adequate raw translation. 


One day computers will translate prop- . 


erly. One much more distant day some 
clever person (a clever Japanese?) will perfect 
the instant electronic interpreter. Until 
then Europeans must indeed learn each oth- 
er's languages: but not quite as their fathers 
did. Teachers have had electronic aids for 
many years. Now they have a new theory 
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too. Brace yourself, Académie Francaise: 
teachers are being encouraged to pursue flu- — 
ency before accuracy. Getting the point — 
across, it is now said, is what matters. The 
teacher, says this theory of the ' sympathetic - 
native speaker", should not ask,''Is what my - 
student is saying grammatically correct?" 
but, "Would a sympathetic native speaker 
understand it?" 

In most EEC countries, students’ fi 
choice of a foreign language is English. TadB 
in Belgium the Flemings study French and — 
the Walloons study Dutch, with English 
coming third in both cases. In Luxembourg 
students learn German and French first; in 
Portugal French comes first, though English 
is gaining. But elsewhere English leads; in 
Denmark and Holland it is compulsory. 

The French, naturally, are not happy — 
about all this. In the early days of the 
Community, the idea of Europe car- 
ried—for them at least—the implica- 
tion of the primacy of French culture 
and language. And French was, in - 

practice, the lingua franca of the | 
Eurocracy. No longer. French may | 
have clarity and Descartes, but En- 
glish has bankers, data-processors, 
scientists, rock stars and air-traffic 
controllers. And, increasingly, En- — 
glish has the French themselves: some 
80% of French secondary students — 
study it. But the fight for French is not 
over. In the EEC, attempts to encour- - 
age language studies now include the 
suggestion that each student become — 
fluent in two foreign languages. This is 
code for studying French as well as En- 
glish. 

Where are the Germans and the Span- 
iards in all this? Studying English. German — 
was a strong contender for the position € 
leading European language in the nine- 
teenth century. But it has lost its eminence 
as a language of science. Two wars have cost. 
it friends. And the past keeps popping. up: 
the Goethe Institute, West Germany's 3 
world-wide language and culture institute, is 
building a. new headquarters in Munich. 
Too late, someone noticed that its new 
dress would be Dachau Street. Some schod 
in eastern France, reflecting old quarrels - 
over Alsace and Lorraine, still hesitate to 
teach German. As for Spanish, it is one of 
the world's most widely spoken languages, 
but in Europe it is used much less than 
English. ; 

Yet English, dominant as it may be, is 
not so widely spoken as the monoglot Brit 
ish or Irish would like to believe. On the Eu- 
ropean mainland it is widespread only - 
among the business classes and in the small- 
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Eurogypsies 


Residents from other EEC countries as % of 
member-state's total population * 
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— er countries, such as Denmark and Holland, 
_ where pressure to speak a world language is 
- strong. A British businessman need only 
have his car break down 20 miles outside 
Milan to see just how far his English doesn't 
get him at the garage. And, unlike taxes or 
technical standards, language barriers can't 
be harmonised aside: no way. 





y Soviet Union 


Armenia v Marx 


66ALL power to the soviets”, runs Lenin's 

famous slogan, which became Mr 
Mikhail Gorbachev's at the Soviet Commu- 
nist party's recent special conference. The 
political reform he proposed at that confer- 
ence aims to give real clout to the country's 
elected soviets, or councils. Down in. Nagor- 
no-Karabakh, a mainly Armenian enclave in 
the republic of Azerbaijan, they are taking 
him at his word. On July 12th the local sovi- 
et voted to declare the region's secession 
from Azerbaijan and to prepare for its trans- 
lation, under the new name of Artsakh, into 
an autonomous region of Armenia. In doing 
- $0, it turned what had until now been a po- 
lite if controversial request into an urgent 
challenge. 

Azerbaijan promptly called the Nagor- 
no-Karabakh vote illegal. Whether it is or 
not depends on which article of the Soviet 
constitution you look at. One provides for 
the “free self-determination of nations", an- 
other says that boundary changes can hap- 
pen only with the agreement of the republics 
— — affected and of the Supreme Soviet in Mos- 
- . cow. The Armenian Supreme Soviet voted 
on June 15th in favour of the transfer of Na- 
gorno-Karabakh; two days later Azerbai- 
jan's rejected the proposal. At the party con- 
ference at the end of last month, Mr 
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FROM OUR BRUSSELS CORRESPONDENT 


TART in Brussels, with BFr40,000 
($1,100). Go on a trip around the 
| other countries of the European Cóm- 
| munity, changing your money into the 
| local currency each time. By the time you 
get back to Belgium, how much money 
do you have left? The answer, says a sur- 
vey carried out by the Bureau of Euro- 
pean Consumer Organisations, is a mere 
BFr21,300. The Bureau's traveller did 
not visit Luxembourg, which would not 
have increased his loss since it has a one- 
for-one parity with Belgium, nor Ireland, 
which would have. Just changing money 
from one currency to another in the 
Community's other ten countries cost 
him 4796 of his cash. 
The survey found that the average 
cost of changing money is between 2.5% 
and 396, depending on the currencies. It 
was as high as 1496 for selling Portuguese 
escudos for ltalian lire, and 2196 for 
changing Greek drachmas into D-marks. 
The total loss during a trip to all the EEC 
countries could be greater or smaller 
than 4796 depending on the route taken. 
The loss can be reduced in several 
ways. The seasoned Greek traveller will 


take small-denomination notes abroad : 


because they are more easily negotiable 
and cheaper to exchange. Using travel- 
lers’ cheques, Eurocheques or credit 
cards can be a bit cheaper than taking 
cash. On the difficult question of 


Gorbachev appeared to rule out a boundary 
change as "anti-democratic". 

The Armenians are not taking no for an 
answer. Apart from Tuesday's defiant vote, 
reportedly uttered in a parliament sur- 
rounded by troops, the Nagorno-Karabak- 
hians (or should it be Artsakhians?) have 





Oh for a monnet 


whether to change money at home or 
abroad, the results of the survey indicate 
that the harder your currency, the more 
you will get for it when you change it 
abroad. So Germans are better off travel- 
ling with D-marks; Britons should buy 
their D-marks, guilders and French 
francs at home and take pounds with 
them to other countries. 

Just think how much more spending 
money the Euro-traveller would have if 
he could avoid all the money-changing 
and go to other EEC countries with, say, 
monnets—a single European currency. 
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been on strike for weeks, paralysing the local 
economy. In Yerevan, the capital of Arme- 
nia, strikes and mass rallies have been con- 
tinuing. A hint of what may be in store carr 
on July 6th, when troops moved in to en 
the occupation of Yerevan airport, clashing 
with the demonstrators and killing one of 
them. The whole area seems to be tenser 
than at any time since the riots in the Azer- 
baijani town of Sumgait in February, in 
which 32 people were killed, according to of- 
ficial reports (unofficial reports say the 
death toll was ten times as high). 

Since no bit of the Soviet Union has 
ever before unilaterally declared that it is 
switching republics, nobody knows what the 
Nagorno-Karabakh soviet's decision might 
mean in practice. Will the enclave's minis- 
tries start reporting to Yerevan instead of to 
Baku, the capital of Azerbaijan? Will the lo- 
cal party bosses do the same? What is sure is 
that the latest Armenian gesture forces Mr 
Gorbachev to react soon, and the choice he 
faces is an unenviable one. 

 Bowing to Armenian pressure would 
not only enrage the Azerbaijanis and so risk 
another outbreak of violence between Mus- 
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lim Azerbaijanis and Christian Armenians. 
It would also make Mr Gorbachev look 
weak. Worse, it would almost certainly en- 
courage other national groups in the Soviet 
Union—Balts, Abkhazians in Georgia, Cri- 
mean Tartars and so on—to follow the Ar- 
menian example of “direct action”. If, on 
the other hand, he resorts to force to quell 
the Armenian rebellion, he risks undermin- 
ing the claim that, in the new Soviet Union, 
strong-arm tactics are a thing of the past. Ei- 
ther way, the Armenian question is peres- 
troika's sternest test vet. Marx would have 
been closer to the truth had he argued that 
it is the struggle between nationalities, not 
the one between classes, that moves history. 





Greece 


Easy passage for 
terror 


FROM OUR ATHENS CORRESPONDENT 


HE terrorist attack on a pleasure boat 

taking some 500 foreign tourists on a 
day's island-hopping in the Saronic Gulf on 
July 11th left more behind than nine dead 
bodies and 78 people injured. It left Greece's 
reputation among tourists in a shambles. 
Whoever else was to blame, one source of 
the outrage was clear: the tolerance Mr 
Andreas Papandreou's government has 
shown towards terrorists operating in and 
out of Greece, so long as Greek interests 
were immune. 

Investigators believe the tragedy was the 
outcome of a bungled scheme to seize the 
ship and stuff it with explosives from a car— 
the one that blew up on shore. One theory is 
that the terrorists then planned to exchange 
the lives of the ship's passengers against two 
jr three Palestinian terrorists jailed in 
3reece, notably Mr Mohamed Rashid (or 
Haddam), whose extradition is sought by 
the United States for attacks on American 
airliners. 

Greece's ruling Socialists still refuse to 
draw any line between where national liber- 
ation struggles end and terrorism begins. 
They have reluctantly co-operated in west- 
ern counter-terrorism because, after the hi- 
jacking of a TWA airliner that took off from 
Athens for Rome in June 1985, American 
warnings to travellers badly hurt their tour- 
ist trade. Security at Athens airport got 
slightly better, security checks improved, 
and armed sea-marshals board big cruise lin- 
ers. But the tradition of laisser-faire contin- 
ued. Athens remained at first a convenient 
staging post for radical militants, later, as 
groups splintered and proliferated, an arena 
for their internecine battles. 

Add to this so much police inefficiency, 
corruption and shake-ups that western 
counter-terrorist agencies now withhold 
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intelligence from the Greeks for fear of 
leaks. A few police officers, trained in the 
United States and Britain, are good by any 
standards, but they lack both resources and 
political backing. Greece’s homegrown 
“November 17” terrorists, who last month 
murdered an American defence attaché 
with a car bomb, have claimed 12 political 
assassinations in the past 13 years. Not one 
of that group's members has been arrested, 
though they could hardly be more accom- 
modating: the killers usually strike in broad 
daylight, their faces uncovered, with the 
same .45-calibre pistol, and explain their 
motives in verbose proclamations written 
on the same typewriter. 

Another group, the Revolutionary Pop- 
ular Struggle, which bombs the parked cars 
of American servicemen, recently donned a 
Robin Hood guise that is making it quite 
popular with the Greek press. Its latest ac- 
tion was to bomb the premises of the minis- 





Blood is the price of woolly-mindedness 


tries of the environment and of industry, in 
protest against the government's failure to 
cope with air pollution. Earlier it had 
bombed a bar used for drug-trafficking. No 
one has been caught. 

The prospect of taking over the six- 
monthly presidency of the EEC's Council of 
Ministers and thus of the Trevi group, its 
counter-terrorist watchdog, recently in- 
duced the Greek government to have parlia- 
ment ratify the 1977 European convention 
that provides for the mandatory extradition 
of terrorists. But, said the minister for public 
order, Greece reserved the right not to apply 
it to those whom it might consider “free- 
dom-fighters."' 

The minister concerned lost his job in a 
reshuffle last month. But the new junior 
minister in that department, Mr Sifts 
Valyrakis, turned out, to the hortor of west- 
ern agencies, to have been ousted from his 
party in 1976 after he was caught in a ship 









? drei iis, 
allegedly involved. in. gun-running to, Cy- 
prus. The conservative opposition party, 
New Democracy, this week demanded that 
he should immediately be replaced. It also 
called for the replacement of Mr Costas 


= 


Tsimas, a Socialist who was appointed a year 
ago to head Greece's National Intelligence 
Agency. ^ 
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Ital 
A short stretch 


FROM A ROME CORRESPONDENT 


R LICIO GELLI got a ten-year prison ` 
sentence this week. For some years - 
Mr Gelli was Italy's most wanted man, and — 
his sentence arose from one of Italy's worst. — 
recent acts of terrorism, the bomb explosion ~ 
of August 1980 at Bologna railway station. - 
But Mr Gelli was not in court in Bologna on 
July 11th to hear the sentence read. He was 
entertaining reporters at his home, the Villa - | 
Wanda, outside Arezzo in Tuscany. And he | 
does not expect to serve ten seconds of his 


sentence. 

The bomb, planted in a second-class 
waiting room on a crowded holiday Satur- 
day, killed 85. people and injured 200. 
When, after six years of investigations, those © 
held responsible were charged in January : 
1987, the state prosecutor claimed that the 
attack had been carried out by a group of 
right-wing terrorists principally madii 
lated by Mr Gelli, one-time head of the mys- _ 
terious P2 “Masonic” lodge. The attack, said — 
the prosecution, was part of a general assault 
on the stability of the Italian state. 

The court has now, for the most part, — 
upheld the prosecution's argument. Three 
men and one woman found guilty of having 
planted the bomb received life sentences. 
Mr Gelli himself was acquitted on a charge — 
of involvement in the Bologna attack. His — 
ten-year sentence was for his part in a sys- — 
tematic attempt, carried out with the aid of 
three senior officers in the Italian military 
secret services, to mislead the Bologna inves- 
tigators. This was done by sending them “vie | 
tal information" which led them in fact ona 
number of wild-goose chases involving Pal- 
estinians, then a Libyan-backed group, then 
a combination of alleged French and Ger- 
man left-wing terrorists. Mr Gelli will now : 
take the case to appeal. | 

Meanwhile he is almost a free man, - 
thanks to Italy's extradition agreement with — 
the Swiss. A man with highly placed friends, — 
Mr Gelli fled from Italy in March 1981 after ` 
the discovery of membership files of that 
“Masonic” lodge in the safe of his Villa 
Wanda. From August 1983 to September 
1987 he lived as a fugitive from justice in 
Latin America. But when he at last decided 
to turn himself in, he did so in Switzerland. — 

That was a wise choice. Under the extra- 
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dition agreements between Switzerland and 
Italy, he could not be extradited for any “‘po- 
litical” offence. The Bologna attack, and 
other terrorist acts allegedly involving Mr 
Gelli, were deemed, by the punctilious 
Swiss, to be such. 

Thus when Mr Gelli was finally extra- 
dited to Italy in February 1988 it was to an- 
swer charges on quite a different matter, the 
of Roberto Calvi’s Banco 
Ambrosiano in 1982. That trial is to begin 
in the autumn. He could be, as he has been, 
sentenced on charges connected with the 
Bologna outrage, which were formulated be- 
fore his extradition. But the sentence can- 
not be enforced. Nor can the seven-year sen- 
tence he received from a Florence court last 
November for financing terrorist acts. Mr 


~ Gelli was looking relaxed and unconcerned 


on the day the Bologna verdict was an- 
nounced. Evidently he, at least, has faith in 
Italian justice. 





West Germany 


The last chuckle 


FROM OUR BONN CORRESPONDENT 


ENEVER Mr Helmut Kohl, the 

West German chancellor, hears some- 

thing cheerful, something else pops up to 

spoil his fun. By now he should be chortling 

over speculation that his old rival, Mr Franz 

Josef Strauss, is on his way out at last. The 

snag is that the speculators reckon Mr Kohl 
may be going too. 

Both conservative leaders are under fire 
(not least in their own parties) because of 
the government's botched "tax reform of 
the century", which has now limped un- 
loved over its main. parliamentary hurdles. 
Opinion polls show that most West Ger- 
mans believe the reform, aimed mainly at 
chopping income tax, will leave them worse 
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off. It won't. But that's the way people see it 
after months of bickering in Mr Kohl's cen- 
tre-right coalition, capped by a decision to 
raise consumer taxes next year to help pay 
for direct tax cuts in 1990. 

Mr Strauss came unstuck over his plea 
that amateur pilots, of whom he is one, be 
freed from fuel tax. He backed down only 
after a revolt among the Bavarians of his 
own Christian Social Union, the party he 
has led for 27 vears. Mr Strauss has run into 
flak from his party before (for instance, five 
years ago when he helped to arrange a big 
credit for East Germany). But his retreat this 
time is widely seen as marking the start of 
the end of the "Strauss era”. 

Mr Kohl is having still worse trouble 
with his Christian Democrats. A lot of the 
party's parliamentarians are angry with him 
for (as they see it) caving in to Mr Strauss 
too easily on the fuel tax. But the problems 
go deeper. Mr Kohl is accused of taking deci- 
sions in talks with other coalition party lead- 
ers without properly consulting his own 
people in parliament. Hundreds of disaf- 
fected Christian Democrats have been leav- 
ing the party in recent weeks. Opinion polls 
show that the opposition Social Democrats 
now have more public support than the two 
conservative parties combined. 

It is bound to be trickv when one man is 
both chancellor (who has to seek compro- 
mises with coalition partners) and party 
leader (who has to keep his own lot happy). 
Some Christian Democrats mutter that Mr 
Kohl should give up one or the other role, 
perhaps both if things get worse—as they 
may. The coalition has to tackle reform of 
the health and pension systems, which is 
likely to prove just as tricky as the tax 
revamp. 

Are Mr Kohl and Mr Strauss really on 
the way out? West Germany's political life is 
like a Wagnerian opera, whose heroes (and 
villains) take an age to expire. Now 72, Mr 
Strauss hardly looks like tomorrow's man; 
but he has no real challenger and, fuel tax or 
no, will probably lead his forces into the 
next Bavarian election in 1990. Much the 
same goes for Mr Kohl, although there are 
several provincial conservative politicians, 
such as Mr Lothar Späth, the premier of Ba- 
den-Württemberg, who find it hard to hide 
how much they want to be chancellor. 

There is only one state election next 
year (in Berlin, which the Christian Demo- 
crats will probably win). So Mr Kohl can aim 
to get the nastiness of tax increases and pol- 
icy arguments out of the way before 1990, 
general election year, without constantly 
having to look over his shoulder-at the prov- 
inces. He might even capture some kindly 
headlines with a badly needed cabinet 
reshuffle. 

Many months ago (so many that most 
people seem to have forgotten) Mr Kohl let 
slip that he might bring in some fresh blood 
halfway through the current parliament. 





The halfway point is this winter. He already 
needs a new economics minister to replace 
Mr Martin Bangemann, who is fleeing to the 
European Commission in Brussels next Jan- 
uary. The finance minister, Mr Gerhard 
Stoltenberg, has become a liability; by 
dumping him Mr Kohl could draw a double 
line under the tax debacle. There are also 
signs that Mr Alfred Dregger, the (under- 
standably) harassed-looking head of the 
Christian Democrats in parliament, may be 
dropped for a younger man. Mr Kohl may 
yet be able to manage a smile when those 
expecting his disappearance have lost theirs. 





Turkey 
Hajji Ozal 
FROM OUR Dei CORRESPONDENT 
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ee are the forte of Mr Turgu 
Ozal, Turkey's prime minister. Some- 
times he makes people leap in indignation. 
He has done it again. Next week he will go 
on the Haj, the annual Islamic pilgrimage to 
Mecca. He will be the first Turkish prime 
minister in modern times to do so while in 
office. 

Even so, nothing wrong with it, say 90% 
of Turks; every devout Muslim is expected 
to go on the Haj at least once in his life. But 
the country’s minority of secularised and 
rather self-conscious intellectuals are ap- 
palled, seeing in Mr Ozal's action an affront 
to the memory of Kemal Ataturk himself. 
European diplomats are also uneasy. Given 
Turkey's desire to join the European Com- 
munity, they regard Mr Ozal's pilgrimage as 
an excessive advertisement of his attach- 
ment to Islam that may be construed (or de- 
liberately misconstrued?) in Brussels and 
other western capitals as evidence that Tur- 
key is not a "European" country. Which 
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s in Milan on 29th June 1988. They reflect sui 
à gross profit of Lit. 109 bn and a net profit e 




















The Sum s Accounts l the year 
ended 31st December 1987, highlights 
from. which are shown on the right, were - 

s adopted at its Annual General Meeting held 


| of Lit. 51.2 bn, 25% higher than the previ- - 
ous year, after appropriations to p ree = 
serves and dividend equalization tax. ^— 
. Dividends declared were Lit. 281 
nary share and Lit. 300 per n E ! 
preference share, the same as i the ien : | "V UL 
ous year, albeit on a higher equity base fol. Im nary TN N on-Lite Brand 1 
lowing the combined rights and scrip issue 
completed in November 1987. $ 


The Company’s total serial icome rose e E 4 0m "AA i od 
in 1987 um T 296, dg that earned from a Life Sums assured ce ee TE Doo c5 20020. 
direct business wtitten i in duly ncteasing by | 
19% to Lit. 1,635 bn. —— i Share Capital: ars ater ee RUNE 
Investments: topped Lit i 4 065: bii daisy . 7 Genérál Reskives' o.ok Ee S0 EU zc Uude 
the year, 2596 higher than in 1986, while |. ——————————————— MM 
investment income rose " 27% to o Lit. 381 eof ip de m. aud A cu E a 51.2 
The meeting elected a new. Board. ofD Bs [M 
tors and re-elected the- Statutory Audit 
© Committee on completion of their respec- ED. 
tive three-year terms. = uM 
The number of Directors was rófucsd from o 
M eighteen to sixteen. New Directors elected |... 
were Messrs. Pietro Marzotto, -Luigi | 
_ Orlando and. Lucio Rondelli, all three dis- | 
=> tinguished representatives of! I Tealy’ s business 
^. community. - Es 
^ Mr. Vittorio Tetrenphi was re-elected 
Chairman of the Statutory Audit Commit- 
tee. 
Ata Board Meeting held ie ae General 
Meeting, Mr. Umberto Zanni was re- 
» elected Chairman of the Board and Manag- - pue 
ing Director, and Mr. Detlev von der Burg i [oce —" Räis Gióup | Life Business 
| Deputy Chairman. | |1983 | 1984 1985 1986] 19871 | Total Sums assured «ool. 23 352.6 billion lr 
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Germany. : 
Spanish . (sorry, Catalan) town three 


tention of staying one. 


he Pyrenees Spain ceded the surround- 


habitants of the ancient town of Llivia 
objected. They pointed out that, having 


ceded, because the treaty talked only 
about villages, and besides they didn't 


| remained Spanish. 

. . Thetown for a time became inon 
for smuggling, but was later forgotten 
, about. In this century even its wars have 
- been pretty quiet. During the Spanish 
: civil war anarchists destroyed the church 
i altars but were prevented from doing the 


resident Kenan Evren was telling the Brit- 
sh in London this week. At best, the whole 
air is slightly odd. 


on at last month's congress of the ruling 
Aotherland party. In the words of one close 
cquaintance: “The prime minister feels his 
fe has been specially spared by Allah, and 
e must now give thanks by going to 
Mecca." A timely (and perhaps not wholly 
ortuitous). invitation from King Fahd to 
isit Saudi Arabia has made the whole thing 
asier. - 

Other observers are less charitable 
bout Mr Ozal's motives. They claim that 
he trip is calculated to pull in the votes of 
llions of devout Muslims at the coming lo- 
al elections—and, more immediately, to 
xe-empt the growing challenge to Mr Ozal's 
eadership from the Islamic faction of his 
arty, led by Mr Mehmet Kececiler. At the 
arty congress Mr Kececiler and his sup- 
porters gained a big majority on the party’ S 
'xecutive, much to the prime minister’s cha- 
rin. He got Fevenge : a hae days ial hye re- 
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And there is Llivia; a totally 


miles inside France, which has been an: 
enclave for 328 years and has every in-^ 


- This Eurospeck, all fue square miles : i 
of it, was marooned in France more or ` 
less. by accident in 1660. At the Treaty of 


ing area of 33 villages to France. The in- | 





the title of "town", they could not Be- 


-- want to become French anyway. So they i 


^ good quirk when they see one. 


SOON CERNERET PRECES RN SNR UNUS a RR irae RE HEIN — 


appens to be the very opposite of what | 


„dt seems that Mr Ozal was profoundly E 
wed by his narrow escape from assassina- 


e .same to the ornate fifteenth-century 

| "apothecary's shop of which the inhabit- - 
L © ants. of Llivia are justifiably proud. The =: 
of ` town’s experience of the second world 

_ war: was ded to m B German 


l he ind 1 (hau e 
: ed a n i 


in summer. the population. swells to 


5,000. They come in winter too because 
Llivia is within easy distance of the Pyre- 


nean ski resorts, In 1982 the town started 
holding music festivals. This year's, 


` which takes place next month, will fea- 


ture the Franz Liszt Chamber Cuchesta l 


` from Budapest and the European Com- 
. munity's Youth Orchestra. Ever since 


1660, those Llivians have recognised | a: 


2m senior posts, but they still aim to get co anne 


of the party, whose provincial branches they 
already dominate. Mr Ozal seems to have 


7 decided that, if he couldn’t beat them, he 


- would join them—on the Haj. He is taking | 


Mr Kececiler with him in his aircraft. - 

Mr Ozal's motives may in fact have been 
a mixture of piety and calculation. But, 
apart from: the stuffy European incom- 
prehension it may arouse, his Haj could 


have awkward consequences. inside Turkey. 


It may enable Mr Ozal to stay on top, but at 
the price of bringing comfort to the sort of 
Turk who« opposes his pro-Europe policies. 





Europe and Africa = 
Be my cesspit 


ON OUR BRUSSELS CORRESPONDENT 


IGERIA has told the EEc that it is suse 

pending full consular relations with lt- ` 
aly because Italian companies have dumped ` 
dangerous waste in Nigeria in breach of. 
Community law. The law in question is an _ 
4 L0 BEC directive which : sets strict conditions fo 


| agreement 





„ing properly treated, a costly 
> trade has sprung up with countries willing to 


i 
BUT: ` Ra Wepre: 
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into force in January. 1987, Italy—not 
alone— has yet to make it national law. The 
incident is the latest in a growing clash be- 


| tween the Community and a number of Af- 


rican countries which. feel they are being 
used as dumping grounds. 

. The EEC produces 30m tonnes of indus- 
tral waste a year, a Xd public opinion will no 
longer. let it be di 









process. So a 


take it. These have tended to be East Euro- 


` peans in search of hard currency or debt-rid- 
den developing countries, notably in Africa. 


In neither place have environmental issues 


been as politically charged as in the EEC. 


African countries in particular have 
been accepting toxic waste at derisory 


prices. Benin took one consignment from |< 


Europe for only $4 a tonne. Guinea-Bissa 
has accepted several million tonnes of Eurc- 


pean and American toxic waste over the 


past five years at $40 a tonne. Either price is 
a fraction of the:cost of treating the waste 


and disposing of it inthe EEC or in America. 


| ent last month voted 
for à ban on the export of toxic waste. But 
Dutch. attempts to get all EEC governments 





` toagree, at a meeting of environment minis- 
ters on June 29th, did not succeed. Britain 
said that the trade was legitimate provided 






the EEC's rules were bserved. Britain, like 
Italy, has yet to put these into national law. 


Of the Twelve , only Belgium, Denmark and 
| Greece have done so. 





~ Under the directive, exporters of dan- 
gerous waste must get permission from their 


: governments. lt is to be granted only if the 
, exporter can show that his customer pos- 
'» sesses techniques for disposing of the waste 

without risk to human health and the envi- 


ronment, and that the recipient country a^ 
cepts its importation. In reality, says an EE 

report, disposal sites in Benin, Guinea-Bis- 
sau and several other African-countries are 


no good at all. Local governments lack the | 
technical, legal and administrative expertise ; 
to supervise disp a 






al operations. 
In theory, t 


against laggards. It has not done so on this 


particular directive. Now the commission is 
preparing a tougher. new directive. African 
Countries are themselves trying to curb dan- 

-. gerous imports: witness a worthy resolution. 
E adopted at the summit of the Organisation © | 


of- ^ 





frican Unity in Addis Ababa last 


ü month. But how. is a poor country like 


Guinea-Bissau to resist the temptation of 
contracts worth $500m, more than half the 










| P: xe recipient government. The . 
trouble is that, though the directive came 


ed locally without be- . . 


| 1e European Commission is. 
responsible. for : seeing. to it that EEC legisla- 
tion is enacted in each member-country, 
and has the power to take legal action 


mii M budget, for “opening a hole in the - 
UM round? . 


A faster route to Europe 


S EUROPE'S airways and air terminals 
clog up with holiday flights, British 
Rail has conceded that it may need to build 
a new high-speed train line across Kent to 
cope with the passengers who will be pour- 
ing through the Channel Tunnel by the 
turn of the century. It is a concession with- 
out conviction. The board’s own hunch is 
that a privatised BR would not build such a 
' ing, and that the state-owned BR could get 
' for a long time without one. 


Still, BR has decided to start the detailed - 


survey and design work on three possible 


routes for'a high-speed link. The work will ~- 


cost only a few million pounds and may 
soothe French Railways (SNCF), and. the 
chunnel’s builder, Eurotunnel. Both have 
argued passionately that British Rail’s ambi- 
tions for the tunnel are far too modest. Less 
soothed will be the people in Britain's pros- 
perous and crowded — south-eastern 
commuterland who would have to make 
space for the 180 mph super-track, and the 
Treasury, which will need much convincing 
that the £1 billion project is worthwhile. 
The vision is as exciting as it is improb- 
able. If realised, it would mean that high- 
speed trains, like those that have trans- 
formed rail travel south.of Paris, would run 
through the chunnel and up to London at 
French speeds. A new passengers-only line 
would cut half an hour off the London- 
Channel train-journey of 70 minutes, and 
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mean that Paris would be reached in just 
over two and a half hours and Brussels in 
two hours and 20 minutes. Such times 
would leave the airlines gasping, 

BR hopes to have chosen and designed 


"its high-speed route by 1990. It will also 


choose the site for a second international 
rail terminal in London to complement the 
one already planned for Waterloo: King's 


Cross and White City seem the likeliest 


tes. 


Over to the Treasury 
“Tf it goes ahead, this scheme will add be- 


tween £725m and £1.2 billion to the £580m 
that BR already plans to spend on sprucing 
up its existing lines to take cross-channel 
trains in the early years of the chunnel's op- 
eration. [n other words, the short stretch of 
line from Folkestone to London would cost 
almost as much as the £1.8 billion the 
French are spending to extend their north- 
ern network from Paris towards the Chan- 
nel and Belgium. 

The massive cost is some indication of 
the environmental problems involved. A 
high-speed line does not weave its way 
around hills, mills and manors; it proceeds 
with the tact of a Roman road, using brute 
power to drive its trains up steep inclines. So 
the three possible routes will involve a lot of 
expensive tunnel to keep the low-flying 
trains out of sight (see map). 


Future on rails 


Forecasts of international rail traffic 
Number of trains each way on a typical summer weekday 


1993 
* Martin Vorhees Associates tor Bribsh Rail 
Source: British Railways Board 


2013 
* French consultants for Eurotunnel 


All of this is laid out in a long-promised 





report to Mr Paul Channon, the transport 


minister. But BR finds it easier to calculate 
what a high-speed link would cost than to be 
sure that it will be needed. Unlike 
Eurotunnel, BR has been here before: it was 
the hair-raising cost of a special rail link with - 
London that persuaded the last Labour gov- 
ernment to abandon an earlier (Conserva- 
tive government) decision to build a chan- 
nel tunnel. 


iB 


a4 


a 


Eurotunnel, as BR's report makes clear, — 


based its own prospectus on a forecast for 
chunnel traffic which is as upbeat as the ros- 
iest of SNCF predictions. The estimates of 
BR's own consultants (see chart) are more so- 


ber. Eurotunnel and the sncr, which think - 


of the chunnel as part of a mass-transit, jolly- 
holiday system, foresee 16.5m railway pas- 
sengers and 7.2m tonnes of freight passing 
through the chunnel in 1993; 8R sees the 


à 


chunnel train-service as more of an execu- _ 
tive special, and predicts 13.4m passengers 


and 6.1m tonnes. Still, B&'s cautious guesses 


4 


> 


have inched up in recent months; they area 
huge advance on the 3m passengers who | 


take the boat-train each year. | 
The main argument for a new link is che 


congestion on the railway network in the 


south-east of England. This means that BR 
can squeeze on to its existing lines only four 


chunnel passenger trains and two chunnel ~ 


freight trains each way, per hour. During 
rush hours, when businessmen most want to 
travel, those numbers will fall to three and 
zero respectively. If the French/ Eurotunnel 
numbers are right, that capacity will be 
swamped shortly after the chunnel opens in 


1993. If BR is right, the crunch will come ar - 


the end of the century. That gives BR its ex- 


^ 


cuse to start planning something without - 


yp 
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BRITAIN 


— deciding anything. 


Anyway, BR has first to convince the 


_ Treasury. That will be hard: BR itself finds 
— no financial case for a new line and terminal 
— until well into the next century. The French 

- figures promise a financial return from the 


turn of the century. Remember the M25, 


= Eurotunnel will argue: no sooner was this 
- ringroad around London finished than it 
- was jammed. Remember 1992, the French 


LÀ 
1j 


will say: if falling barriers stimulate trade 
— and travel as much as everybody hopes, the 


— chunnel too will be jammed when it opens 

—— in 1993. Fine, the Treasury should reply: if 

- the idea is só good, let's privatise BR and the 
private sector can pay. 


- 4 


3  Whitehall's professional charmers 


| 








Rover Group 


Crash on the final 
straight 


T WAS one of the more riveting specta- 

cles of this parliament. On July 13th two 
cabinet ministers simultaneously had to 
wipe egg off their faces. In the House of 
Lords the trade secretary, Lord Young, and 
in the House of Commons his deputy, Mr 
Kenneth Clarke, had to admit that the deal 
they had painstakingly negotiated with the 
European Commission for British Aero- 
space to buy the Rover Group was suddenly 


_———_—— 


How the Foreign Office survives criticism: the second in an occasional 
series of profiles of Whitehall departments 


HE suspicion with which Mrs Marga- 
ret Thatcher viewed the Foreign and 
Commonwealth Office (FCO) in her early 
days as prime minister was based partly on 
her nationalism and partly on its style. In 
her eyes, diplomats seemed too fond of for- 
eigners, and too reluctant to stand up for 
British interests. Gradually, the FCO's style 
has moved closer to hers, but its near-mo- 
nopoly on foreign policy remains intact. 
Suspicion of diplomats by strong heads 
of government is a common trait. An offi- 
cial of America’s State Department com- 
plains that whenever she explains to the 
White House how another country will re- 
act to an American policy, she is accused of 
taking the foreigner’s side. But in Britain 
there is a deeper gulf. The FCO sees its pri- 
mary task as to keep open lines of commu- 
nication with as many countries as possi- 
ble. It is pragmatic, conciliatory, fonder of 
compromise than combat. “To threaten is 
to fail," is a Foreign Office dictum. So a 
combative prime minister like Mrs 
Thatcher often thinks diplomats lily- 


livered, willing to sacrifice Britain's inter- . 


ests for a peaceful life. And her distrust is 
sharpened by several policy differences. 

Mrs Thatcher is sympathetic to Israel. 
The rco has a dozen embassies in Arab 
countries, most of which are not. A lot of 
British diplomats speak Arabic and seem to 
share T.E. Lawrence's romantic attach- 
ment to the desert. The rco is staunchly 
pro-European. Mrs Thatcher regards much 
of the EEC's doings as feckless and spend- 
thrift. The Fco believes, unlike her, that 
the Americans are bound to reduce their 
commitment to the defence of Europe and 
that Europeans should therefore do more 
to co-ordinate their own defence. 


48 


The FCO's ability to see off criticism has 
much to do with its esprit de corps, rein- 
forced by the long stints its members spend 
cloistered together in embassies abroad. 
Other Whitehall administrators, working 
full-time on domestic policy with their min- 
isters, become much more imbued with the 
philosophy of the government of the day. 
The British ambassador in Ulan Bator will 
find his job little altered whichever political 
party is in power. 

Tensions between the FCO and 
Downing Street have been reduced by Mrs 
Thatcher's success in stopping Britain's in- 
dustrial decline. When leaving his post as 
ambassador. to France in 1979, Sir Nicho- 
las Henderson wrote to the then foreign 
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in jeopardy. 

Earlier in the day, the commission had 
agreed to the terms negotiated by its com- 
missioner for competition policy, Mr Peter 
Sutherland, and the British. government. 
Lord Young and Mr Sutherland were con- 
vinced that BAe would accept them; the 
company had already had weeks to mull 
over them. Then, at lunchtime, BAe rang to 
say that it needed more time to consider. It 
was apparently upset by the terms attached 
to Rover's restructuring. Instead of being 
able to make triumphant statements to both 
houses of Parliament the two trade ministers 
were reduced to a humiliating admission of 
at least temporary defeat. 

Both were furious, and understandably 


secretary, Dr David Owen, that "we are un- 
able to influence events in the way we want 
because we do not have the power or will to 
do so." Britain's economic decline, he sai 

"has been such as to sap the foundations v. 
our diplomacy." With economic revival 


. have come a greater sense of confidence at 


the FCO and a realisation that Britain can 
assert itself more in its dealings with other 
countries. 

The diplomats have also been relieved 
that Mrs Thatcher has never built up an 
alternative source of foreign-policy advice. 
Her private secretary for foreign affairs, Mr 
Charles Powell, is less likely to challenge 
the FCO line than some outsiders think. 
Though he has spent four years working 
for Mrs Thatcher and is remarkably close 
to her, he would still like to return to the 
FCO. 

After the Falklands war, Mrs Thatcher 
did appoint an extra foreign-affairs advi- 
sor, Sir Anthony Parsons. But Sir Anthony 
is a retired diplomat—as is his successor, 
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not pee dim 
Mr Sutherland, too, was 
nt months negotiating in 
1e British government knew : 













n" peice’ by. £253m the 
e aid that Rover would be al 









iding £78m of EEC regional a aid). The 
purchase price remains at £150m. Mr Suth- 


menmman annii haipad an AMAA 


S Sir Percy Cradock. The dais remain 
= triumphantly in charge. Compare Amer- 
ica, where the president’s appointees on 

* National Security Council delight in - 
8 vver-ruling the State Department: 

The diplomacy of British diplomats is 
still legendary. Though its members rarely — 
admit it— "we're just people sloping about 
in cardigans really" —the rco has the high- 
est complement of articulate charmers of 
any Whitehall department. Meet a British. 


genuinely believe that you have made- 
friends. Those charms have worked on . 
some Conservative ministers. One, who .. 
has now moved on, says nostalgically: "It's. 
the only place I’ve ever worked in my life in 
which everybody knew I had a First. [class 
degree] before I arrived—and what' s more, — 
they thought it was important.” | 


Diplomacy instead of power 


Stung by the criticisms in a 1977 report. fs : 
`. Sir Kenneth Berrill, who recommended 
that a lot of the Fco be closed down and its 
ctions shared among other Whitehall. 
artments, the Foreign Office has been — 
becoming more streamlined and business- - 
like. Since 1979 it has pruned a tenth of its | 
< staff and more than a quarter of its costs... 
- Britain's diplomacy is conducted. increas- - 
m through multilateral bodies, particu- 
~ larly the European Community. That. may... 
< eventually be reflected at the top: the 
. present. permanent under-secretary, Sir 
` Patrick Wright, is an Arabist, as was hiss 
~ predecessor, Sir Antony Acland. But of the’ 
three most likely successors to Sir Patrick, 
> Sir Michael Alexander is ambassador to 
NATO, Sir David Hannay is ambassador to — 
` the EEC, and Sir Christopher Mallaby is 
f ‘ambassador to West Germany. | 
— - Little has come of the Berrill pod 
. main argument—that Britain no longer 
: needs excellence i in its dipl omats. The FCO 
ot that the opposite is true: the more 
in's real power declines, the more its 
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:rland said that much of the sorcalled debt 





- ing claim: "Part of the reason that Britain 


E couple of twos... Or Ga threes or 
. fours.” | 
diplomat and within half an hour you will. 
government department to enter at the fast 
- stream. More than enoug 
graduates apply each year to fill the score of 
fast-stream. jobs on offer. Recruits to the 
- home civil service have to be bright, bal- 
anced and capable of holding their own in 
a meeting. D 
Matic too. 


^. subsequently drops out, usually. at therank 


.. cause most people stay in it for about 12 


hcc are not inse, s. cup yos wine. 
The diplomat’s itinerant life—a new coun- 


players playing interlocking chess. 


. House of Commons or at press confer- 


in fact working capital. For instance, £156m 
was set aside for financing unsold cars sit- 
ting in dealers’ garages. That, in Mr 
Sutherland’s eyes, is not a liability, but a 

. normal operating cost. And the government 
will not be allowed to write off the whole 

debt. Instead, Rover will be left with £100m, 
-as befits a company already making a small 
profit. — 

As. the Labour party — immediately 
gonted out, without the commission’s in- 
terference the British. government would 

have. handed over an additional £250m of 


taxpayers money to BAe. The fact that the - 
government could lop that much money off - 
the tia said the Opposition, ON a i 


nremisnmnnnuieiaunedeunettnstmmmmenrerrensnmmanrrntuvravarenamanramanimeivutteinrtartan 
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pends on ‘the quay TT its diplomacy. One 
American. diplomat confirms this self-serv- 


wields an influence disproportionate to its - 
real power is that its diplomats are so good. 
Along with the French, they'te the best in- 
the world.” A. former FCO minister ex- 
plains: “It’s the trick of pretending you've : 
got a pair of tens when really you only have 


The FCO is sd the: most difficult : 





1 high-powered. 


lomats have to be -diplo- 





About a quarter. of E year’ S intake 





of first. secretary—a depressing rank, be- 
years, roughly between the ages of 28 and 
40. There are other drawbacks to a diplo- 
matic career, it is dodi hierarchical, 









try roughly every three years—causes prob- 
lems: as. more diplomats have career- 
minded spouses. Yet most get hooked on 
international relations—which has the fas- 
cination, they say, of a hundred pairs of 


Mrs Thatcher sometimes undermines 
the FCO with unscripted remarks in the 


ences, But the diplomats remain happy be- 
cause their political boss, Sir Geoffrey 


. Howe, shares so many of théir prejudices. 


So. far, under Thatcher governments, the 


i 

| 

| 

| 

. FCO has been blessed with such foreign sec- | 
retaries. How would the institution react if | p 

| 

| 





it were given a true Thatcherite at its head? 
It would behave diplomatically, sans doute. 
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that the government wanted to write off was 


it can transfer between £17 
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ÀJ months of this year was £700m in de 


_ the deficit is so big—and those who 1 
` cannot explain why. Here are four po 
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dt was giving the priv 
bumper bargain when dispos 
sets. The unofficial reply is that, t 
the government's past experience 
commission, it had padded the figures 
expectation that the commission.w 
the subsidy. Up to a point, Lord Yo 
Last year the commission ordered th 
ernment to cut £70m from a plar 
£750m aid package for Rover Group as p 
of the sale of Leyland Trucks to DAF of 
land. [n the case of the BAe deal, the cut 
nearly four times greater. ^; |... a 

If BAe decides to go ahead seer all. i 
also be allowed to set £500; 
losses against future Rove 
purposes (but not against BA 






































































capital losses to set against. a 
that BAe might incur. If, inst: 
to pull out of the deal, the gov 
be faced, yet again, with the 
what to do with Rover; a proble 
plagued i it now for t two parliam 
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Gold 


But whose? 


T RITAIN's gold trade in the first. 





cit. That may not sound much, but it is mo 
than twice the deficit for the same pe 
- last year. In 1986 there was actually a. 
" plus. The funny thing is, few specialist 
the London gold market have noticed: 





explanations, i 
plausibility. — —. 
e South African. sales: The. figures s s 
that South Africa sent at least £393m-wot 
of gold bullion to Britain in May, bringi 
‘its total.gold exports to Britain so far. 
year to £1.5 billion, or 194 tonnes. T 
1096 of the western world’s entire pro 
-tion last year. Nine Boeing 747s would | 
. been required to ship it to London. The 
‘serve Bank of South Africa. admits: th 
has been. exchanging some of its g 
serves forcash; London would be the 
. ous place to do it. Odd that the selling 
_ not moved the market, though. i 
| € Future gold embargo. The South 
can government might be bringing g 
London not to sell now, but to keep 
from home. If it suspects that there y 
an international embargo.on South A 
.- gold, it knows something Mrs Th: 
does not. 
e Fishy statistics. In January Custom : 
Excise changed its entire import-expe 
classification: system. There has been mu 
confusion; some traders have put the wr 
reference numbers at the top of their foi 
and so imports and exports have. b 
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> ` 




























































, 
A d. Ar 
: ti w^ D»xT » b 






corded in the wrong columns. Statistics on 
gold might have been affected. For instance, 
the figures suggest that Britain imported 
- £175m-worth of gold "waste and scrap" be- 
— tween January and May. 

€ A cunning Treasury ploy. The Bank of 
- England has frequently said that it wants in- 
terest rates higher and sterling lower. A big- 
ger current-account deficit makes that easier 
to achieve. Gold appears in the balance of 
payments in two places. As a commodity (eg, 
jewellery), it goes into the current account; 
as an asset (eg, bullion or coins), it appears 
in the capital account. To sort out which is 
which, the trade department makes "com- 
.pensations" to the recorded gold-trade fig- 
ures. Just suppose a little imported gold were 
to find its way into the current account 
rather than the capital account. Who would 


ee — 


notice? And if anyone were to, it was only a 
ristake. 
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^ 3r tish Coal 
Worse, but 
getting better 


E JUST three years a British business with 
X AK annual sales of £4.4 billion has increased 
- productivity by 60%, halved its workforce 
- and trimmed its costs by 24% in real terms. 
It has cut real prices to customers by 15%. 
Unfortunately, it still made a thumping 
- £540m loss in the year to March, up from 
-. £288m the year before. British Coal still has 
“some way to go before it can cast aside its 
reputation as king of Britain's nationalised 
lost causes. 

-— True, the size of British Coal's “overall 
- loss” is deceptive. Its deep pits lost £100m in 
- 1987-88, while its opencast mines made an 
operating profit of £252m. Add in profits 
- from asset sales and non-mining activities, 
_ and British Coal made an operating profit of 
-£216m (down from £369m the previous 
- year—see chart) in 1987-88. That was 


since the 1984-85 strike by £368m in inter- 
- est charges on its government loans, and by 
- the £387m cost of continuing to slim down 
- its business. 

‘= Yet the industry, which has cost British 
— taxpayers £9 billion since Mrs Thatcher 
. moved into Downing Street, is top of the 
- Conservatives’ privatisation wish-list, 
should they win another term of office in 
= the 1990s. By then British Coal's biggest 
customer, the Central Electricity Generat- 
- ing Board (CEGB)—which buys three-quar- 
. ters of the corporation's output—will have 
- been split up and privatised. The sale will 
. strip British Coal of the cosy "joint under- 
- standing" which has protected its sales to 
the CEGB against cheap coal imports, replac- 
ing it with formal supply contracts. British 
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- turned into the corporation's biggest loss 
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Coal will win a lot of these, but a rising share 
of its market will be snapped up by imported 
coal unless it can compete on price. 

Since the miners’ strike ended in 1985, 
British Coal has performed some wonders 
in cutting its costs. It has closed or merged 
78 high-cost pits. Its 104,000 miners pro- 
duced around 100m tonnes of coal last 
year—only 5% less than the amount pro- 
duced by 192,000 miners before the strike. 
Productivity rose by 10% last year alone, to 
3.6 tonnes per man each shift, despite 
strikes which lost 4.5m tonnes of output and 
£100m of operating profit. This year British 
Coal expects productivity to rise by 1696. 

The corporation reckons that only a 
quarter of its productivity gains since the 
1984-85 strike have come from closing un- 
economic pits. More than half of the im- 
provement is the result of long-term changes 
in the way the corporation mines coal. To- 
day around 4096 of its pits employ "retreat 
mining "—tunnelling deep into a seam and 


then mining back through the coal. That - 


more efficient technique will be used in 60% 
of British Coal's pits by 1992. Heavy-duty 
mining equipment, stronger roof supports 
and computer control have all boosted effi- 
ciency. The corporation's aim is to work 
fewer, larger coal-faces more intensively: 245 
today, compared with 520 before the strike. 
Output per pit is now 1m tonnes a year, 
double the pre-strike level. 

British Coal is within a whisker of its 
short-term objective of reducing the cost of 
each tonne mined from last year's average of 
£42 to under £38. To compete with im- 
ported coal—which now costs just over £30 
a tonne delivered to British power sta- 
tions—it will need to do better still. 

British Coal argues that such low im- 
port prices are unsustainable because many 
overseas producers, lured into coal produc- 
tion when prices were high, now barely 


Still.struggling 
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We dig more 


cover their operating costs. The feeble dol- 
lar (in which traded coal is priced) has added 
to imported coal’s competitiveness. But the 
corporation believes that by the mid-1990s 
the cost of imported coal will be closer to 
that of British supplies—international spot 
prices have already risen by more than . 
quarter from their 1987 low. If it is wrong, 
and imported coal stays cheap, the corpora- 
tion will have much more cost-cutting to do. 

Slumped coal prices have already cost 
British Coal £500m a year in lost revenues. 
Even so, the CEGB still pays British Coal a 
hefty £45 a tonne, on average, for supplies. 
When their joint understanding is reviewed 
later this year, British Coal will probably be 
forced to trim its prices. That tussle will 
come hard on the heels of a fierce battle with 
the South of Scotland Electricity Board to 
try to keep out coal imports, a battle which 
will be restaged next spring. 

British Coal reckons that it will make an 


' operating profit of more than £500m this 


year, if there are no strikes. If it does, only a 
handful of pits will be closed, but 20 could 
shut if strikes are as damaging as last year. 
Hurdles remain: the biggest is to win union 
agreement to flexible six-day working at 
British Coal’s three new pits at Asfordb 

Margam and Hawkhurst Moor. That will a 

low British Coal to use its mining equip- 
ment some 30% more intensively. Six-day 
working is vital if British Coal is to be attrac- 
tive to investors when it is split up—as un- 
der the Tories it will be—and sold in about 


five years' time. 





Lawyers 


A marred report 


years of Thatcherism have done 

nothing to weaken lawyers' enthusias- 

tic and ingenious defence of their restrictive 
practices. So much is clear from this week's 
report of yet another inquiry into the legal 
profession, this time chaired by a doughty 
campaigner from ‘the voluntary-service 
world, Lady Marre. Though the report con- 
tains enough proposals for change to (in 
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Lady Marre’s words) “frighten the Bar", it 
stops short of anything that would bring real 
competition and consumer choice into the 
English legal system. 

The Marre committee was set up by the 
Bar Council and the Law Society—the pro- 
fessional bodies for barristers and solicitors, 
respectively—in April 1986. The two bodies 
hoped that its composition, mostly of prac- 
tising lawyers, would lead to a report that 
fended off free-marketeers’ demands for an 
end to all restrictive practices. In the event, 
the committee recommends that some pro- 
fessional clients should have direct access to 
barristers instead of having to go through 
solicitors; that solicitors should be eligible to 
become high-court judges; and (by a major- 
ity, with barrister-members dissenting) that 
solicitors as well as barristers should be al- 
lowed to be advocates in cases heard in the 
crown courts. 

The committee found it hard to agree 

ven on these recommendations. If imple- 
vented, they would hurt barristers less than 
they seem to fear. Solicitors, worried about 
the effect of ending their monopoly on 
house-conveyancing three years ago, have 
found that they still have 90% of the mar- 
ket. If barristers are any good at advocacy, 
they will find similarly that most of their cus- 
tomers stay with them. 

As ever, the committee found it easier 
to call for more public spending on legal aid, 
grants for law students and legal-advice cen- 
tres—without beginning to cost its propos- 
als. The Treasury will give them short shrift. 
Many of its other recommendations look 
more sensible: improvements in training 
and methods of education, computerisation 
of barristers' offices, some experimentation 
with new payment arrangements (possibly 
including contingency fees), and a reduction 
in the power of barristers' clerks. 

The Marre committee has failed to ad- 
dress more pressing issues about the rela- 

onship of lawyers to other service indus- 
tries. For example, it did not consider the 
direct employment of lawyers by financial 
institutions, or schemes for encouraging ac- 
countants and others to form "multi-disci- 
plinary partnerships". 

Such omissions are more glaring in the 
light of a government green paper earlier 
this year. It said that professions should in 
future be allowed to maintain restrictive 
practices only if they could be shown to be 
in the public interest. 

Now that Lady Marre has reported, the 
time is ripe for the Office of Fair Trading 
under Sir Gordon Borrie firmly to apply the 
green paper's thinking. Progress on disman- 
ding lawyers’ anti-competitive restrictions 
may be easier now that the open-minded 
Lord Mackay has replaced Lord Hailsham as 
Lord Chancellor. But it will still cause trou- 
ble among the pack of lawyers on the Tory 
benches in Parliament. 





THE ECONOMIST JULY 16 1988 


Football 


Foul play 


N THE row over who should be allowed 

to televise football, life is imitating not so 
much art as soap opera. The ingredients are 
all there: a president of the Football League 
negotiating secretly with a different Tv sta- 
tion behind his own organisation's back, 
millions of pounds at stake, top players 
threatening to strike, and a good, honest old 
footballer trying.to bring the warring sides 
together "for the sake of the game". 

The clubs have seemed set on shooting 
themselves in their collective Achilles ten- 
don. For the first time since the 1960s, they 
broke the cartel of BBC and ITV, which to- 
gether used to negotiate terms for televising 
football. But by setting the two against each 





Glorious for some 


ELEBRATIONS. always have their 

spoilers. Aborigines found little to 
rejoice about in Australia's 200th birth- 
day, and historians plenty to argue about 
400 years after the Spanish Armada. 
Now constitutionalists are having a field 
day debating whether the events of 1688 
should really be called a "glorious revolu- 
tion". The flight of James II, the acces- 
sion of William of Orange to the English 
throne, and the passage (in 1689) of the 
Bill of Rights were hailed by Lord Macau- 
lay as “of all. revolutions the most benefi- 
cent". Some recent commentators dis- 


agree. 

The House of Commons officially 
shares Macaulay's view: on July 20th it 
will present an address to the Queen in 








which has just celebrated its centenary. ; 
The BBC, in conjunction with British’ 


Satellite Broadcasting, wants the right to 


televise its own choice of league games. For 
this it has offered the league at least £3 


over four years. ITV, in an effort to cream off. .— 


the present best of English football, wanted. 
to pay nearly as much—£32m—just to the 
richest ten clubs in the first division. 

Clubs outside the top ten feared that 
the elite would start a superleague, leaving 
the rest penniless and untelevised. The rich- 
est clubs replied, with some justification, 
that although their matches are those most 
often televised, they lose a lot of money 
when playing away to poorer clubs who may 
have only a quarter of their gate receipts. 

A league with a first division smaller 
than the present 20 clubs might be no bad 
thing. One of the reasons England's na- 








































Westminster Hall expressing pleasure in 
the tercentenary of the events that finally 
resolved the long struggle between 
Crown and Parliament in favour of the 
latter. 

Not all mrs are thrilled. In the debate 
on the address, Mr Tony Benn and Mr | 
Eric Heffer said that 1688 had en- 
trenched the power of the rich and 
landed. Mr Benn said that Parliament 
had lost because of the recent surrender 
of parliamentary sovereignty to the EEC. 
Labour's dissidents missed (deliberately?) 
the irony that in 1688 it was the Tories 
who were doubtful and the Whigs who 
rejoiced, 

Other MPs reminded the Commons 
that neither Scotland nor Ireland found 
the revolution glorious. Both countries 
fought losing battles against it. The Scots | 
still remember the massacre of Glencoe 
and the enforced union of its parliament 
with England's that followed soon after. | 
Many of Ireland's troubles can be traced | 
back to King Billy, whose victory at the | 
battle of the Boyne was being celebrated 
by Northern Irish protestants this week. 

Despite such cavils, few people at 
next week's jamboree will be demanding 
a new Bill of Rights. Nor will there be 
many calls for Britain to join all other big 
European countries in incorporating the 
European conyention on human rights 
into British law. Such silence might seem 
odd to those who remember Lord Hail | 
sham's warning less than a decade ago 
about the dangers of an "elective dic- 
tatorship’’, and his call for constitutional 
change to avoid them. But then the To- 
ries have been continuously in power 
ever since. | 















BRITAIN. T 


other, they risked breaking up the league, 












too dee Uh dis games. to.be able to 





ial rTV scheme was the assumption that the 
en chosen today would have the best-sup- 
rted teams tomorrow; if I list had been 








other for years, without the competi- 
pur of threatened: relegation, they 
ld soon becothe boring to watch. 
inter Mr. Gordon Taylor, secretary of 
rofessional ‘Footballers’ Association, 
a former Bolton Wanderers outside-left. 
he eleventh hour, he has persuaded rv 
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ena would truly have scored an own goal. 





dvertising 





"OST advertisers are in the business of 









iir g—buy Persil, drink Pepsi, or vote Con- 


le not to do something: have casual sex, 





imes.such campaigns claim. success. Un 
urprisingly, many fail. : 

Recently, the government a spent mil 

ns of pounds trying to cure the British of 
heir worst habits. ' 
ri your whole family”, warned à poster in 
s anti-heroin campaign launched läst Sep- 














rm, bare and horribly scarred: and*each 
r was flagged by a description of the fam- 
valuables the man had had to steal to fi- 
ance his habit: "Dad's wallet", 




















y Studies Institute (Psi). 


he campaign, was not only to shock, but 
[so to present a rational argument. Heroin 


any heroin users are attracted to the drug 





lvertisements made heroin sound more 
amorous. Sometimes, the PSI report found, 

hey actually encouraged use. | 

Many advertisers of goods make little at- 
mpt to use rational argument; instead, 

iey make their products look dreamily de- 
sirable. Should an advertiser against bads, 
en, create an image of utter ghastliness, as 
ie. Department. of. Transport’ s seatbelt 

impaign did in the 1970s with pictures of 





follow this route any more. The: agency now 





ain together. But the weakness of the ini- 


: difefeór n names. IE the same ten leet 


modate the other league clubs too, 
d with rà more money. Without the deal, he. 
's, the heroes would have been the players 
* future of the small clubs - 
“threatened, -he reckons, star players. 
uld strike in their support. Then the top . 


A trying to get people to do some- 
servative. Occasionally, advertisers tell peo- 


uy fur coats, get drunk in Spain. Some: E 


"Smack can leave a scar 


ember. Under the headline lay a man’s fore- 


"Alison's - . 
kman”, and so on. Persuasive? No,.ac-. 
ording to a report just published by the e Pok 


The aim of this poster, ind: den rest. af " 


dangerous, and draws you into crime. But 


cisely because of its danger. To them, the © 1 


cid Roud pores which + happen’ o 
stage are calmly described by witnesses, elas. 

tives of the. victims, 'and the victims them- of 
_ selves. And WAHT’s own. research suggests | 
that those who have seen the advertisement i 


ces smashed in accidents? Few: advertisers 
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| *EW things in life please the English 
| more than the prospect of owning 
| property. Until recently this pleasure has 
| been more or less restricted to ‘homes. 
: -Now owners of small centra-London 
| companies, frightened by the 5096 in- 
|. crease in office rents in the past two years 
| (sée page 70), have been warming to the 
| idea of buying their own offices. 

| Traditionally, almost all office space 
| has been rented. Developers sell office 
^. blocks before completion to institutional 
| landlords. Commercial leases have re- 
| cently placed: greater restrictions on ten- 
|. ants’ activities—in particular, sub-letting 


and alterations. Regular rent increases— 


West End prices have increased from 
- £25 to £60 a square foot for prime space 
-since 1983—have meant that many small 


businesses must suffer the indignity of © 


taking premises above shops. 


< Shrewd developers have spotted a E 
|] gap in the market. The "City fringes”, 


such as Smithfield, Spitalfields and 


` Shoreditch, have many picturesque old - 
homes and disused warehouses which: 


providing 2,000-3,000 square feet of of- 
fice space, and sold to their occupiers. 


First to move in have been. advertising, 


5 design and film. companies, in search of 


premises which.can become part of their 


"house-style"—arty. Victorian, - rather 
than soulless high-tech. But Boston- 
"Gilmore, an agent which sells such of- 
fices, says solicitors, chartered surveyors 
and researchers are following suit. It 
claims that more than 30 such compa- 

i nies s have bought self-contained: o i 





| can be converted into offices, typically 
| 
a 
E 


m 2: 


advertisements against 





A homely ‘sort of office - 


on the City fringes in the past year. = 


tively empty. 


pany will not usually. have either the 


"whereby the company is charged only in 


p ministered pensio : 


buildings. As more developers enter the 


wh ka haren not.” 


| de exemit tom that rule 














. The attractions are obvious. Develop- 
ers——there are about a dozen in the busi- 
ness, including Trafalgar House— 
reckon that owner-occupied commercial 
premises will appreciate even faster than 
residential property has done over the 
past ten years. Being a freeholder means 
a company can run its property as it 
wants, rather than being at the mercy of 

alaridlord. The owner of an independent 
television-production’ company, who re- 
cently bought a building in City Road 
near Islington, says he is pleased to avoid - 
working in more congested areas of Lon- 
don. Local pubs and restaurants are rela- | 
































One problem is. hat: a young com- | 







wherewithal or inclination to pay the 
necessary - £300, Q0-5mr <- Commercial 
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terest for the first few year à Anum 










the property is 

benefits. = "S | 
* Agents.claim that the demand for of- f 

fice-ownership near central. London al- 









ready exceeds supply Buttheinnersub- | 
urbs: have many redundant Victorian - 
and early-twentieth-century © industrial 
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field; the scope for company o owner-occu- ae] 
pation is bound. toi increase. - Used | 














joi ouall mean no 
hat is not so with 
, the Foreign OF 










hat the i Um nn and taking | 
Roney will probably land them in 
AHT believes that. inger-wágging 










advertisi g is counter-prod 2. Spanish 
taxi drivers are waiting to see if hooligans 
























sider its £150m 
over of Britain's 
carmaker, Rover 








had cleared the take- 
on condition Britain's - 
rnment cuts its proposed 
£800m write-off of Rover's | 


debt by £331m. Meanwhile, 
- BAe will act as-lead contractor 











ain and Saudi Arabia, worth 


DIS £l O billion i d 
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I iternational so ld i its 


| European paper and packing - 


business in a management 
buy-out worth nearly £620m | 
($1.05 billion). The British . 
company sold a similar busi- 
ness in America last morith - 


fo concentrate on publishing . 


|: and information. 


Building 








| Spain has overtaken Britain. 
. |: as the fastest growing con- 

|. struction market in Europe. 
‘Spanish output increased by 













flecting growth in Spain's 
economy and preparations for 
vv] the. 1992 Olympics i in Barce- 
AE lona. 


Lucas Carton, a top restau- 
rant in Paris, has a Japanese 
landlord. Asahi Breweries 
bought the building from co- 
nac-maker, Remy Martin. 
Wereldhave, a Dutch prop- 


j inte it needed — 


e European Com- — 


^ in an arms deal between Brite 


re than a tenth last year, re- 






















































to 8% of dicir 


local companies. 


erty group with investments 


of about 1.6 billion guilders 
($770m) is considering buying | 
Peachey Property, a British 
company which owns a lot 

of retail property in London, © 
including ai cad Wertes 


Banking 


| de G roup s of gte neal 


end of 1992. T | 
more liberal than some bank- 
ers expected, although Ameri- 


can, Japanese and French 
banks will have to raise 


more equity. 


A “financial mafia"; See ace 


tivities included buying expen- 
fie gifts for Soviet leaders, - 


been n blamed kth the Ta 


Ban oe i merging 





| with its affiliated regional | — 
banks to centralise: West Qi 


many's co-operative banking- 


«system into a single Bienen. | 
| with some DMI 70 billion ($92 


Tu billion) in assets, 


Britain’ s Midland Bank cre- 
ated a special division for the 
day-to-day management of 
about $7 billion in loans to 
developing countries. The new 
unit will also concentrate on 
converting more loans to- 
countries into investments in 
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| as chairman of Alitalia, the 
-Italian national airline. R1, the 
“state-owned holding company 


Colsco; an American 
toymaker whose ugly Cabbage 
Patch Kids were the hottest. 

- items in toyshops three years 
ago, filed for protection from 

. creditors under America's 

- bankruptcy laws, 


- LL With sius: growth in its in- 

|. stant-picture business, Ameri- 
|. ca's Polaroid árinouticed à 
big restructuring plan which 


7 business, pitting it against 
. Eastman Kodak and Japan’s 
Fuji Photo Film 


| Electricals 


company, will pay $310m for 


others, NATO and the Ameri- 
can air force. 


Umberto Nordio was fired 


which owns 77% of the car- 
rier, wants him out because of 
the airline’s poor record of 
strikes and late arrivals. Mr 


Nordio i is fighting back. 


includes entering the $7 bil- 
lion-a-year conventional-film 





Siemens, a big West German 


electronics group, began deliv- 

 ering samples of a powerful 

A 4-megabit microchip. It will 

. match those produced by a 

- few Japanese companies. Such 
. a chip could become the stan- 


dard memory device in com- 
puters in the 1990s. 


Plessey, a British electronics 


the Electronics Systems Divi- 
sion of Singer, a large Ameri- 
can conglomerate. The divi- 
sion sells avionics to, among 


|- ings and tights company in- 


to an American court to let it 
enter the overseas long-dis- 


 mestic sales, Akai's new. prod- 


Nynex, a New York-based 
telephone company, appealed 


tance telephonë business in a 

joint venture with Britain's | 
Cable and Wireless. The 

British company was refused | 
permission for its Hongkong 
telephone service to be use 
to transmit television throug 
its cables. 













Scorecard 















Sophie Mirman, chairman a 

Britain's Sock Shop, proved ` 
that niche retailing is not yet a. 
passing fad. Her socks, stock- 


creased its pre-tax profits by ` 
76% to £2.2m ($3.9m) in the 
six months to theendof — ^ 
March. It has 80 of its bou- 
tiques in Britain and is ex- 


panding abroad with six in 
New York. 










Akai, a big Japanese manufac- 
turer of audio and video 
equipment, made pre-tax 
losses of nearly ¥1.5 billion. 
($12m) in the six months to 
the end of May. Although :. 
many Japanese exporters ha: 
recovered from the e ot. 
the strong yen with more do- 













ucts are developing slowly in 
its home market. | 


The shadow T. the stock- .— 
market crash continued to - 
hang over Merrill Lynch, a 
big Wall Street stockbroker. 
Its net profits fell to $53.5m in 
the three months to June. | 
That was 3696 down on the 
same period a year before, de- 
spite salary and job cuts. 
















| (A Norwegiah Company) 


Giobal Offering of Rights 
24,0 Sub: cribe fo ian 


Rights to Subscrib b 


This portíori ofthe Poeno was sunde 


T Goldman Sachs International Corp. 


SBCI Swiss mi nk fat Pickle) 


Amsterdam-Rotterdam Bank NV. 
Bergen Bank 

Den norske Creditbank 

Enskilda Securities 


Algemene Bank Nederland N.V. “Banque Indosuez | 

à County NatWest Limited | Crédit Commercial de France - | 
Dresdner Bank — De  Fondsfinans a.s n Generale Bank 
LTCB international Limited 
The Nikko Securities Co., (Europe) Ltd, | PKbanken. | | 
Sumitomo Finance International ‘Sundal Collier Montagu AS de We i 
Yasuda Trust Europe Limited ank / 
Copenhagen Handelsbank A/S _ Den Danske Bank | 
M. M. Warburg-Brinckmann, Wirtz + Co. 2 | 
Sal. Oppenheim jr. & Cie 7 


This portion o of the s offering w was sunderwritten i ini (the United Sat es bj 
Goldman, Sachs &Co. | 


Alex, Brown & Sons mE Dillon; Read &Co,Inc. > 
_ .incorporated —— > . ty, vd? 
Morgan n Sanie & Co. 


Smith Barney, Harris s Upham & Co. 
E ncorporated E 
: Arnhold and S. Bleichroeder, inc. | 


Piper, Jaffray & Hopwood B Prescott, Bail & Turben, Ine. 
Bienen Eichler, Hilis Richards D Butcher & Singer Ine. 3 


incorporated. 


Howard, Weil, Labouisse, Friedrichs 
incorporated — 


The Ohio Company 


The sad of Rows subscribed for the 8 729,6 
to which it was entitled, and these shares were notu nd de 
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m a lumberjack, and I'm OK 


TORONTO 


Which of the big seven indus- 
trial economies has grown fast- 
est over the past five years? Not 
Japan, not America, not even 
Britain. The answer is Canada, 
smallest and traditionally coyest of the big 
seven. Canada's real Gpr has risen by an an- 
nual average of 4.2% since 1982—almost a 
full percentage point faster than the OECD 
average. 

The numbers are flashing green every- 
where you look. The OECD expects Cana- 
dian growth to continue at around 496 this 
year. Most Canadian economists are slightly 
less bullish, with forecasts of 3-344%, slow- 

to 2'2% next year. But the composition 

l distribution of growth are becoming 
better balanced—and hence probably more 
sustainable. 

Rather like in Britain, growth in the 
past five years has been concentrated in one 
area, the populous provinces of Ontario and 
Quebec. The national unemployment rate 
has fallen to under 8%, but whereas: To- 
ronto, Ontario's capital, has a rate of only 
3%, Newfoundland has an average jobless 
rate of almost 20%. 

Toronto, indeed, is showing signs of 
London-like overheating. Shortages. of 
skilled labour are pushing up wages, and 
house prices have nearly doubled in the past 
two years. But forecasters expect growth in 
these two provinces to be less hectic this 
year, while the recent recovery in commod- 
ity prices should shift growth outwards. to 
the raw-material-producing provinces. 

In addition, the engine of growth. is 
shifting from consumer spending to busi- 
ness investment. The OECD reckons that 


| 
| 
1 
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Canada’s business investment could expand 
by a remarkable 17% in real terms this year. 
Most companies have plenty of cash to in- 
vest: profits rose almost 50% last year if you 
ignore write-offs in the energy and financial 
sectors. Canadian mining firms have been 
big beneficiaries of rising commodity prices, 
and many factories are running flat óut, so 
new investment is needed. 

Provided it is ratified by both countries, 
the Canada-America free-trade agreement 
could come into force at the beginning of 
next year. That prospect has put ginger into 
Canada's entrepreneurs. They believe off- 
cial and independent studies which suggest 
that the removal of trade barriers between 
the two economies could boost Canada's 
GDP by 2-396 over five years. The indirect 
benefits- of the agreement—encouraging 
firms to 'become more competitive—could 
be much. more important than the direct 
ones of scrapping barriers. Foreign direct in- 





Budget deficit*1987 % of GNP 
2 3 4 





vestment is flooding into Canada in antici- 
pation of guaranteed access to the huge 
American market. 

Who should get the credit for all this joy 
(which might, at last, dent Canada's eco- 
nomic inferiority complex)? Mr Brian 
Mulroney's conservative government is nat- 
urally claiming a lot of it—and with some 
justice, 

This year has seen the first stage of a tax 
reform which has matched the Reagan tax 
revolution almost point for point. Personal 
and corporate income-tax rates have been 
cut and the tax base broadéned by reducing 
deductions. The top rate of federal income 
tax has been trimmed from 34% to 29%, to 
give a combined federal and provincial rate 
of 45%. The corporate tax rate was reduced 
to 28%. 

The government held back from intro- 
ducing its tax reform all in one'go. A date 
for the second stage has vet to be set. This 
will replace the existing federal sales tax 
(which covers only.a third of all goods and 
services) with a broader VAT-like sales tax 
and will make further income-tax cuts. 

Mr Mulroney has also encouraged, 
through deregulation, a shake-up in the fi- 
nancial system that parallels the recent one 
in manufacturing. Financial institutions ~ 
have been allowed to compete in more busi- 
nesses, giving Canadian institutions an edge — 
over those in America and Japan. By com- 
peting, they can also do a better job of fi- 
nancing Canadian industry. | 

The Bank of Canada is now getting 
Volcker-high marks for its stand against in- 
flation. In the past Canada's inflation rate 
has remained-persistently above the OECD 
average, and there have been fears that wage 
pressures in Ontario could spill over into 
the rest of the economy. Not, however, if Mr 
John Crow, the recently appointed gover- 
nor of the Bank of Canada, has anything to 
say about it. He has tightened monetary pol- 
icy in recent months. The gap between: 
prime lending rates in America and Canada 
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has widened to 175 basis points from 100 at 
the start of the year. One result of this has 
been that the Canadian dollar has been one 
of the world's strongest currencies in 1988, 
having risen even against the reviving 
American dollar. 

All of which is much to Mr Mulronev's 
credit, but his worse-than-Reaganite fiscal 
policy isn't. In 1987 Canada's total budget 
deficit (central and local government plus 
social security funds) was 4.6% of Gop—the 
second biggest after Italy among the big 
seven OECD economies, and almost double 
America's budget deficit. True, the deficit 
has been cut from 7.0% of GDP in 1985, but 
this mainly reflects the impact of buoyant 
growth on tax revenues. 

As in the United States, Canada's bud- 
get deficit must carry some of the blame for 
its external deficit. In 1987 the trade surplus 
rose to C$10.3 billion ($7.5 billion), but big- 
ger payments of interest and dividends 
abroad shoved the current-account deficit 
up to a record C$9.6 billion. Canada has 
run a current-account deficit in 11 of the 
past 14 years. In the 1970s the current-ac- 
count deficit did not seem to matter much; 
it was simply the mirror image of inward for- 
eign direct investment. In the 1980s, how- 
ever, heavy government borrowing and a 
sharp drop in private savings have been to 
blame. 

The government missed the opportu- 
nity to get to grips with the budget during its 
early years in office. Now, with an election 
due before September 1989 and the conser- 
vative party still trailing in the polls, the po- 
litical task is much harder. Cuts in govern- 
ment spending will be postponed. 





North American companies 


The Canadians 
are coming 


TORONTO 


Olympia & York, Campeau 
Corporation, Nova, Magna In- 
ternational, Placer Dome, John 
Labatt: a wave of unfamiliar 
Canadian corporations is 
splashing on to the shore of world business. 
Add the continued growth by acquisition of 
the country’s established multinationals, 
like Seagram and Northern Telecom. Note 
the revitalisation of its extensive natural-re- 
source companies, like Inco and Alcan. Cor- 
porate Canada is in boom. 

Two things are behind the surge: 
consolidation in Canada’s relatively small 
domestic market, and a sharp increase in di- 
rect investment by Canadian companies 
abroad. An example of the first was the re- 
cent C$2 billion acquisition of  Polysar 
Petrochemicals by Nova. This transaction 
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The changing face of Canadian business 


has created a virtual monopoly in Canadian 
petrochemicals and might have raised eye- 
brows elsewhere. But Canada’s competition 
rules have traditionally been lax, because 
government policy has been aimed at foster- 
ing companies big enough to compete in 
North America, rather than ones which just 
compete within Canada itself. The new 
Nova will be the sixth largest petrochemicals 
firm in North America, Its chief executive, 
Mr Robert Blair, says the deal gives Nova 
the C$5 billion annual turnover necessary 
to afford the marketing organisation that in- 
ternational competition requires. 

Several similar mergers have been con- 
summated in Canada in recent years. Their 
progeny include Placer Dome, the largest 
gold producer outside South Africa and 
Russia; Fishery Products International, the 
second largest fish producer in Canada; and 
the still unnamed company which will be 
the world’s largest uranium miner and pro- 
cessor (it is being formed from the combina- 
tion of Eldorado Nuclear company and the 
Saskatchewan Mining and Development 
Corporation). 

National consolidation is only part of 
the story. The rest comes from foreign direct 
investment. Between 1975 and 1986, the 
value of Canadian direct investment in the 
United States (the target for well over half.of 
Canada's foreign direct investment) soared 
from C$5.6 billion to C$39.9 billion. Cana- 
dian assets in America now include 
Bloomingdale's, Harris Bankcorp (the third- 
largest bank holding firm in Illinois), and 
2396 of Du Pont. The leading dairy pro- 
ducer in New York, the largest jewellery re- 
tailer in the United States, and the largest 
school-bus operator in North America are 
now all Canadian-controlled. 

The best known of these forays were Mr 
Robert Campeau's $10 billion purchases of 
Allied Stores and Federated Department 





Stores, the far-flung American retail chains. 
But Mr Campeau is not a lone raider. Over 
the past 12 months, Olympia & York, the 
privately held multi-billion-dollar fief of the 
Reichmann Brothers, has expanded almost 
as fast by diversifying from the high-risk 
property business into energy and. natural 
resources. lt has accumulated a stake of 
nearly 2096 in Santa Fe Southern Pacific, 
the sprawling Chicago railways-and-re- 
sources group; it is the largest private owner 
of office space in New York city; it has swal- 
lowed Gulf Canada and Hiram Walker in 
deals worth nearly C$6 billion. And, for 
good measure, it has picked up a sizeable mi- 
nority interest in Campeau. Not bad for a 
company which began life as a tile importing 
business in Toronto. 

John Labatt (the leader in the Canadian 
beer market), Magna International (a vehi- 
cle-ccomponents ‘firm built by the flamb 
ant and now highly paid. Mr Fra 
Stronach) and Bombardier (a Montreal 
transport-equipment firm) are among others 
who have raised their American holdings. 
Labatt's American assets tripled to C$350m 
in the three years to the end of fiscal 1986. 

The longer-established Canadian multi- 
nationals like Alcan, Seagram and Northern 
Telecom have also raided south. Alcan's 
American assets tripled in the ten years to 
1987, largely through the $880m purchase 
in 1984 of Atlantic Richfield's aluminium 
interests. By early 1987 nearly 7296 of 
Seagram's total assets were in the United 
States; since then, the group has added 
Tropicana, the upmarket American fruit- 
juice maker, and Martell brandy to its list of 
brands. Since 1977 the value of Northern 
Telecom's American assets has gone from 
$145m to $42 billion. The tariff-lowering 
free-trade agreement is likely to raise Cana- 
dian investment in America yet further. 
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| It is exactly t three years since Ísrael introduced its stabilisation pro- 
i 











"Bolivia, Brazil 
drastic anti-inflation pro- 
es. Only two were successes, | 
ie programmes introduced by Ar- 
ina, Brazil and lsrael were based on 





| ina current Tate dd. Bocas it 

. feeds upon itself - through. widespread 
indexation and its effect upon expecta- 
| tions, advocates of so-called “heterodox” 








Y and wage controls are sensible. AL 
though these distort relative prices, 
they remove the inertia, helping 
the economy to shift relatively 

- painlessly from high to low infia- } 
tion. In contrast, the orthodox cure | 
which is favoured by the IMF—a fis- 

- cal and monetary squeeze—has a 
. heavy cost in terms of lost output’ 
and higher unemployment. The 
heterodox” school does not, 
though, allow governments to ig- 
nore fiscal reform. Price controls 
alone simply repress inflation; they 
must be accompanied by budget f 

cuts, 

Argentina s. Austral nan was ' 

| born in June. 1985. It combined a 

~~ price and wage freeze with budget - 

] cuts and introduced a new cur. 
rency, the austral, which was 

 pegged to the dollar. On the eve of - 

* — the plan the 12-month rate of infla- 

stion was more than 1,000%; by | 

. mid-1986 it had fallen to 80% and 














tion started to accelerate again, 
1 reaching 322% in June 1988; 
|. Argentina's failure lay in its unhappy 
DE. mixture of British-style trade unions and 
Italian-style public finances. The fall in 
real wages caused by the initial wage freeze 
led to widespread strikes. At the same 
| time, the government's failure to keep a 
d grip on loss-making state enterprises and 
«| profligate provincial governments left the 
-| budget deficit at 7% of GDP in 1987. On 





top of this, to maintain competitiveness 
| the austral was steadily devalued; this 
F caused further price rises.. 
` Brazil’s Cruzado plan, launched in 
February 1986, was the biggest flop of the 
Sei it collapsed within a year. Although 











n rates ‘of more than 250% red 
f and Israel) 


or inflation argue that temporary | 


Saras MF: iP Morgn 
| growth remained strong. But the eikite | 


ved to be only temporary. Despitea . 
ession of new price and wage controls, 


change rate were ft: 


perinflation. Its success shows that it is possible to 
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| the plan was moe on de Austral one, 


the government laid more emphasis on 
price controls. It almost managed to con- 
vince itself that the budget deficit did not 
matter and that inflation could be blamed 


entirely on inertia. The budget deficit rose 


from 4% of GDP in 1985 to 796 last year. 
Brazil's second mistake was to give ev- 
zo a large pay rise just before wages 


were frozen. This stoked up demand and - 


produced a classic case of repressed infla- 


Consumer prices % increase on a year earlier 


88 1384 85 — 86 87 


tion, with widespread shortages and a 


flourishing black market. Although the 
1 2-month rate of inflation fell from 260% 
in the first quarter of 1986 to 62% in the 
same period of 1987, inflation has since 
returned with a vengeance, Prices rose by 
468% in the year to May 1988. ~ 
Israel's stabilisation plan was 
launched in July 1985, a month after 
Argentina’s. It contained roughly the 
same ingredients, The budget deficit was 
to be cut while prices, wages and the ex- 
zen. Unlike the Aus- 
tral and Cruzado plans, it seems to have 
worked. In the year to mid-1985 con- 
sumer prices rose by more than 400%. 
Within a year inflation was down to 20% 
and has Iu there since, even 

















was able to get the broad agreement. o 


9096 of workers) to the wage freeze. 





years. Only part of this is due to the 


and an increase in unemployment h 
been reversed. Thumbs up to the hetero- 
dox school. 

The reasons why Israel has succede 
where the others failed are clear. First; Is- 
rael's budget deficit moved froni a deficit 
of 15% of GDP in 1985 to near balane 
year. This was achieved partly 
subsidies but it also reflected 
lower inflation increased the re 
tax revenues. Second, the govern 
































































Histadrut (the trade union which ci 


Israel, of course, was helped by hi 
Uncle Sam on its side. America prov 
an extra $1.5 billion in aid in 1985 and: 
1986, on top of its regular annual handout 
of around $3 billion. This took the pres- 

sure off Israel's balance of pay- 
, ments and made it easier to main- 
tain a fixed exchange rate. Brazil 
and Argentina had no rich uncle. 
Iris still too early for Israel to re- 
lax its guard. An inflation rate of 
| 2096 cannot be sustained indef- 
nitely when Israel's trading part- 
ners have single-digit rates. Eventu- 

ally, the government will be forced 
to devalue, which could send prices 
spiralling up again. 

In contrast to the other three 
_hyperinflaters, Bolivia’s New Eco- 
nomic Policy, introduced in Sep 
tember 1985, eschewed price con- 
trols and relied on an unremittihg 
fiscal and monetary squeeze. And 
no half measures: the government 
cut its budget deficit from 36% of 
* GDPin [984 to around 5% last year. 
The impact on inflation was re- 
markable. Before the plan, infla- 
tion was running at an E rate- 
of 24,00096; this year it is below 10%. 
Critics say the cost is that real GDP'pe 
head has fallen by 1296 in the past thi 


inflation programme. Part must 
blamed on the collapse in the prices of ti 
and natural gas, Bolivia's main exports. - 

What are the lessons of these fou 
experiments? 
€ Ít seems impossible to curb inflation 
without reducing the budget deficit. — 
e Wage and price controls can help to 
curb inflation in a less painful way, but 
only if underpinned by budget cuts. | 
e Trade-union support for a wage freeze is is : 
essential. | 
@ It seems easier to implement a a pros 
gramme in a small, centralised economy 
like Israel's than in a large, diversified one. 
like Brazil’s or Argentina’ s. 
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STR Uu LIA. uet to re a paradise for 
; businessmen. "In the "lucky coun- 
could get away with outmoded 
practices, | low productivity and general 
"he reason was the abundance . 
Australia's natural resources—minerals 
"the E land, oil under the sea. And life 
is cosiest of all at BHP, the country 's biggest 
mpany. BHP owned some of the richest 








profit in its sleep. 
Then along came the commodity slump 
“the 1980s. Suddenly managers realised 
at to ride out downturns in commodity 
s, companies—and indeed Australia as 
;le—had to shape up. At BHP the need 
jange was particularly acute, since Mr 
Holmes à Court was trying to take 
er the company. He acquired a 28% stake 
ndaseatontheboard. — . 
Now that Mr Holmes à Court is downt to 
last few millions and safely out of the 
ay, the stage is free for BHP’s managing di- 
ctor, Mr Brian Loton, to show off a new 
ipany. BHP made a profit of A$940m 
80m) for the year to May, 1596 up on the 
r before. and well above any broker's 
:pectations. Accidents aside, BHP will soon 
start turning in billion-dollar profits. . 
"5; Mr Loton has a grand design fot the BHP 
the 1990s, which rests on a few big 
hanges in strategy. First, the company, 
hich. used to be all "Australian, has quietly 
ie multinational. In 1984 it bought Utah. 
finerals International, bringing with it 
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| In the middle of nowhere 


: TABUBIL 


S GOLD from South Africa and cop- 


per from America run out, miners 


mine in Papua New Guinea belongs to the 
future. E 
o. The mine is in a mountainous place 
which, 20 years ago, was marked on the 
‘map as “unexplored”. Until the arrival of 


seen a white man, Ok Tedi is almost per- 
manently shrouded in mist. It rains for 
352 days of the year and sometimes only 
` has two hours of sunlight in a day. Before 
mining began, there were no roads or tun- 
.nels in the area. The only. way in and out is 
by small aeroplane or helicopter. Five air- 
graft have crashed flying in. 





rks of Australia and seemed able to turn 


. will have to.go to ever-more remote places - 
|. to get metal out of the ground. In that 
sense the big Ok Tedi gold and copper . 


the miners, most local people had never 


The consortium m which | owns Ok Tedi. 





North Neen coal and copper interests. 
BHP started mining gold and copper at the 


‘Ok Tedi mine in Papua New Guinea (see 


box). In 1991 or 1992 BHP will bring on 


stream its 60%-owned Escondida copper 


mine in Chile; which is probably the most 


efficient copper mine on earth, providing | 
496 of the world's.copper at less than 40 - 


cents a pound. (prices. are now above $1). 
And BHP’s petroleum division has, since 
1984, bought several oil companies in North 


| America and is operating in Britain s $ part 


of the! North Sea. 
|. The move overseas brought - a big 
change in outlook. BHP is now prepared to 


take the company to the best mines and . 


oilfields, rather than wait for them to be 


found in Australia. Internationalisation will - 
also reduce vulnerability to the AS/ $e 
change rate: 5396 of the company's sales are- 
linked to the American dollar, while 90% of | 
costs are in the Australian:currency. W hen. 
| the Australian dollar shot up this year, BHPS- 


profits fell by A$17m for every 196 move- 


. ment in the rate. 


Acquisitions. in: different foreign mar- 
kets help diversify a company's "currency 


portfolio"—made up of all its revenues,» _ 
costs, assets and liabilities--and spread ex- | 

change-rate risk around. But BHP's policy _ 
has prompted an outcry from Australia’s _ 
powerful unions. As one commentator put. - 
- explore in high-risk and high-reward fields; 


it, the company is "bringing home the prof 
its, but exporting all the jobs”. 


A second plank to the. new structure is i 
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- includes BHP, Amoco, a consortium of 
West German companies and the Papua 
New Guinea government. lt came. into oy 
production in 1984. The first stage was to 


slice the top off a mountain to get at the 
gold that was inside the peak. That. made 


Ok Tedi the biggest gold mine’ outside | 


South Africa. Below the gold lies copper. 


The copper stage starts this year, and will . i 


mean taking copper concentrate down 
100 miles of piping to fast-flowing rivers. 

It will then be barged to the Fly River estu- 
ary and loaded on to ships. 


With projects as ambitious as "E 


problems multiply. For example: the con- 
sortium needed to build a hydro-power 
station and tried to dam the river, only to 


find that the earth was so unstable that ` 
the dam would not hold. The alternative. i 
was the more expensive task of diverting a - 
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e Net profit*: as % of sales by sector. 


| manage supr T of i its facilities itself. 


. point and ri 


g^ bines. This s wo d. 


- explorations may be easier. The compa- 
nies have already 1 made. ce local gage 


., Petroleum 
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Source Company Tepbits * Years ending N 


stronger rr rape control. At head office, 














ree main  divisions—steel, 7 


been UE on. t 
ing links between the cent 
posts. Control is being exerci 
| closely in the field too. At present BHP leaves 
of its oil wells to other op- 









erators, quan’) V 


—. Athird theme is one of adventurous ex- 
ploration. In the oil business, 
have one big base 






$ s "Timor Sea. fields) 


. which is a. moderate-risk and moderate-re- 


ward venture; it will then use the income to. 


within a.decade-or two. it hopes this will 
| bring: the kind of; a discovery. that genprates 
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yp profitable. - T 
.. Next BHP will start exploring for : E 
ot er deposit iin region. These second. 





big money. In the past, BHP could rely on its 
big Bass Strait oil field to turn in profits (it 
made up most of this year’s A$364m), but 
that is now two-thirds dry. So this year BHP 
raised its oil-exploration budget by 62% to 
A$95m, and capital expenditure on new oil 
and gas projects will be A$2 billion. 

There will be the same adventurousness 
in BHP's gas interests, where everything will 
depend on a gigantic project in the North 
West shelf which is the most expensive re- 
source development ever undertaken in 
Australia; and. in the mineral division, 
where the emphasis is on gold exploration. 
Like oil, gold has a big profit margin if you 
find the right deposit. BHP Gold- was 
launched as a separate company last year, 
and is Australia's fourth largest gold pro- 
ducer. The parent wants to make it Austra- 
lia's premier pure gold stock. This year pro- 
duction is doubling to 182,000 ounces, and 
` reisa target of 750,000 ounces by 1993. 


The best of British 


While the commodity parts of BHP are out 
exploring and expanding, the steel-related 
industries are doing the opposite. The com- 
pany has sold some iron-ore interests, and is 
chopping jobs in both iron ore and coal. 
That means taking on the unions, to whom 
BHP has previously often surrendeted. The 
average Australian coal miner is on strike 
nine days a year, works only five hours of an 
eight hour shift, refuses to work flexible 
seven-day shifts, and joins his mates in-en- 
forcing a mine shutdown for three weeks at 
Christmas. Negotiations. to change such 
practices are under way. Many union leaders 
are fans of Britain’s Mr Arthur Scargill, and 
quite capable of trying to take their men out 
for a year, Scargill-style. | 

In these circumstances, the company's 
aim to move BHP Steel up the league of eff- 
cient producers will be tricky; but not im- 

ible. The British: Steel Corporation 
saxcd some of the same problems in the early 
1980s; it is now, in profits per tonne, the 
world's most efficient producer. ‘BHP ranks 
sixth. It is already keeping its cost increases 
well below domestic inflation rates but there 
is far to go. BHP has just spent A$1.6 billion 
on new technology. Next year, the company 
hopes to double its steel profit from this 
year's $184.8m. 

All these changes are expensive. So was 
fighting off Mr Holmes à Court. BHP will 
(shareholders permitting) cancel 300m 
shares that it had earlier bought back from 
Mr Holmes à Court's Bell Resources. That 
and other restructuring costs will mean rais- 
ing debt by A$2.7 billion. Asset sales may 
reduce that by about A$1.5 billion, but 
more will be needed. Though Mr Loton has 
created a wave of enthusiasm for BHP in Aus- 
tralia, his main test is still to come: when the 
rosy light of higher commodity prices has 
ceased shining upon the company. 
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European publishing empires 


Farish magazines for the new Europe" 


PARIS 








Can the world of tastes and ideas, which seems so much a part of national 
cultures, be served by international companies? France's Hachette and 


"We've already gone beyond 
1992,” says Mr Yves Sabouret, 
the managing director of 
Hachette, France's biggest and 
the world's fourth-biggest me- 
dia company. To reach the top, Hachette 
followed the same simple path as its West 
German competitor Bertelsmann, number 
one in global media sales: expand in Amer- 
ica. The two giants are now hoping to profit 
from the very handicaps that first drove 
them outside Europe. 

America has immediate attractions Eu- 
rope cannot offer: one marker with a domi- 
nant language and fairly uniform culture. A 
cheap dollar made these irresistible. In 1986 
Bertelsmann purchased Doubleday and 
RCA. In April this year, Hachette bought an 
American educational publisher Grolier 
and a magazine chain»Diamandis. This 
boosted its estimated 1988 sales to $3.6 bil- 
lion, putting it behind Bertelsmann (1987- 
88 turnover, $6.3 billion) and the two lead- 
ing American groups, Capital Corporation 
and Time Inc., and about equal with Mr Ru- 
pert Murdoch's News Corporation. 

This is quite a feat for two firms whose 
working languages are each spoken by fewer 
than 596 of the world's people. It ought to 
be a disadvantage to come from a continent 
whose markets are balkanised by differences 
of language and taste, but it may not be. For 
language and taste are raw material for con- 


| m EL. ud Z » 
The multi-lingual, multi-bill 


West Germany's Bertelsmann are trying to do so 


tinental European media companies. Unlike 
American ones, who tend to rely on the 
home market or export a standardised prod- 
uct worldwide, Bertelsmann and Hachette 
are accustomed to tailoring products to local 
markets. 

Bertelsmann's Paris boss, Mr Axel 
Ganz, revived the woman's magazine in 
France with Femme Actuelle, when French 
publishers thought it was dying. Hachertte's 
editionalised Elle, the brainchild of Mr Dan- 
iel Filipacchi, sells 800,000 copies in Amer- 
ica, and is doing well in Britain, Italy and 
Spain. A Chinese version is planned. 

Less than a third of Bertelsmann’s sales, 
which span books, magazines, music and 
television, now come from West Germany. 
The group's strategy is to create new maga- 
zines for America, to build on its Japanese 
base (which is a small music company) and 
to move into European television. 

Half of Hachette’s revenue is now gener- 
ated abroad. Its empire includes books, mag 
azines, French provincial newspapers, a big 
French radio station, Europe 1, and a lucra- 
tive distribution chain. With a FFr3 billion 
($480m) war-chest left over from its Ameri- 
can purchases, it is looking for further buys 
in the United States and Spain, a bridge- 
head to Spanish-speaking Latin America. 

Despite their global ambitions, 
Bertelsmann and Hachette are likely before 
long to clash in Europe. Bertelsmann owns a 
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The fashionable ble takeover 


PARIS 


| POWER struggle is raging within the 
“A French luxury-goods industry, and 
the winner may be Mr Bernard Arnault. 
At 39, but looking ten years older, he has 
à reputation as one of France's smartest 
deal-makers. 
-^ The three-way agreement just struck 
^ between him, LVMH (France's top de luxe 
^ fimm) and Guinness (a British drinks 
. group) leaves him sitting pretty. His hold- 
| ing company, Financière Agache, is split- 
. ting a 24% stake in LVMH with Guinness. 
; Mr Arnault’s group gets 60% of the stake, 
— Guinness gets 4096. In turn, LVMH is tak- 
ing a 1096 share in Guinness. 
_ Through Agache, Mr Arnault dad 
- controls Bon Marché, Conforama and 
Belle Jardiniére (all retailing firms), Dior 
© and Christian Lacroix (fashion) and 
Céline (ready-to-wear fashion). After un- 
loading most of his textile interests, as 
well as Peaudouce, a nappy company, Mr 
Arnault was flush with cash. 
His target, LVMH, was formed last year 
‘by the merger of Louis Vuitton, a fancy 
luggage maker, and Moét-Hennessy, 
France's top champagne and cognac pro- 
ducer. LVMH’s market capitalisation, in- 
creased by the takeover manoeuvres, is 
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half share in the profitable France-Loisirs 
"book club. The other half belongs to 
- Groupe de la Cité, France's second-biggest 
book and magazine publisher after 
"Hachette. Apart from a small distribution 
«stake, Hachette has not breached the well- 
-fortifed West German market. But it has 
` many European interests, including a cross 
share in Rizzoli, a big Italian publisher. Brit- 
ish groups—Pearson, Reed and Maxwell— 
are also joining this battle for Europe. 

For big media companies, the common 
market’ s 1992 revolution may, oddly, not 
mean very much. Those rich differences of 
language and taste will remain, and 


ertelsmann and Hachette have already 


hown that a firm can be a European giant 
without having : a Europeanised product. So 
far, magazines seem to slip through those 
ultural barriers more easily than newspa- 
rs. Television, depending on the pro- 
ramme, is in between. 


Mr. Maxwell, whose Maxwell. Commu- 


‘nication: Corporation had a turnover last 

ear of £884m ($1.5 billion), is undeterred. 
Besides interests in France and Belgium, he 
has a mock-up of a general-interest, English- 
language newspaper, The European. His 


_one. If you are: competing fora French or 


German businessman’ s attention that hoary 
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around FFr35 billion ($5.6 billion): ! 

This is a formidable target. But Mr 
Arnault has adroitly expl loited the tension 
between the group's joint heads, Mr- 


Henry Racamier of Louis Vuitton, and >- 


Mr Alain Chevalier of Moét-Henness 


both of whom once worked in the steel | 
industry and then oe successfully to 


commonplace, ' ‘English is the language of 


business,” proves wide of the mark. Owner- 


ship, however, is a different: matter. The | 


Wall Street Journal has a 14% stake in a 


French business-press group, Expansion. 
The Pearson group has bought a majority - 


stake in a Parisian business daily, Les Echos. 


Neither group appears to want to run or 


greatly alter the local operation. 


Beside Europe's new mtermitiohal f me- 


dia giants, old-fashioned: press barons (lik 















Axel Springer of Germany, who died three " 


years ago, and France's Mr Robert Hersar 





owner of Le Figaro and à little: em ire of t Te: 3 
` gional papers) seem almost provin he 
- Springer press group has few interests out-_ 
—" side West Germany; an exception is. Spain | 

where it has just bought the number three 
publishing group, SARPE. The Hersant press ` 
chain—currently subject, as often before, to . 
take-over rumours—is: strongly anchored in. 
France. 
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There are risks to jongdisance vilis 


ing, including insensitivity to local tastes. In 


America, Bertelsmann's Geo flopped; and 


: Hachette's attempt to revive Look failed. Mr B. oF ad cas 


Murdoch seems to sense this, and is cau- 


poration, his media empire (1987 turnover: 
~ $3.5 billion), is rooted in the English-speak- — 
ing world. His finance director, Mr Richard 2 at 
Sarazan, points out that Mr Murdoch takes : 


the luxury 





Gran Metropx 


- were claiming to have ‘neutralised Mr 


pushing his joint share with Guinness to 
~ 30%, if he wanted. The struggle for the 


far from: over... 





ming in which. 


4 ard. 
: also. of hs n a Arden defence firm: 


them. 


trade: Mr Che alier wanted to” 
concentrate on managing the straggling 
group that was growing fast on its own, 


Joint sales of kvMH in 1987 were up 18.6% 


over the previous year, luggage sales alone 


rose by more than 34%. Mr Racamier, on 


| 

| 

| 
the other hand, wanted to continue buy- | 
ing other companies. | 
In May Mr Racamier began looking for | 
i 

| 

| 

| 

| 


friendly buyers of LVMH shares (whether 
Mr Chevalier - was in full agreement w ith 
this is not clear). Mr Racamier's critics in- 


side the grouj say he was scheming with 





litan, a big British rival of 
“LVMH and Guinness have a 
joint. ‘distribution. agreement in America 





and East. Asia. M 


r Antony Tennant is a 


> friend : of. Mr Chevaliers. A deal was. 
- . made, at Mr / 
! 8th. x 





Arnault $ prodding, on July | | 


Càn this ménage à quatre work any Eod 


| better than the unhappy Racamier-Che- ~ 2 


valier marriage? At first, LVMH insiders 


Arnault, by linking him in a deal-with 
Guinness and getting from him a promise 
not to break up LVMH. But only four days 
after the. deal, Mr Chevalier was saying 
that nobody could stop Mr Arnault from 





world's biggest É xury-goods maker seems 
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à i dioec interest in nis papers abd speaks only 


English, which would seem to limit his inter- 


, Bational ambitions. 


But when News .Corporation’s shares 
were introduced. last:month on the Paris 
Bourse, the. French asked: is Mr Murdoch 

answer is probably no, unless 
doch's Sky. Channel 
ind. music, progr 
lage matters little 
iterests might one day 
international telenews 














beams. snail: | 








x Berte 
ette is cautious, even dhoigh its 
Mr Jean-Luc Lagardére, is boss 





As the récent ns of a West German 


television-satelite shows, this is a risky busi- 









elevision: has. to. be financed by ad- 
vertis g: Relievers: in pan-European satellite 
ing ih 3 ee not y ude chat a Tu 


` tious about continental Europe. News Cor- Nob 
critics. say that the hardest product to 
Europeanise i is a newspaper, even à business 








Military contracts 


Arming the king 


T'S a happy business that can double its 
turnover in one deal. That is roughly the 
position in which the British arms industry 
finds itself. Britain and Saudi Arabia have 
signed a formal understanding under which 
British companies will supply Saudi Arabia 
with 48 Tornado jet fighters, about 60 Hawk 
training aircraft, 80 helicopters, six mine- 
sweepers, and one or two air bases. The total 
value of the contract could be £5 billion 
($8.5 billion), and perhaps even twice as 
much. Whatever the final result, this is one 
of the largest-ever arms deals by a western 
country, larger even than the cost of Brit- 
ain's Trident nuclear system. Last year, Brit- 
ain signed arms export contracts worth only 
3 billion. But, though the deal will bring 
oom times to the British defence industry, 
it is unlikely to signal a shift in the world 
arms business. 

The heart of the contract is the Tor- 
nado. This is the product-of a joint holding 
company in which Britain and West Ger- 
many each own 42.5% and Italy has the re- 
maining 1596. The countries share the work 
in proportion to their stakes, so some of the 
new business will go to West Germany and 
Italy. But. the lion's share goes to Britain. 
Each country performs the final assembly on 
all jets earmarked for its own air force; since 
the Saudi deal is with Britain's Ministry of 
Defence, the Saudi-bound Tornados will all 
be assembled in Britain. 

Nevertheless, it would be wrong to con- 
clude that Britain emerges from the deal as 
the country with the arms industry to beat. 
Most of the value of the deal lies not in the 
high-tech weaponry, but in the air base or 
bases. Technically, the project is a civil engi- 


neering one, not a military one. The 10,000- 
foot-long runways, control tower and hang- 
ers must be hardened against bombs and 
missiles. The airfeld must have under- 
ground bunkers, also hardened, for fuel and 
ammunition. Depending on where the run- 
ways are located, the airfield could also re- 
quire new gas, electrical and water lines. 

These are the features that make 
airbases expensive. Estimates of the cost of 
the two fields run from £1 billion to £5 bil- 
lion. British Aerospace, which builds the 
Tornado in Britain, was cleverly positioned 
to bid for the bases' construction. In January 
1988 it acquired Ballast Nedam, a Dutch 
construction firm, specifically because of the 
firm's ties to Saudi Arabia. Ballast Nedam 
built the highway-bridge connecting Saudi 
Arabia to Bahrain. 

While the deal would not have been 
thinkable if the British defence industry 
were not up to scratch, it was won partly by 
default. To meet their air defence require- 
ments, the Saudis want a fighter with a long 
combat range. This narrowed the choice to 
the American F-15 or the Tornado. (The 
French Mirage is not as well suited to long- 
range interceptor roles.) Purchasing F-15s 
would have meant years of lobbying in Con- 
gress, and no guarantee of the outcome. 
Moreover, the Saudis have already bought 
12 Tornados: keeping their force homoge- 
neous simplifies the cost of maintenance. 

There may have been one final reason 
why negotiating with the British was attrac- 
tive to the Saudis. Publicity, particularly 
about defence matters, makes them ner. 
vous. Britain's penchant for secrecy—re- 
forms to the Official Secrets Act notwith- 
standing—will have seemed a welcome 
alternative to America's congressional hear- 
ings, intrusive reporters, Freedom of In- 
formation Act and pro-Israeli lobby. 
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Waiting for rearmament 
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LMOST every big arms sale these 
days has a countertrade clause. 
This obliges the foreign contractor to 
provide the purchasing country with 
economic benefits, such as invest- 
ment, to offset part of the cost of the 
deal. Saudi Arabia has tried it rwice— 
in deals with Boeing and with British 
Aerospace—but has yet to reap bene- 
fits from either. That should now 
change. The new deal with BAe is ex- 
pected to clear the way for up to a 
dozen British-Saudi joint ventures to - 
start within a year. 

The first two schemes were quite 
different from each other. In 1984 the 
Saudis insisted that bids for a de- 
fence-communications system should 
include a countertrade proposal. The 
$1.3 billion deal went to a consortium 
led by Boeing which agreed to invest 
in high-technology industries in the 
Kingdom. So far, nothing has hap- 
pened, though three schemes should 
start this month. 

The second scheme was an after- 
thought which the Saudis tacked on 
to a £5 billion ($6.5 billion) order to 
buy British aircraft in 1985. This led 
to problems. It was nor a contractual 
condition, merely an agreement in 
principle by the British government 
to encourage investment. Again, no 
business resulted, upsetting the Sau- 
dis and causing the British side to in- 
sist that it could not force companies 
to invest. When some deals later went 
ahead, they did so outside the offset 
programme—ie, as if it did not exist. 
The Saudis saw this as a loss to. the 
programme, if not to their economy. 

The new deal should. set matters 
right. Much like last time, the British 
government will promote joint ven- 
tures up to the value of 2596 of the 
British technical component of the 
contract. Since the new arrangement 
supersedes the old one, this. means a 
target between £1 billion and £1.5 
billion. The new scheme removes the 
previous emphasis on technology 
transfer and applies to any joint-ven- 
ture. This seems to include Saudi in- 
vestment in Britain, a notable exten- 
sion given the Saudis' interest in 
downstream oil assets. 

The British feel that the Saudi de- 
fence minister, who signed the deal, 
will secure for them the sort of incen- 
tives they feel the programme needs. 
They have a dozen or so "credible" 
projects. waiting, with values up to 
£100m. 
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r "HREE things have made the restructur- 
A ing of the European chemical industry 
d 3 sual. First, the sheer extent of it; second, 
: way in which multi-billion-dollar assets 
ve been shuffled around between compa- 
^i s like so much paper; third, the geograph- 
ical ly lopsided character of the operation— 
nothing comparable has taken place in the 
chemical business outside Europe. 
-In the early 1980s the chemical industry 
k the world’s third biggest smokestack indus- 
y after oil and cars) was in decline, partly 
be cause the rise in oil prices had made in- 
_ puts dearer and partly because recession had 
weakened demand. But the industry itself 
had contributed to the slump. Producers 
were churning out far more chemicals than 
consumers wanted; Western European 
- chemical companies were some of the worst 
offenders. By 1982 the European chemical 
industry was losing around $7m a day and 
a gs seemed.to be getting worse because 
new petrochemical plants, planned in boom 
- times, were still coming on stream. 
— Desperation persuaded the industry to 
- rationalise.'It has done so to dramatic effect: 
profits have soared since 1982 (see chart). 
T Ye last of the big corporate reshuffles will 
‘soon be  complete—the merger of 
1 lontedison' s bulk chemical business with 
of Eni, Italy’s state-owned oil com- 
‘pany. When that is finished, one of manu- 
facturing industry's most impressive turn- 
'arounds will be complete. 
- The rationalisation of Europe's chemi- 
cal industry has gone through three stages: 
n Simple ent (ie, competitive 
‘capacity-cutting by individual companies). 
The first thing European chemical compa- 
| 5 ies decided to do was to improve e 
se plants, and, in some cases, get 
entire businesses. Becoming number one in 
quii products was the order of the day. 
is emical companies used to sell nearly ev- 
y kind of petrochemical and plastic; now 
Peach company sells just a few, and has either 
sold or closed down its small-scale 
. operations. | 
The retrenchment has been far-reach- 
_ ing. Nearly a quarter of Europe's big ethyl- 
. ene crackers have been scrapped. In 1986 
- Hoechst stopped making so-called low-den- 
sity polyethylene and polystyrene, the first 
big divestments in that company 's history. 
a oechst also closed lots of its high-density 
zs polyethylene plants and its European staff 
"was cut by 2096. At one time cs were 32 
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Western Europe’s chemical companies are now among the most iari 


e record profits. In 1982 they were 


s Sod ior dod losses. What brought about the turnaround? And will the 


producers of PVC in Western Europe; there 
are now 16, By the end of this year one-fifth 


of the pvc capacity that Europe had in 1982 - 


will have been shut down. In 1987 the chem- 
ical industry produced 2596 more man-made 
fibres than in 1970, but with a third of the 
workforce. And so on . 

- Nationwide restructuring (ie, compa- 
nies collaborating to redistribute their as- 
sets). These deals have come in several 
forms, but in each case the purpose has been 
to increase market share and force smaller 
rivals out of business. ici, for example, 
swapped its polyethylene plants for BP's PVC 
plants—remarkable because ici had in- 
vented polyethylene in the x place. 
leaves ICI more powerful i in the PVC business 
and BP more powerful in polyethylene. Simi- 


larly with the Eni-Montedison deal. Eni- 


Montedison will be Europe's biggest ae 
ducer of ethylene, with an 11% ma 

share; of pones (1 LB) of PVC (20%) 
of acrylics (2996); and of synthetic rubbers 
(21%). Eventually SNiA, Italy's third-largest 
chemical group and an affiliate of Fiat, may 
also be merged into the new venture; this 
would give the triumvirate sales of $13.4 bil- 
lion, or sixth worldwide. 

The joint venture's new shareholders 
will be Eni (4096), Montedison (4096) and 
private investors (20%). This means that 
Eni's chemical operations (EniChem) will be 
privatised, reversing an earlier trend in the 
European chemical business towards a 
nationalised, state-subsidised sector. The 
Italian case is not unique. DSM, a Dutch 
chemical firm, is also to be privatised. 


- Plastic surgery 
Chemicals industry, 1987 





Internationalisation. European chem- 
ical companies have expanded into foreign 
markets partly to increase their sheer size 
and partly to internationalise their busi- 
nesses. Their methods have varied. The Ital- 
ians have favoured joint ventures. In 1986 
EniChem and Ici merged their pvc busi- 
nesses, to become Europe's biggest supplier 
of the plastic. EniChem has also established 
smaller partnerships with Akzo, Dow, Du 
Pont, Union Carbide and Uniroyal. In 1983 
Montedison combined. its polypropylene 
business with that of Hercules, an American 


chemical company. In 1987 Montedison 
paid Hercules $1.5 billion for its share of the 
joint venture, Himont. Himont, 


which will not be included in the Eni- 
Montedison merger, produces 1.6m tonnes 
of polypropylene each year, 2096 of the 
world's requirements of the plastic. - 
Chemical companies from all European 
countries have been enthusiastic investoi ~ 
in America, the world's biggest chemici 
market. Lured by the cheaper dollar, the 
book value of European chemical invest- 
ments reached $25 billion in 1987, bigger 
than that of any other foreign manufactur- 
ing industry. (except for oil) and bigger than 
any service business including property and 
banking. ict has spent more than $3 billion 
buying up American chemical interests; 
Hoechst and BASF, have spent more than $4 
billion, and Rhóne-Poulenc over $1 billion. 
Until the early 1980s most of the West- 
rn European chemical giants had concen- 
vel on servicing their domestic mar- 
kets—a legacy of ue 1930s when 1C! agreed 
with Du Pont, America's biggest chemical 
company, to carve up the known world. Ici 
took the British Empire, Du Pont the Amer- 
icas and iG Farben, a West German com- 
pany, what was left of Europe. Now, the 
typical European producer has 2096 of its 
sales in America, 8096 of which is Aoa 
by local factories. Hoechst has 50% of 
production outside West Germany, co... 
pared with 3796 before it acquired, in 1987, 
Celanese, a diversified American chemical 
group. The typical European producer also 
manufactures and sells goods in all four big 
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Reaching for the sky 


western European markets—West Ger- 
many, Britain, Italy and France. Interna- 
tional companies now account for one-third 


of Italy's $40 billion-worth of. chemical sales, 


Upmarket, uphill 
The business has changed in other ways, 
too. Although western European chemical 
companies sell fewer commodity chemicals, 
they have spent a lot of money expanding 
into new markets of "specialty chemicals", 
which include everything from premium 
plastics to pharmaceuticals. These offer 
higher returns and are more recession-proof 
than bulk chemicals. Part of the reason they 
have been able to do this, they claim, is be- 
cause their shareholders take a longer-term 
view of investment than do the shareholders 
` American rivals. One American analyst 
lieves that it will take BASF years to recoup 


the $1 billion it paid for Inmont, an Ameri- 


can ink maker. 

Most chemical firms want to get 7096 of 
their turnover from specialties—eventually. 
For example, Ici says that 60% of its sales 
already come from specialties, compared 
with 3596 in the late 1970s. ici transformed 
itself bv buving the chemical assets of Be- 
atrice, America’s biggest makers of engi- 
neering plastics, Glidden, one of America's 
biggest paint firms, and the fatm-chemicals 
interests of Stauffer, another big American 
chemical company. 

As a result of all these changes, the 
chemical industry in. Europe is now experi- 
encing something of a boom. Bulk chemical 
plants are running flat out and prices are 
soaring. Hoechst, Bayer and BAsF earned 
more money between 1983 and 1985 than 
they had done in the previous seven years, 
and they expect 1988 will prove to be their 
best year yet. EniChem made a profit of 
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'$119m° in 1987, compared wih Sim in 


1986, which in turn was the first year the 
company had made a profit since it was 
founded. Montedison moved into profit in 
1985. It had been on the brink of bank- 
ruptcy in 1980. 

Europeans have managed to regain the 
dominant positions as the top chemical pro- 
ducers worldwide, which they lost to the 
Americans after the second world war. Ten 
of the world's top 15 chemical companies 
are now European. European companies are 
now also the world's top producers for a 
host of particular products: acrylics, poly- 
propylene, rayon, farm chemicals, industrial 
explosives and others. They account for 
three of the world's top five drug manufac- 
turers and two out of the world's top four 


fibre producers. 
— Europe versus America 


Nobody knows just how long the good times 
will last. At the moment, growth in chemical 
demand has been increasing by up to 1596 
year-on-year, the speediest since the mini 
chemical boom of 1979. European chemical 
companies argue they are now well prepared 
for the next recession, whenever that may 
be. Their size gives them economies of scale 
and market power (the big producers set 
world chemical prices). Big chemical plants 
get higher returns on sales than smaller 
plants. Contrast this with some of their 
American rivals which sell predominantly to 
their domestic market. 

American chemical companies such as 
Monsanto, Union Carbide, and Gulf Oil 
shut down many of their operations in Eu- 
rope in the late 1970s and early 1980s, and 


-a new process, dubbed Caralloy, that em- 


The top 20 | 

Company Country 1987 as 
BASF W Germany 25.6 
Bayer W Germany 23.6 
Hoechst W Germany 23.5 
ICI Britain — Et: m 
Du Pont United States 17.6 
Dow Chemical United States 13.4 
Ciba-Geigy. Switzerland 124 - 
Montedison Italy 11.9 
Shell Holland/Britain 11.7 
Rhone-Poulenc France 10.6 
AKZO Holland 8.8 
Monsanto United States 7.6 
Exxon United States 7.2 
Sandoz Switzerland 7.1 
Union Carbide United States 6.9 
Solvay Belgium 6.8 
Roche Sapac Switzerland 6.1 
EniChem Italy 5.3 
Norsk Hydro Norway 5.3 
OSM Holland 5.1 
Source: Chemical insight 











so far have shown little sign of returning. — 
Japanese chemical. companies, too, have 
concentrated on home markets (though 
they have recently shown a belated interest — 
in America). 

European chemical companies have 
been capitalising on their traditional tech- — 
nological advantages by turning bulk chemi- — 
cals into premium ones. Montedison, which — — 
has been the source of many of the chemical — — 
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industry's most important recent innova- 
tions, recently announced it has discovered _ 


ploys lots of different catalysts to produce — 
high-quality plastics tailored to a customer's — 
requirements. Himont believes that by 1992 
about 60% of its sales will come from more — 
expensive Catalloy-derived and other spe 
cialty plastics. E 
European chemical companies also have _ 
historical advantages over their American 
rivals. Because most European chemical 
firms are not linked to oil companies they — - 
can be more "market-' than "feedstock- — 
driven": chemicals are sold because custom- 
ers want them, not because the raw materi- 
als are produced by upstream oil refineries. 
Against this, however, are two disad-  . 
vantages: first, energy-derived feedstocks are — - 
still half the cost in America that they arein — 
Europe because the basic feedstock is a de- — 
rivative of crude oil.ànd cannot be trans 
ported; second, western Europe's bulk 
chemical outfits may be more vulnerable 
than American companies to changes inde- — - 
mand because they now rely on just one or 
two plastics. Himont, for example, makes 
only polypropylene and buys all its propyl- 
ene from refineries. The trouble is that pro- 
pylene prices fluctuate widely, which is why 
Himont recently struck a deal with the Nor- 
wegian oil monopoly, Statoil, to use new 
technology to make its raw materials from — 
propane. | 
“But the European chemical companies 
argue that perhaps their biggest advantage is 
that they have learnt from previous mistakes 
and are for the first time prepared to sacri- 
fice market share for margins. Despite the 
boom, they have no plans to build big new 
petrochemical plants; instead they are in- 
creasing capacity by squeezing more out of — | 
older plants. American chemical companies — 
have done none of these things; they retain 
a wide spread of products, having forsworn 
asset-swapping, and they are still building 
and buying bulk chemical plants. If the 
boom continues, they may be in a better po- 
sition to reap the benefits than the Europ- 
eans are. But if it doesn't... 
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ement appears as a matter of record only. ' 
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R DAVID WALKER, the new chair- 


man of Britain’ Securities and In- 


‘vestments Board (siB), has promised to sim- 
. plify the rulebooks which City folk find so 
. irksome. If the European Commission-has 
its way; he may have to rewrite the whole lot. 

Britain's securities regulators are con- 


. cerned about an 18-page draft directive pro- 


duced by Directorate-General XV of the 


-commission— "Investment Services in the 


.. Securities Field’. A committee of the sib 


“cand its self-regulatory organisations pro- 


- -duced a joint response, which was passed to - 


| -the Bank of England and the Department of 


.. Trade and Industry (Dri). These two bodies 
<- represented Britain at a meeting in Brussels 


on June 30th, at which the commission lis- 
-tened to member states’ comments on the 
g directive. 
^: À big worry for British regulators is the 
tress that the draft places on "home regula- 









tion”. Like the second banking directive 


E: which appeared in February, the securities 
‘directive works on the principle that, once a 





firm is authorised by its home regulator, it 
should be free to set up and sell services any- 


where in the EEC. This could hobble British 
firms, because their home regulator—the SIB 


has strict rules on capital adequacy and con- 
‘duct of business that are unmatched any- 
where else in the Community. Thus British 
firms in London might have to compete 
there against subsidiaries of, say, Italian 


firms, subject to lighter and less expensive 


Italian rules. London could then become the 


last place in which: non-EEC firms would 
choose to establish their Europea 

The commission says it wi 
ment the banking and investment services 





directives before memiber states have agreed... 
to adopt minimum standards for capital ade- 
quacy and conduct of business. But it is un- ^ 


likely. that other countries will accept a re- 


gime as strict and as detailed as that recently 


introduced in. Britain. Thus if € ity-based 


firms áre to remain competitive, the British 


government will probably have to modify 
the Financial Services Act. | 





_ to the SiB, which, under the Financia 
“vices Act, is. responsible for regulating. 


the principle of both home authoris 
and- home regulation of capital requ 


“nity adopts adequate standards (ie, si 


"host. regulators. Article 8 of the directiv 
regation. of 
< to investors of potential conflicts of interest. 


-such as the need for salesmen to inform in- 
 vestors of the capacity in which they are ài 


Hence if à London investor bought a Fre 
share from Kleinwort Benson, he woul 


_ ter”; if he rede che same share — 
Banque Paribas, he would not. — 


with. the claim 
. feel safer deali ic 
“laced frais “and that while this would 


comply with), Kleinwort might theref 
< still attract-business. ` 
-.,S8ys that it is open to argument on where: 


~ dividing line between home and host Teg 
, . tion should be. M 


“not imple- 


be free to offer all sorts of services throu 
«out the Community—including 









































Apart from such practical argum 
there will also be legal reasons for cha 
the act, so that it conforms to the Bri 
initiatives. The second banking directiv 
lows any bank authorised to engage i 
securities business at home to do such 
ness anyw here in the EEC. So once th 
tive is implemented, Deutsche Bank’ 
curities subsidiary in London will be abl 
carry on much of its business without reg 





securities business. of banks in Britain. 
- British regulators say they can < 


ments—as long as the rest of the Co 








to those of the siz). But they complain 
the draft gives too. much authority. 
“conduct of business” to home rather tha 


makes home regulators responsible for:se 
client money, compensation 
schemes, recording of trades and disclosure 
Other. 


conduct-of-business provision 


ing, the basis on which io ene ar is. p 
and the way that a price will be calculated 
fall under Article 9 and host regulation. 

Not only would the setting of conduct- 
of-business rules by home regulators - 
British firms at a disadvantage: it would: also 
present investors anywhere in the EEC witha 
chaotic array of choices. This is because the 
practices of the consumer-finance industries 
vary enormously from country to country. 


‘client-agreement ; 





have to complete a 








The commission parries this argum: 
at some investors m 


ing with the most strictly 


more expensive. (stricter rules cost more 








| "he commission 4 


British tegulators are. cor by th 
sketchy state of the investment-services 
rective, compared to the second banking d 
rective published in February. For if th 
banking directive was implemented first, s 
curities firms would suffer, as banks woul 



















Taos hte e securities. im 
This would not suit Britain: the only Euro- 
pean country with a lot of large non-bank 
securities firms. The worry about timing is 
ompted by the ten years that the commis- 
on took to produce its second banking di- 
ive. Producing an investment-services 
tive could prove even harder, because 
many member states it is unclear who is 
responsible for securities markets. 

Furthermore, the investment-services 
directive cannot be implemented before yet 
another directive, on capital requirements 
for securities positions, is ready. Capital is 
such a thorny question that it was left out of 
he investment-services directive soas not to 


[ EARD the one about the AR 
B Eurobond market? Each, year the 


"work out the City of London's invisible 
| exports. At the end of this month the 
-^CSO will publish its annual City Table. 


earned £10 billion-odd ($16 billion) last 

year from City firms which charge fees to 

foreign customers and which repatriate 
interest, profits and dividends on their 
.' overseas investments. 

The methods for gathering this in- 
formation are embarrassingly amateur. 
The Bank of England used to send out a 
|. questionnaire every three years to Lon- 
|" don banks, asking how much of their fee 
||. income comes from overseas business. 
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would not. 


elay it. Work has not yet begun on that — 
xim directive. pi Mb A M 


The Old Lady’ s missing invisibles 
"Central Statistical Office (CsO) tries to` 


This will probably show that Britain. 
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same date: Decéthber 31 1992. 

Another British concern is reciprocity. 
The draft investment-services directive says 
that member states can authorise a new sub- 
sidiary from a non-EEC country only if the 


commission is satisfied that all EEC firms , 
have reciprocal rights to set up subsidiaries 


and to buy local firms in the country con- 
cerned. 

.. This threatens the City of TM po- 
sition as an international financial. centre. 
Some of the 500 foreign banks and securi- 


id houses in London are from countries— . 
such as Japan—that. are less than fully open. 


to FEC financial companies. The directive 
would allow the commission to stop, say, a 
new Japanese bank from opening in Lon- 


don, on the grounds that Greek banks did 
` not have access to Tokyo's markets. 


Me banking and investment-services 





The Old Lady of Threadneedle’ M | 
then passed the results to the cso. From. 






but the Bank still has not got around to 







securities subsidiaries of banks. 


Thus much of the Eurobond m. | ki d. 


is missed out. One example is Morgan 
Stanley in London, which is not a ban 


but earns Eurobond underwriting fees | 


| 
} 
| 
| 
i 
from foreign companies and trading 
spreads from foreign investors—not to | 
mention advisory fees ori international | 
takeovers, This income is unrecorded in | 
the City Table—which may explain | 
some of the £5 bill ion-odd annual “er- | 
rors and omissions” figure in Britain’s 
balance-of-payments statistics. 
| 
| 
i 
| 
| 
i 
| 
| 
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- other.European states 









done." 






already authorised i in a mem} et state will be 
free to take advantage of the internal market 
and'spread at will inside the EEC. However, 
the ‘commission is clearly divided over 
whether foreign firms already in the Com- 
munity should receive such indulgence. On 
July 12th, Mr Willy de Clercq, the commis- 
sioner for external affairs, contradicted the 
principles of the directives by claiming that 
reciprocity would apply retrospectively. 
Thus a Japanese ‘bank already present in 
London would:not be allowed to set up in 
nless the reciprocity 















































test was satisfied, ' 
Two other point 
British. regu lators. 


án dé draft niggle 
A annex x lisest the ir invest- 





à bobus not i "The lnterha- 
tional (née | 
ried that British market-makers would n 


ndon) Stock Exchange is wc 


be allowed to trade in other EEC states. And 
Article 10: exempts professional investors. 


from the directive’s conduct-of-business 


"uu provisions. The pri is concerned at such lax- 
this year On, . the survey w all be anual ey 5 M 


Hobby for professionals tó be cov- 


d wed by. ie Brussels rules. 
including securities frms— or: even. the E 


»e gap between the regimes in Britain 
e rest of Europe will narrow slightly if 
er can suc cols fo in wie shorter 


First. the SIB add d S un its own 


- book. Instead of “detailed prescription of 


when and how things should be done", rules 
should merely "prescribe that they be 
It is the current complexity of the 
SIB's rules that forces the SRO rules to be 
complex, because the latter have to be 
equivalent to the former. Hitherto the prac- 
titioners on the SROs have had little scope to 
adjust their rules in the light of experien 
simpler siB rules would allow them tò do 

A second reason the rulebooks: have 
ended up só long-winded is section 62 of the 
Financial s Act, which allows inves- 
tors to sue if they lose money because a se- 











curities: firm has broken the rules. Since se- 
curities firms’ lawyers fear that a breach of 


the letter of the rules could lead to a court 
case, they have insisted on rules as precise 


and detailed as possible. 


Mr Walker has hinted that he would 
like to see a compromise on section 62. He 


talks. of tagging a- "best endeavours provi- 
Sion" to section 62. By that, he means that 
so long as.a'securities firm could show in 
. court that it had taken every reasonable step 
to comply with the rules, it would not be lia- 


ble for damages. Such tinkering. with 


|. rulebooks is keeping Mr Walker busy. But to 

mesh his regulatory empire with European 
directives, he may soon, have to »apply n more 
: Adhdamental surgery. uo 
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| gt e Eurcbond tiene this year. 

i^ OF de 407. billion-worth of bonds is- 

„sued in the first half of 1988 en 3% up on 

> first six months:of 1987 

) illion was from Japanese 
| reason for the renewec 













by the underwriters of 














they are a cheap way of playing the 


cause they cut their borrowing costs. Typi 
cally, bonds-cum-warrants pay a thir 
el interest that straight bonds pay. 


Mid E LE 


For instance, at the end of June Nippon 


month Nippon's stock had. risen by al. 
most 40%. Yet, thanks to the warrants 


aml a creer tre te SACOM le BIA AB Feat ny 


to its closing price on July 21st, the price 


of the bond immediately jumped from its | 


issue price of 100 to 105. 


Such issues have been an easy — | 









for the firms that underwrite the bonds. 
. Japanese investment banks did best, since 


— Japanese underwriters have not done too 
badly either.“ British merchant banks, 
| such as Kleinwort Benson and Schroders, 
and American investment banks, like 
- Morgan Stanley, would normally each un- 
— | derwrite about 10% of a bond issue. On a 
- |^ $100m bond issue, which began dealing at. 
a 5% premium on its issue price (common 
in the first half of 1988), each would make 
around $750,000, including underwriting 
` fees. This year, the turn on the resale of 
the bonds could earn underwriters 
$160m—pl us $340m in underwriting 
commissions. 
. The problem now is that the. eset 
times look like fading. Investors are begin- 
ning to doubt that the Tokyo stockmarket 
ill continue to rise. Over the next three 


E 
| 
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out of warranty 





: 1e, the warrants. can be detached -. 
and traded in the secondary market. In- 
vestors like warrants-because they think | 
KYO. 
stockmarket. Companies. like- them. bee. 






“So enthusiastic were investors dou | p CU. : 
Japanese equities that they were happy. to eer 
buy bonds-and-warrants even from. cóm ges 
panies whose shares had had a good run. 


Steel launched a $600m bond with equity - Em : 


warrants attached; over the: previous | 


which allow an investor to buy the stock - Quum 
for the next four years at a 21/96: premium . pee 


they lead-manage all the deals; but non=: 


pay for their overs: 


ties houses are lotk 


ast six er the Eurobond market has been booming. Fine, 





dnas it will i: dm to "T up Y3 


trillion ($22.4 billion) to meet companies’ 
rights issues. Around ¥1 trillion of that 
_ will be spent on bringing Japanese banks’ 
equity bases up to the international stan- 
dards as specified by the Bank for Interna- 


Tokyo market—with a ¥279 billion rights 
issue last month.. 


Moreover the Reo eee mar- - 
ket is about to be flooded with new issues. _ 
Roughly $4 billion of equity-warrant deals. 
are scheduled for July. Already the market 


ds showing signs of strain. Many recent is- 


J Da have promptly opened ata ket . 






Sore: Eu romoriey Bondware 


and cost ium underwriters money. The 
usual way of restoring investors' appetite 
for these deals. would be to increase the 
interest rates où the bonds. `= 
There is still some slack to play with. 
Japanese bond issuers send the dollars 
back to Tokyo and swap them for yen 
with insurance companies and industrial 
companies which want cheap dollars to 
investments. The is- 
suing companies could probably pay 5-6% 






|. on their bonds, compared with the cur- 


rent 312-4190, and get their yen cheaper 
than by straight bank. borrowing in To- 
kyo. The difficulty is that Japanese securi- 
ose face with their 
corporate custofn y y Suggesting that 
they pay more for their bonds. 

Higher interest payments might tem- 
porarily steady the Euro equitywarrant 









play in the equity-warrant market-—suc 


... cal Bank and Citicorp—are already. p 
tional Settlements. The Industrial Bank of 


Japan launched the rights-issue round— - 
and punctured the financials sector of the ” 


Ens | ead managers, Jan-Jüne 1988. 


Money has been made in dollar and ecu 
bonds but the impetus has gone out of. 
both markets. Part of the problem with 


to the proverbial, 


.- which other ecu issues cary be structured. 





marker, but could not prop it up if the T 
kyo stockmarket runs out of steam. 
consequences of a slump in this busine 
for the rest of the Eurobond market coul 
be severe. For the British and America 
‘underwriters, equity-warrant profits hav 
subsidised other Eurobond business, suc 
as straightforward dollar bonds. — — 
: Firms operating only marginally in: 
Eurobond markets, and which did 
































as. S TL Lufkin & Jenrette, Chem 


ing out from latge areas of business. 

Even in booming parts of the marke 
firms have lost money. Take sterling, fo 
cxampié S the e first six ‘months of. 198 
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was hit by a slide in sterling. | 
The profitability of other sectors ofi the 
Eurobond market has been patchy. 


ecu bonds is that most are still sold 
through Belgian and Luxembourg banks 
tax-dodging Belgia 
dentist. This should change as more issu 
resemble the 500m ecu issue for, jointl 
the European Coal and Steel Commissio 
and the EEC. The reason for these deals 
to establish benchmarks—like gover 
ment bonds in other markets—again: 


Few institutional investors, such as pen- : 
sion funds, central banks and insuranc 
companies, will buy bonds that they à 
not t confident of being abiet to sell. 
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Federal [ Deposit Insurance Corporation 


Banking on it 


-—— NEW YORK 


THE problems facing America's credit 


M 
—  system-are not confined to thrifts (sav- 


— ings and loans) and their deposit insurance 


— fund, the Federal Savings and Loan Insur- 


iJ 


ë 


ance Gorporation (rsuic). The banking in- 
- dustry's insurance fund, the Federal Deposit 
! ance Corporation (EDIC), is coming un- 
der iñcreasing strain. 

- There are some 1,500 banks in FDIC 
pe- This vear another 200 casualties are ex- 
pected, including the 87 which have failed 
since January. Mr William Seidman, the 

IC chairman, estimates that FDIC will lose 
$1.8 billion in 1988, That means the i invest- 
ment income earned from the FDIC's $18 bil- 


> 1 on of cash reserves is not expected to cover 


the cost of shoring up crumbling banks. 
The big problem is the declining quality 
Tw banking industry's loan book despite 
E: more than five-year-old economic recov- 
ery. In..1986 and. 1987, the commercial 
— banks wrote off $32 billion of almost exclu- 


E p sively domestic debt, not including the over 


520 billion provision for third world debt by 
BAmetican banks in 1987. That compares 


- "with the 30-year period between 1951 and 


1980. when the industry wrote off a total of 


$28 billion. 
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* ARD times on Wall Street have done 


i nothing to trim the size of golden 
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hellas offered by stockbrokers. This fs de- 
spite an estimated 4096 drop in trading 
volume since the October crash. 
A head-hunter's figures supplied: to 
. The Economist show that the most 
| sought-after staff are high-class sales- 
| men—those who. generated at. least 
| $500,000 in commission revenue in 1987. 
| Tosuch people, Merrill Lynch pays a sign- 
| ing-on fee equivalent to 5096 of the com- 
| mission they earned for their previous 








: firm in the preceding 12 months. Pruden- 


tial-Bache offers an up-front payment of 
-3096; Kidder Peabody, Paine Webber, 
Dean Witter Reynolds and Drexel 
Burnham Lambert all offer 25%. 

One snag for new. recruits is that the 
initial payment usually comes in the form 
of a three-year "forgivable loan”. So if the 
broker departs after, say, a year, he is le- 








| gally obliged to pay back two-thirds of his 


signing-on fee. 

Most of these firms are also offering 
the prospect of wellabove-average in- 
comes. American retail brokers are not 





When a bank first admits to credit prob- 
lems, it is usually the beginning of a night- 
mare. Bad loans pile up as more and more 
problems are discovered. Recent examples 
include the San Francisco-based Bank of 
America, the American bit of Britain's Mid- 
land Bank and now the Texan banks. (lt 
took until.1988 to recognise how bad were 
the credit decisions made in Texas during 
1980-84.) 

Berween 1982 and 1987, despite eco- 
nomic growth and falling interest rates, 
commercial banks’ annual write-offs rose 
from $6.6 billion to nearly $17 billion. Past 
experience shows that ‘in a recession bank 
write-offs usually double or triple. So a se- 
vere recession could plausibly lead to banks 
writing off $50 billion a year, more than us- 
ing up the FDIC's $18 billion reserve. 

Worse, if present trends continue, one 
third of those write-offs, representing a sum 
of $15 billion-20 billion, would be concen- 


trated among the weakest 2096 of the banks.. 
‘Between them, these banks can currently 


muster only $16 billion of capital. So a bad 
recession could wipe out the entire capital of 
the industry's weakest banks. 

That is why, despite the expedient bene- 
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salaried but receive a percentage "pay- 
out"—typically around 4096—of t 
commission revenue that they earn for the 
firm. But Paine Webber is offering new- 
comers a 5596 payout for the first 12 
months. So is Dean Witter. 

















The FDIC's biggest headache 


fits to be gleaned from combining the two 
deposit-insurance funds, which is many con- 
gressmen's favoured painless "solution" to 
the thrift crisis, che FDIC is in no position to 
take on the problems of the savings and loan 
industry regardless of what happens on the 
third-world-debt front. Its own predicament 
is already serious enough. 
_ Indeed, even assuming no recession, the 
FDIC looks vulnerable enough just with the 
ae | 
The one big wire house (a stockbrok- | 
ing firm with a network of branch offices) 
not to offer signing-on fees is Shearson 
Lehman Hutton. Instead, it swings a big- 
ger “pay-out” carrot: a 14-month deal, 
with, 12 months of an 80% pay-out—in- 
cluding two, chosen by the salesman, | 
when the payout will be 10096. ! 
Why is Wall Street offering such deals 
when mostof its firms are losing money in 
the retail stockbroking business? New re- | 
cruits bring with them (the hiring firm 
hopes) a long list of clients to whom these 
firms can sell their insurance policies, cer- 
tificates of deposit, money-market and 
mutual funds. | 
The problem in all this is that brokers 
lured by the signing-on fees may be those 
who are least confident of their ability to 
perform in a bear market. That is why 
Shearson is probably wiser to offer a gen- 
erous pay-out, high as it is. It might, of 
course, be wiser still to offer nothing at all: 
with the outlook so uncertain, tomor- 
row's survivors on Wall Street will be 
those who succeed best in keeping costs 
down today. | 
Best of allis to bea head-hunter forthe | 
retail brokers. His payment is 8% of the | 
commission. generated by the recruit dur- | 
ing the first year with his new employer. ... | 
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current problems of the banking industry in 
Texas. 40 banks there have failed so far this 
year. The FDIC has already spent $2 billion 
supporting Texas'.two largest banks, First 
Republic and First City. First Republic will 
require more money while Banc TEXAS, 
which the FDIC helped rescue last year with a 
$150m cash infusion, is back in trouble. 
Banking analysts reckon that the FDIC will 
be lucky if it spends less than $7 billion bail- 
ing out the big Texas banks. First Republic 
alone, by the FDIC's own reckoning, will cost 
$4.5 billion up-front, the same amount it 
had to come up with in 1984 to bail out 
Continental Illinois. 

The loan star state’s economy is not re- 
covering as fast as the optimists expected. 
Oil prices continue to slither, while the local 
property market remains depressed. There 
is no market at all in second-tier office space. 
Tevas's six largest bank holding companies 

at the end of 1987 total assets of $74 
eruion, around 30% of which were in prop- 
erty-related loans. So a not inconceivable 
write-off of 20% of these assets would cost 
$14.8 billion. As Mr Dennis Jacobe, chief 
economist at the United States League of 
Savings Institutions, has written: ‘Texas 
alone could sink the FDIC”. 

Recession or no recession, the FDIC's fi- 
nances will not be improved by the severity 
of the present drought. That is hurting farm 
banks just when the sector was thought to 
be recovering after several years of slump. 

If the banking industry's problems are 
not yet nearly as bad as the thrifts', where 
the FSLIC is bust and the cost of liquidating 
the insolvent thrifts is put at about $70 bil- 
lion, they are both suffering for the same 
reason—America’s flawed credit system. 
The combination of deposit insurance and 
financial deregulation has proved to be a 
formula for overindulgence in lending. The 

mpetent and the imprudent have been 

to bid for deposits based on subsidised 
credit in the form of the federal govern- 
ment's pledge to bail out insured depositors. 

In these circumstances the FDIC’s policy, 
just like the FSLic's, has been to defer the 
problem by so-called "failure management”, 
Because the FDIC sees the problems facing it 
growing, it is eager to find buyers of bust 
banks so that it can defer the cost of 
liquidating them out of its own declining 
cash reserves. It can only do this by offering 
huge incentives. 

The problem, as the FSLIC’s example has 
already demonstrated, is that “failure man- 
agement" tends to solve smaller problems 
today at the risk of bigger problems tomor- 
row. The FDIC already has examples, such as 
the purchase of the failing Interfirst Cor- 
poration of Dallas by First Republic in June 
1987. Less than one year later First Republic 
is a ward of the FDIC. 

Now Citicorp, among others, is looking 
at First Republic with a view to a federally 
assisted purchase. These deals can make 
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sense for the acquiring bank. Instead of pay- 
ing a premium to buy a good bank, a bank 
like'Citicorp is paid by the FDIC to take over 
a problem like First Republic. The deal does 
not generate goodwill, which would have to 
be written off against capital. Instead the ac- 
quiring: bank pays, say, 75% of net asset 
value and the FDIC provides the other 25%. 
The bank can then immediately write the as- 
sets down to the 75% it paid. Anything ex- 
tra goes back into the bank’s capital. 

If the deal can make sense for the buyer, 


that is only because of the large amount of 


risk retained by the FDIC. The harsh truth is 
that the FDIC, with its finite resources, is be- 
ing asked to deal with problems not only be- 
yond its capacity but also outside its original 





ambit—such as a regional property 
depression. 
Japanese property 
Th | 

e party's over 
TOKYO 


HE nominal value of all the land in Ja- 

pan is $1,200 trillion—two and a half 
times that of the whole of America. For the 
price of Tokyo and the province of Kana- 
gawa, you could buy America once. The 
land taken up by the Imperial Palace, in the 
centre of Tokyo, is worth one California. 
For the price of a square metre at the Ginza 
crossing, the epicentre of Tokyo's fashion 
and expense-account entertainment district 
(Y60m or $450,000), an Englishman or an 
American could buy a luxury home. 

Prices have been driven to these ludi- 
crous levels by four years of frenetic specula- 
tion. Between the end of 1983 and the end 
of 1987, commercial property prices in the 
23 wards which make up Tokyo rose by 
16096. Prices in the three central 
wards, home to most of Japan's big 
businesses and any foreigners who 
can find space there, rose by 26096. In 
the first quarter of 1987, when the 
boom was at its height, points out Mr 
Tom Hill of S.G. Warburg, a securi- 
ties firm, 3896 of all new bank loans 
were going to finance property pur- 
chases. Though the boom has been 
confined to Tokyo, enormous profits 
have been made by sharp land-men. 
Now the party is over. In February, 
36% more real-estate companies went 
out of business than in the year be- 
fore, while the bankruptcy rate for 
companies in general fell by 1496. 

The downturn began last Sep- 
tember. Between then and last 
March, office prices in some parts of 
Tokyo tumbled by as much as 20%- 
30%. The Japan Property Research 
Institute, which takes comprehensive 
price readings every six months, says 
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Deconstructing the property boom 








FINANCE - 


that for Tokyo as a whole, average prices for — 
commercial property fell by 4.4% in the pe- — 





riod. In the heart of Tokyo the decline was 9 


negligible: it exceeded 10% further afield: p 
What happened to the boom? Plenty of 


credit must go to the government, which has 
implemented a series of measures to take the 
steam out of it. Since August 1987, the 
prices of all property transactions involving 
more than 500 square metres of land in To- 
kyo have had to be cleared bv the local gov- 
ernment. In November the threshold was 
cut to 100 square metres. Over-greedy sell- 
ers, including the Australian Embassy, were 
blocked. 

In March a tax break which allowed a 
capital gain from property to go untaxed if 
the money was immediately ploughed back 


into more property was abolished. Property 


churners who sell within two years of pur- 
chase have, since last August, faced punitive 


taxes. Toughest of all, the ministry of fi- 


nance last summer “advised” banks to curb 
their property loans. By the third quarter of 
1987, property loans were down to 6% of all 
new loans. 

Japan usually being an orderly place, a 
property-selling panic seems unlikely, 
though there have been plenty of incautious 
reports that one is underway. Mr Yasushi 
Fukumoto of the Property Research Insti- 
tute points out that less than half as much 
property is changing hands now as it was a 
year ago, and a glance at property-advertis- 
ing magazines confirms what he says. Apart 
from an oil-shocked dip in 1975, Japanese 
urban land. prices have not dropped since 
1936. 

Mr Hill reckons that prices might fall a 
little further if Japanese interest rates con- 
tinue to edge upwards, but not much. Banks 
may have over-lent to the property sector— 
loans to the real-estate business account for 
1096 of all outstanding loans, and loans to 
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he construction busines: ie 596 — but 
hey are sitting on such large hidden profits 
from their own property and securities port- 
folios that bankruptcies are inconceivable. 
." There is, besides, still plenty of upward 
essure on Tokyo land prices. Arcane zon- 
.regulations—relating to the right to 
light, the pressure on a sewage system that is 
sting at the joints and a fear of 
hquakes—keep buildings low and office 
ce in short supply. The vacancy rate for 
| of Tokyo is just 0.396. A clutch of new 
buildings, spurred by the 1984-7 boom, are 
ow v becoming available: for rent, but they 





TAVE City of London ‘office rents 
BX peaked? By 1992 there will be an ex- 
aa 8m square feet of office space in and 
around the City, with a further 14m 
square feet in Docklands. The proposed 
Kings Cross development (if it can over- 
` come its traffic problems) could later add 
` 5m-6m more. In contrast, Savills, a firm of 
- chartered surveyors, reckons that new de- 
mand over the next four years will be no 
more than 16m square feet. 
{0 Doubts about City rents have affected 
< development projects, which were already 
looking questionable as construction 
costs outstripped inflation. Witness Lon- 
don Wall, one of the ugliest streets in the 
City, where several sites were scheduled 
for redevelopment. Companies like 
{ Wates, Greycoat and Stanhope, which are 
| developing sites elsewhere in the City, ap- 
pear to have hedged their bets; instead of 
rebuilding immediately, : they have re-let 
their London Wall properties on short 
leases. . 
. If rents s have peaked, might they now 
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London’ s holes in the wall 


head "T into à 2 like that of 1973- : | 
14? The current buzzword i in the London - 





satisfy a fraction of pent-up de- 
mand. Though massive land reclamation is 


under way in Tokyo Bay, offices will not'be 


moving there until the mid-1990s: by 2000, 
when the work should be complete, the 
developments will have increased total of- 


fice space by only about 596-1076. Tokyo's | 


population continues to rise at about twice 
the national average rate; its share of the na- 
tion's GNP is approaching one-third. —— . 
In the last ten years, the "inter- 
nationalisation" of Japan has encouraged 
company after company to move its head of- 


fice to bci MEE Hirohiko aeann chief $ 


property business is “soft landing”. Opti- 


mists—or property-owners trying to talk - 





leny that London is be- 


ing overbuilt. They say that London has © 
only about 20 square feet of office space + 
for each Londoner, which is about half ~ 
the rate of Houston—the world's most re: 


cent property disaster. That could. make 
any property crash in London gentler... 
They also quote property shortages in 


some London areas, and a few recent deals 


for prime space which have set new peaks. 


One of these is the £67.50 per square foot l 
that the Halifax building society is to pay 


at Cornhill in the City; another. the 
£62.50 agreed by Saatchi & Saatchi for 


175,000 square feet in Berkeley Square, in 
the West End. But the two deals are not 


on a par. The real significance of the 
Saatchi deal is that it shows something 


else: the way West End rents are reaching : 


toward City levels. 


There is little West End s space avail 


a - 42.5% (pirer: 8. 296 ot | British equities) 


reram mm Petar un 





economist ‘at s Nomura mra Insti- 


" able—D ` 
just: over £ 


the pace ‘of the City. F 
readiness to pay over the odds for one of 


| (many of which have made a habit of miss- 
ing previous booms): have swarmed in. 
Wary. of. property. until the October 


' last year—a ` level they have probably - 


ing firm, guesses that property values 


J " Databank.. 


| hav shed their in-house property teams,- || 











tute, thinks that expanding the supply of of- 
fice space will have very little effect on 
prices: it vill merely fuel an increase in 
demand. 

The only thing that would bun Tokyo 
land prices down. would be the development 
of other cities-as real rivals to the capital. 
That: would mean shifting universities, gov- 
ernment departments and cultural centres 
















out of Tokyo: All this is being hotly de- 
| bate |: but the chances ida action this century 
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en ia Tew&on i Gan 
firm of surveyors, reckons oa 
square feet at the moment; in 
a total space there of around 75m—-and 
there will be less if the local council ene 
forces its wish to turn Im square feet of 
what are now offices back to residential | 


use. Nor, yet, is development moving at. > 
ity; Hence Saatchi's.- 











the extremely few large spaces available. 
The City may not slump but the bet is 
that West End rents will do better. 
‘Ironically, just as some property men 
have become jittery; the institutions 


stockmarket crash, they ploughed over 
£730m into property in the last quarter of 





matched'in the first two quarters of this 
year, — 
-fones Lang Wootton, another survey- 


across Britain. are up by a fifth since 
Christmas. That still means that many | 
fund managers have missed out. The rea! - 
gainers are the few institutions. ot 

tish Amicable and Norwich U iat 
never lost faith in property. The | 
total. return—capital appreciation plus. 
rents—-on City property last year was | 














according |. Investment - > Property 







~ Shares ut p ! sty companies have: 
boomed. Many are near their 1988 peaks, 
some sell at over 25 times their earnings— 
double the rating of the rest of the | 
stockmarket. Institutions, many of which 










res easier to value than buildings. =} 
npanies'. asset-strength has also .} 
d predators--despite high price-. | 

ings ratios, most still trade at a dis- = 
count - Weteldhave, : ‘Holland’s second- 





largest property company, has just. 


snapped up 1096 of the shares of Peachey | 
| Property Corporation, ; a hardy tgheover 
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YOVERNMENTS' non-gold 
J reserves (ie, foreign ex- 
ange, SDRs and their reserve 


% in dollar terms last year— 
e biggest annual rise since 
71, when governments inter- 
ied heavily to shore up the 


ation to world trade, reserves 
e now at their highest ever. 

The increase has admittedly 
en inflated by the dollar's de- 


ne. This boosted the dollar 
lue of the one-third of total 












































vas a more modest 2396. In 1988 
serves have continued to grow, 





“nual rate of 1496 in spr terms. 
^. Foreign exchange (which 
makes up 90% of non-gold re- 


-the whole of the increase in re- 
serves last year. sDRs (496) re- 
‘mained roughly unchanged. Re- 
.serve holdings with the mr (6%) 
fell by $5 billion, because debt- 
ors repaid large loans made in 
the early 1980s. This reduced the 
F reserve position of member 
untries whose currencies were 
ed in the loans. 

Industrial countries took most 


their share of the total to 6496. 
The big exception was the 
United States, whose reserves 


fell by $3 billion. The big rises 
by $39 billion, Taiwan ($31 bil- 
on) West Germany ($27 bil 
lion) and Britain ($23 billion). 


little or no increase. 
















| he biggest factor ec 













positions with the iMF) rose by. 


umbling Bretton. Woods sys- i 
n of fixed exchange rates. ln 


reign-exchange | reserves that is - 
ld in other currencies. Mea- + 
red in sors, the rise last year” 


hough more slowly, at an an- 


serves) accounted for more than . 


of the growth in reserves, lifting. 


ere in Japan, with reserves up | 


ost developing countries saw _ 






e huge buying of dollar : securis 
s by. governments outside g 


iane thé dolar The OECD esti- 
ates. A he $1301 bil llion of E 
their gold with the European 





Awash with reserves 


nternational T reserves have almost doubled in the past 
hree years. Will this extra liquidity spill over into inflation? 


This suggests that official 


transactions financed the bulk of. 
America’s current-account. defi- 


cit of $160 billion in 1987. Yet. 
American balance-of-payments 
figures suggest that only a third 


of the deficit was financed by of- 


ficial purchases of American se- 
curities. Why the difference? 
Probably because other cour 
tries’ central banks placed a sig 
nificant share of their dollar pur- 
chases through private financial 
intermediaries or in Eurodollar 
deposits and other dollar-de- 


“nominated «securities issued by 
institutions... outside 


America. 
Such transactions are not re- 
corded in the balance of pay- 
ments as an increase in Ameri- 
ca's identified liabilities to 
foreign governments, but appear 
as private capital inflows. 

In 1988 private investors have 
regained their appetite for dollar 
assets, and have taken over the 


job of financing America’s exter- | 
nal deficit. Indeed in the past | 


two months central banks have 
been. modestly selling dollars to 
check the E rise. This 
explains part of the $8 billion 


drop in the Bundesbank's re- 

_. serves in the five months to May. — 
' € ln recent years there has been 
considerable diversification out 
_of dollar reserves into other cur- 
'tencies. That increases non-dol- 


lar reserves without necessarily 
reducing official dollar holdings. 
This is because portfolio shifts 
put upward pressure on curren- 
cies such as the yen and the D- 
mark; to limit the appreciation, 
the Bank of Japan and the 
Bundesbank are forced to take 
the dollars sold by other govern- 
ments; so their reserves rise. 

@ As well as intervention to 
steady the dollar, there has also 
been non-dollar intervention 


* within the EMS to support cur- 
fencies against the D-mark. | 


e The rise in the gold price last 


.. year increased the amount of of- 


ficial’ ecus issued against gold. 


BBC central banks receive ecus in 





return for depositing 2096 of 


puse ch Fund. 


inet swapped it 


ecus in 1987, this boosted non- 
gold reserves. 

@ Taiwan has accounted for al- 
most 30% of the total rise in re 
serves during the past three 
years—more than any other 


country. Its reserves reached $77. 
billion at the end of last year— « res 
second only to Japan's. By May. But: 
of this year the total had fallen to . 
$70 billion as the government 
swapped some dollars for gold. 
The government's refusal to let 





coupled with restrictions on pri- - 
vate-sector investment abroad, | 
have forced virtually all of Tai- 
wan's huge current-accoünt.sur- — 
plus into investment in Ameri- e 


can Treasury bonds. 


Liquidity overflow 


Does the increase in interna- - 


tional liquidity carry the same 


risks for world inflation as an ex: 4 


pansion ih domestic money sup- 
plies? In. the past, big r 
world reserves ¿have be 


lowed by periods of accelerating à Ce 
inflation, such as 1977-79; To- tag 


dav's news may be better. _ 
Ín theory, the right level of in- 





Sources: IMF. Philips & Drew 


ternational liquidity is cee at - 


which the balance-of-payments 


constraints on countries’ policies - 
are neither so strong as to deflate 
the world economy nor too weak - 


to check inflationary pressures. 


However, official reserves are - 
only one component of a coun- < nomic z 
try’s international ovid pon some oft 


tion. This also depe ni 
abil Hity of a quus | 


to measur c. 


In most ail t nes br 


easief access to international f- 









nancial markets hi as reduced the " 


for ^in "develop ountri t 
payments pro lems, an increase 


_in reserves permits an easing of 
economic policy. The monetary 
consequences of larger reserves 

will therefore depend on how 

. they are shared out geographi- 

cally. In the 1970s the growth in 

'ser es was fairly evenly spread. 

.year's rise was heavily 

concentrated in a few industrial 







S economies, and therefore has: a 










smaller. m ltiplier effect on 
orld outp i 
ser encouraging 


thought is that the foreign re- 
serves of. central banks in Jagan 
and West ch at 





‘the t NOS assets soft ie Bank of Ja 
-pan and the Bundesbank in: 
early 1970s, but for nus arot 











ernment, bonds pus a aer 
range of instruments. But they 
may not do this for ever. Witness 
Britain's decision this year to let 
the pound rise against the D- 
mark ^ . 
^ Fourth, Eod: bank inier: 
 vention in the 1980s has not 
been the same as in the 1970s. _ 
" The dollar crisis of the early” 
.1970s was not just the result of a 
big current-account deficit, but 
of capital flight out of the dollar 
as well. That. required interven- 
tion two to three times the size of 
| the c current-account t deficit. 





iir t kh : is penne: 
with any rease in. real eco- 
nomic activity. When they fe 
nance a current-account deficit, 
the accompanying [poeni in er 









-pansion of- monetary : Ma E 
presents, pré E | of. ; infla- i 
wth i in in 









"S34. i 
PEER o> eae ; ua 9 FE 


" 
- 





a ^ — T 


— Ad n 


»- 
, ERI ^ * 


ME 
cf 
hy + 
F 
i 
2 
LJ 


Spot the F-14 


Fatal distraction 


MUR early-warning electronics sug- 
gest that a nuclear strike has been 
launched against the West by—to quote a 

ish comedy sketch of the 1960s— "the 
muss... l mean, an unnamed power”. De- 
pending on the type of attack, a western 
commander probably has less than 15 min- 
utes to decide whether to retaliate. That is 
just a few more minutes than the captain of 
the Vincennes had to make his decision in 
the Gulf on July 3rd. The consequences of 
their actions would be mightily different, 
but two such commanders face a similar 
problem—how to use highly processed data 
to make choices quickly. 

Both have a sophisticated system to pro- 
vide information about a complex, rapidly 
changing part of the world. The West's early 
warning systems are designed to give com- 
manders enough information to plan and 
launch a counter-attack in the event of nu- 
clear war. Cruisers like the Vincennes are 
meant to provide information-processing 
and intelligence for a naval battle group. In 
each case, the commander must interpret in- 
formation, decide whether or not it is cor- 


rect, and, if it is, pick the best tactics to deal 
| THE ECONOMIST JULY 16 1988 
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with the threat quickly. In short, it requires 
an officer who is as much an information 
manager as a military commander. 

Before Captain Will Rogers took com- 
mand of the Vincennes, for example, he 
served in the systems-analysis and programs- 
analysis divisions of the Office of the Chief 
of Naval Operations. Other commanders of 
ships that are equipped with advanced de- 
fence systems like the Vincennes's Aegis (see 
box on next page) will also have done a tour 
of duty or training in data management. 
Similarly, the commanders in the North 
American. Aerospace Defence Command 
(NORAD) have always had years of experi- 
ence commanding battle systems as well as a 
long time at the top of the military tree. 

The officer-as-data-manager faces two 
sorts of problems. The first is system mal- 
function and the incorrect diagnosis of 
events. For example, NORAD officers train 
by practising with simulations of nuclear 
strikes. On several occasions, somebody has 
mistakenly loaded a practice tape into the 
computers when no training was planned. 
On another, NORAD radars mistook. the 
moon over Alaska for Soviet missiles. 
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Unnerving as these events may sound, 
most commanders are quite good at defus- 
ing them. In many instances—such as the 
moon-missile mix up—information from 
other sources puts a quick stop to the false 
alarm. When such an alarm is triggered by a 
more fundamental glitch—such as an unex- 


pected practice tape—the commander 
switches off the computers and turns on his 
intuition. When he does so, he considers the 
context of the event. A nuclear strike is a 
drastic measure under any circumstances. 
So a commander is more likely to question 
the accuracy of his equipment than to 
launch an instant return strike. | 

The same sort of fail-safe informs non- 









nuclear commanders. If a computer's cona _ 


clusions about what is happening on the 
battlefield do not match the commander's} 
the commander almost always prefers his 
own. His urge will be to gather more in- 


formation rather than to lash out. 


The irony is that sometimes the ma- 
chines will be right and the man will be 
wrong. The Starks was right when it 
warned the ship that it was under attack last 
year from whag the captain supposed was a 
friendly Iaai Mirage The radar and elec- 
tronics worked at Pearl Harbour and 
warned the American naval base of an in- 
coming attack. And it may well turn out that 
the Vincennes's computer was right too: it 
probably did not identify the unfortunate 
Iranian airliner as definitely hostile. In such 
cases, equipment contradicted an officer's 
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analysis of the threat. Given the 
pressure of time, an officer's in- 
stinct is to follow his own counsel. 

The second sort of problem 
faced by military data-managers 
crops up when their system has to 
analyse a situation that is similar 
to, but not included in, the de- 
scription of the events it is pro- 
grammed to ponder. The Aegis system was 
designed to sort out the hectic, hostile skies 
that would be the backdrop to any naval 
battle between America and Russia. It puts 
no premium on picking out a harmless pas- 
senger jet flying through the maelstrom. 

An early-warning base commander has 
an easier task: his abiding concern is a sur- 

















HASED-ARRAY radar lies at the 
| heart of the Vincennes's Aegis sys- 
| tem, as well as the West’s early-warning 
defences. This works on the same princi- 
ple as all radar. A transmitter emits di- 
| rected beams of radio-waves. When a 
| 
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E, 







beam strikes an object, it is reflected 
and—if the object is within range—a de- 
tectable echo returns. From a series of 
echos, radars can work out how far away 
an object is, as well as how fast and in 
what direction it is moving. 

But conventional (or mechanically 
steered) radars can update their informa- 
tion only as fast as a radar dish can turn. 
For most, this is once every six seconds 
(though some are ten times as fast). An- 
other problem is that they cannot 
































want to track missiles attacking from sev- 
eral directions at once. 

A phased-array radar consists of a 
flat, stationary panel with thousands of 
tiny radio-wave emitters. It steers its 
beam electronically by taking advantage 
of a simple physical principle. When two 
radiowaves of the same frequency col- 
lide, one of two things will hap- 
pen. If the crest of one meets the 
crest of another, the resulting 
wave will be twice the amplitude 
(height) of the orginal waves. If 
trough meets crest, they will can- 
cel each other out. When the ele- 
ments in a phased-array radar emit 
radiowaves in phase (ie, in step) 
the waves reinforce one another, 
creating a wavefront that runs out 
in a straight line perpendicular to 
the array—just like a conventional 
radar. But the direction of the re- 
sulting wavefront can itself be 
shifted up and down by 80° and 
from right to left by 120° by adjust- 
ing the phasing of the elements. 
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Here it is 


Radar in the back of 


stare—something they need to do if they 






To be replaced by phased-arrays 








prise attack. In such a case, an ene- 
my will try to deceive thesystem in 
order to strike a single decisive 
blow. But a sky full of decoys is 
quite different from a battlefild 
thronged with friends, enemies 
and bystanders. You are allowed 
to shoot down decoys; you are not 
allowed to shoot down passers-by. 
In a place like the Gulf, all that even the 
most advanced electronic equipment can do 
is cut down on the clerical errors made by 
operators who once performed calculations 
such as range-finding by hand. Sorting out 
friend from foe remains a matter of a mili- 
tary man's intuition—and of luck. 


its head 


A phased-array beam can sweep 
across the sky in millionths of a second 
and—unlike a swivelling dish—can be 
redirected from target to target, omitting 
the empty space in between. Since a 
phased-array system has no moving 
parts, it lasts a long time. If something: 
does go wrong with one of the compo- 
nents—say, for exaniple, part of the ar- 
ray is damaged in an attack—the system 
fails “gracefully”. One such radar is 
made up of 1,792 elements; if one ele- 
ment is damaged, the radar looses only 
1/1,792 of its performance. 

There is still a place for the old-fash- 
ioned type. A single-panel array cannot 
match the ability of a mechanically 
turned dish to see in all directions. This 
is why Aegis-equipped ships like the Vin- 
cennes have four phased-arrayed panels 
to cover the front, back and sides of the 
ship. Conventional radar is also better at 
tracking slow-moving objects. And rotat- 
ing radar comes in handy when a ship 
with Aegis wants to trick an electronic 
eavesdropper into thinking that it is a 
less potent vessel. 


Monogamy 


For the birds? 


OMEHOW, around 90% of bird species 

have managed to convince ornitholo- 
gists that they stay true to their chosen 
mates for life. To the casual observer it cer- 
tainly seems as if they do. Although most 
mammals are polygamous, birds generally 
form permanent couples in which both part- 
ners help to raise their young. This mask of 
respectability is now down. It turns out that 
most pairs of apparently monogamous birds 
regularly indulge in what the scientific litera- 
ture calls an EPC (for extra-pair copulation). 

They do not do it for fun or adventure, 
or because they feel misunderstood. Dr 
Timothy Birkhead from the University of 
Shefheld has shown that such trysts pro- 
duce offspring, which seems to be the po 
of them. He worked with zebra finches, cour 
paring plumage colours to determine pater- 
nity, and found that one in. 14 offspring re- 
sulted from an adulterous encounter. He 
thinks that natural selection favours those 
male birds who are inclined to stray from 
their partners. 

Males with a tendency to cheat would 
produce more offspring than faithful males, 
and those offspring would presumably in- 
herit the tendency to do the same. Extra 
mating has advantages for a female too: she 
gets the chance to mate with birds which 
might be stronger and more desirable than 
her own mate, and can therefore pass better 
genes on to her own offspring. 

Although they benefit by spreading 
their genes around, birds must balance this 
with the advantage of permanent partner- 
ships—that two parents can feed twice as 
many offspring as one. A male who never 
stays around to help feed his progeny ! 
leave fewer descendants. The best stra 
for a male bird who wants to pass on his 
genes is to keep a permanent mate and to 
fertilise as many other females as possible— 
preferably leaving other females and their 
mates to bring up the resulting offspring. 

A successful male bird will not only de- 
velop a taste for EPCs, he will also work out a 
strategy for increasing the odds that those 
outside matings succeed in fertilising a fe- 
male. Dr Birkhead found that the last male 
finch to copulate with a female before she 
laid her eggs would be the most likely father. 
He saw male finches watch a mating pair, 
wait for just the right moment, zoom in, 
knock off the male and copulate with the fe- 
male. If he got the timing right, the intruder 
could catch the female in a "copulation 
mode”—a state in which she seems unable 
to object to his advances. 

Although female finches have little 
choice in mating with such philandering 
males, females of other species enter into 
EPCs more willingly, and sometimes solicit 
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1 . adulterous affairs themselves. In one type of 
“monogamous” swallow, females will 
—— choose males with long tails. Dr Anders 
— Moller from Upsala University in Sweden 
- found he could make females less interested 
- ina male by cutting the male's tail, and that 
he could improve a male's chances by gluing 
— —en extra feathers. 
- For a polygamous species, such male 
ornamentation would be an obvious advan- 
— tage. But what advantage do good looks con- 
— fer on a monogamous bird when even the 
—— homelier males can find a mate? Dr Moller 
— believes that the development of his swal- 
— lows’ oversized tails is explained partly by 
the advantage that such a tail would have for 
—. tempting females to err. 
— [n species that tend to copulate outside 
— of their regular pairs, a male will lose out if 
his own mate lays eggs fertilised by another 


, ^ 
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— Birds of a feather don't stay together 


D 
» 


male. So most have developed tricks that in- 
= crease their chances of fertilising their own 
_ mates’ eggs. One popular tactic is frequent 
— . copulation. Several species copulate more 
than 100 times for each clutch of eggs; the 
goshawk mates 400-600 times for a single 
- clutch of three eggs. Another tactic is guard- 
— ing. A guarding male will constantly hover 
- €lose to his mate while she is fertile—and 
may go off to chase another female for an 
EPC of his own afterwards. _ 
Swallows and finches are not the only 
adulterous birds. Scientists have recently 
— turned up EPCs in other species in the wild 
using DNA fingerprinting—a method of 
identifying individuals by the genes present 
in each cell. Dr Paul Harvey, a zoologist 
from Oxford University, believes that no 
species of bird is completely monogamous. 
One species that scientists and bird watch- 
— ers have thought of as the most faithful of 
monogamous birds—the great tit—has 
— . been found out by DNA fingerprinting. Be- 
tween 596 and 10% of great tits turned out 
F to be FitzTits. 
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How AIDS works 
The mousess tale 


RUSES have got laziness down to a 
fine art. If they can get by without the 
wherewithal to do something, they will do 
so. All they need are a few genes with which 
to convince an infected cell to make more 


- viruses. But a sophisticated virus, like the 


AIDS virus HIV, sometimes carries more than 
the bare essentials. That way it can convince 
a cell to put up with it for a long time before 
it finally decides to reproduce and leave, kill- 
ing the cell as it does so. 

The HIV virus owes its notoriety to this 
habit of killing its hosts, the immune sys- 
tem’s helper cells. The role it plays in caus- 
ing AIDS may be more subtle. The genes with 
which it controls its reproduction while ly- 
ing dormant in its host cell produce various 
proteins. And the proteins regulate the way 


that viral genes are read by the cell. They 


may also affect the way the cell does other 
things, including the way it reads some of its 
own genes. Those side-effects of regulation 
may themselves be part of AIDS. 

It is hard to distinguish the symptoms of 
AIDS that are caused by the activity of viral 
genes from the symptoms caused by virus 
particles ripping cells apart in the throes of 
their creation. That is where mice can help. 
It is possible to introduce the DNA that de- 
scribes HIV into a mouse embryo, so that 
when that mouse in its turn has babies, 
some of them will have every gene of HIV in 
every cell of their bodies. 

Dr John Leonard and his colleagues at 
the National Institute for Allergies and In- 
fectious Disease in Bethesda, Maryland, 
have managed to breed such "transgenic" 
mice. That these poor creatures lead short, 
unhappy lives is more surprising than it 
might appear, because the virus does not 
seem to be killing cells. 

Still, the mice are sick. They have symp- 
toms similar to those of children born with 
AIDS. Their lungs are invaded by clumps of 
immune cells—cells that the genes are en- 
couraging, rather than killing. Their im- 
mune systems do not work properly, even 
though the virus does not kill the immune 
cells directly, as it does in humans. And 
their tails develop a skin disease like psoria- 
sis; the skin grows faster than normal, and 
thus gets thicker than it should be. Psoriasis 
can be a problem for people with AIDS. 

That these symptoms crop up when the 
virus is not killing cells directly suggests that 
the genes themselves can be blamed for 
some of them. To understand the specific 
causes of the various effects on mice, the 
virus's DNA must be dissected and put into 
mice bit by bit, gene by gene. Dr Leonard's 
group has already produced mice with just 
the virus's LTR sequence, which is not a gene 
but a switch by which the genes are turned 
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on. The results suggest that HIV may be 


switched on by proteins found in particular 
parts of the body, notably the thymus, 
where helper cells develop. Intriguing: but 
the LTR is also activated in other tissues, like 
the eye and the heart, which have no obvi- 
ous connection with AIDS. 

Dr Gilbert Jay, of the National Cancer. 
Institute (NCI) in Bethesda, has given mice 
this switching sequence with an HIV gene 
called tat attached. It seems that his mice 
develop a skin cancer like Kaposi's Sarcoma, 
a common symptom of AIDS. That would 
disprove the theory that Kaposi's Sarcoma 
is caused by another virus, able to do its 
worst only when the body is weakened by 
AIDS. That was suggested because the cancer 
is mostly found in one group of people with 
AIDS, homosexual men, among whom such a 
virus might easily have spread. 

Dr Jay's work may support instead a the- 
ory put forward by Dr Flossie Wong ^  ' 
and her colleagues, also at the NCI. 
think that tat encourages the production of 
some cell proteins. These then send skin 
cells into uncontrollable fits of abnormal 
growth, and make them produce yet more of 
the same proteins, thus starting off a vicious 
circle. 

There are other regulatory genes to be 
tested. One of them, nef, which plays a role 
in keeping the virus in its dormant stage, is 
worth a closer look. Some people think that 
nef may, on its own, upset the immune sys- 
tem. If so, this is yet another depressing de- 
tail. But if it is not, nef may help scientists to 
find a way of keeping the sleeping virus som- 
nolent. That would not be a cure, but it 
might be a way of slowing down or even 
stopping the painful march from infection 
to disease. 





Rising decline 


OW many scientists does it take | 

to change a lightbulb? One— 
but six co-authors should get 85.8% 
of the credit. The statistical analysis 
of authorship and references has 
been used to prove stranger things. 

"Bibliometric analysis", it is often 
claimed, shows that British science 
has been in relative decline since 
1975. But a recent article in Science 
and Public Policy argues, from similar . 
data, that it has been sharply on the 
up. A tart rejoinder in the same issue 
says, among other things, that the 
new analysis counts New England as 
part of Britain. 

Who is right? Probably nobody. 
The reductio ad absurdum of such 
analyses is that papers like these are 
counted as part of scientific output. 
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Hypatia's syndrome and 


other outrages 


THE Women’s History or THE WonLD. By Rosalind Miles. 


Michael Joseph; 288 pages; 


£12.95. To be published in the United States by Salem House 


ITH the exception of royalty, an ac- 
tress or two, Evita Peron and Agatha 
Christie, women never die: or so the obitu- 
ary columns would have their readers be- 
"ove, Either women's achievements do not 
mform to the male perception of what is 
important or, as the author of this highly 
readable and iconoclastic "history of the 
world" suspects, it is not in the condition of 
patriarchy to recognise them. It would, after 
all, offend the natural order. 
Women do not appear much in history 
books either. Rosalind Miles debunks the 


arrogant idea that only men won battles or 





Degraded Dietrich 
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were philosophers or inventors. Aspatia of 
Miletos, “the first lady of Athens”; was Pla- 
to's principal teacher. Aristoclea taught 
Pythagoras. In fourth-century. Alexandria, 
Hypatia invented the astrolabe, the plani- 
sphere and a hydroscope. Artemesia, in 
command of the fleet, defeated the skilful 
Athenians -near Salamis. And in an age 
where all go in fear of the almighty entrepre- 
neurial Australian, it is salutary to remem- 
ber that the continent's greatest entrepre- 
neur was Mary Reibey. Miss Reibey was 
transported to Australia in 1790, at the age 
of 13, for stealing a horse; she became a 
grain-trader, hotelier, importer, prop- 
erty developer and shipping magnate. 

For at least 25,000 years, accord- 
ing to Mrs Miles, women were re- 
vered as "the keepers of all life's mys- 
teries”. Sacred signs were vulva- 
shaped. Priesthoods were predomi- 
nantly female. Women held both 
spiritual and economic power from 
the Russian steppes to Africa, Asia 
and Australia. The dramatic shift, 
says Mrs Miles, took place when men 
discovered the role of sperm and un- 
derstood that they, too, had an active 
role in procreation. 

This revelation may have coin- 
cided with a period when large-scale 
agriculture was replacing horticul- 
ture. Small plots had been in the con- 
trol and ownership of women. Large- 
scale agriculture became the domain 
of men, though worked mainly by 
women. With the growth of farming, 
societies became increasingly sophis- 
ticated, requiring structures and ad- 
ministrative systems. "Surplus be- 
came property. Man needed to 
protect [his] rights of inheritance." 

Mrs Miles displays contempt for 
the all-male, closed-shop character of 
Judaism, Christianity and Islam. 
These religions, in which God be- 
came purely male, are “the inventions 
of phallocrats" and their arrival was 
devastating for the female half of hu- 
mankind. Hypatia's philosophy of sci- 
entific. rationalism ran so counter to 


the emergent Christian religion (as did the 
authority and admiration vested in her by 
her pupils) that Cyril, the patriarch of Al 
exandria, incited a mob of zealots to murder 


her. Her flesh was sliced from her body with — 


shells. As the author.puts it, Hypatia’s end 
signified more than the death of a middle 
aged scientist: “In Cyril and his bigots, every 


thinking woman could foresee the shape of 


men to come." 
Today, women make up a third of the 
world's formal labour force (and most of its 


non-formal workforce), yet receive a tenth _ 


of the world’s income. They own less than 
1% of the globe's property. Like apartheid, 
"the. system" keeps it that way. When 
women doctors became plentiful in post- 
revolutionary Russia, the standing of the 
profession itself was. downgraded. When 
women perform the task, the work descends 
into a low-pay ghetto. 

"The Women's History of the World", 
however, is far from an anti-male whinge. It 
is an effort to explain the forces of power 


over gender. Mrs Miles believes men have . 


hijacked history. They dominate it because 
they write it. She sees some signs that 
women—at least in the  West—are 
reasserting their antique power. That power 
was not wiped out by patriarchy, but over- 
run; and Mrs Miles records an ironic exam- 
ple of this subterranean layer. In Islam's 
most sacred shrine, the Ka'aba at Mecca, sits 
an ancient black stone. Now sacred to Al- 
lah, it bears on its surface a mark called "the 
impression of Aphrodite"—an oval cleft sig- 
nifying the female genitalia. 





Advertising 


Lines of desire 


THE WANT Makers. By Eric Clark. Hodder 
& Stoughton; 416 pages; £14.95. To be 
published in the United States by Viking 


Some people suspect, 
sneakingly, that advertising 
is a flashy business which 
serves only to bring out the 
worst in everybody. Eric 





pel those suspicions. Mr 
Clark, who is a journalist, 
spent four years concentrating on those 
parts of the industry where he thinks there 
should be most vigilance. The adman's 
power to make people buy what they do not 
need is growing. Mr Clark argues that more 
control (even at the risk of inducing an evil 


Clark's book does not dis- A 
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bureaucracy) and more education are vital. 

Advertising, it seems, is full of boozing, 
Overpaid, cunning zealots eagerly manipu- 
lating minds from an enclosed twilight 
world of endless billion-dollar deals. In the 
interests of advertising research, a New 


— York neurologist clips sensors on people's 
- heads to monitor their brain waves as they 
watch television commercials. A London 


psychologist, whose client is a big pharma- 


— ceutical company, gets doctors to draw pic- 
— tures and act roles to reveal their prescribing 


behaviour. The stakes are large: the average 
British ^ doctor prescribes — £58,000 
($100,000) worth of drugs every year. 

The industry's one virtue appears to be 
frankness; advertising people do not think 
much of themselves either. This is no busi- 
ness for the kind, ethical or religious, says an 
old ad-man turned sociologist. What is re- 
quired, according to an agency boss, are 


- strong defences, toughness, nerve and a will- 


— ingness to exploit oneself and others. 


Advertising, once about creating images 


- to help sell products, now is the product. 


_ Competition and technology combined feed 


an ever-increasing sameness to consumers; 


— advertising, therefore, becomes the real dif- 


ference between one product and another. 
When several competing videotapes can re- 
record 500 times without loss of picture 
quality, which one hits the jackpot? The one 
that advertises a lifetime guarantee. 

The less the need for any item, Mr Clark 
reckons, the greater its dependence on ad- 


—  vertising. Dangerous products such as alco- 


hol and tobacco are turned into glamour. 


-Worthless chemicals are hyped as healing 


medicine. America accounts for half the 
world's advertising spend- 
ing, equal to 2.496 of its 
gross national product. 
Organised crime, says Mr 
Clark—a comparison that 
is probably not uncalcu- 
lated—accounts for less 


than half that. 








Elia Kazan 


Naming names 


Eua Kazan: A Lire. By Elia Kazan. André 
Deutsch; 848 pages; £17.95. Knopf, 
$24.95 | 


TOVERYTHING in Elia Kazan's life and 
A2 career was overshadowed by his deci- 
sion in 1952 to name names to the House 


—— Committee on UnAmerican Activities, a 


congressional body set up to expose subver- 
sive elements in American society. He might 
have stayed silent and been jailed; he might 
‘have invoked the fifth amendment; he 
might have emigrated, as Joseph Losey and 
Jules Dassin, two film makers, did; or he 
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Still not sure quite why he did it 


might have come clean about his own activi- 
ties but declined to name others. Instead, 
America’s foremost theatre and film direc- 
tor went the whole hog. Liberals the world 
over never forgave him. 

Why did he do it? Elia Kazan became a 
communist, for only a year in the 1930s, be- 
cause it seemed to offer a panacea for an out- 
sider of Greco-Turkish extraction fighting 
for acceptance in the New World. He soon 
came to recognise the duplicity at the heart 
of the creed and resented its attempts to in- 
fluence American theatre. But he went on 
working as a man of the left. He staged the 
original productions of such radical and 
challenging plays as “A Streetcar Named 
Desire" and, in the cinema, espoused liberal 
themes: the struggle against anti-semitism in 
‘es , , . . . 

Gentleman's Agreement", racial prejudice 
in "Pinky". To this day, Mr Kazan cannot 
resolve in his own mind how far his decision 
to testify was governed by revulsion at com- 
munism and how far by reluctance to sacri- 
fice fame and fortune. In this autobiog- 
raphy, he wisely allows the reader to judge. 

One thing, however, is certain. The 


films he made after 1952 were his finest. 


“On the Waterfront” (1954), for which he 
won his second Oscar, is a metaphor for his 
own anguished role as a "stool-pigeon"; it 
touches on universal themes of atonement 
and redemption. Ironically, there is nothing 
quite as personal in his autobiography, 
though he does not spare himself. "I am a 
mediocre director,” he writes, 
except when a play or a film touches a part of 
my life's experience . . . | am not catholic in my 
tastes. | am not an intellectual. | don't have 
great range. The classics are beyond me. | enjoy 
humour and the great clowns, but I can't make 
up jokes. I have no ear for poetry. 


All true, but it undervalues his work at the 
Group Theatre in the 1930s and at the Ac- 
tors' Studio after the second world war. 












There, in association with Lee Strasberg, he 
helped to revolutionise American acting 
through the technique known as “the Meth- 
od", whose best-known exponents were 
Marlon Brando and James Dean. 

[n later life, disappointed at the poor re- 
ception of his last films, Mr Kazan began a 
new career as an author. He has written six 
novels, all well planned and with good dia- 
logue; but they share a self-importance that 
has marred all his work since he based his 
movie “America, America” on the life of his 
Uncle Joe. Mr Kazan was one of the best film 
craftsmen of his generation; he should have 
been content with that. 





Asian journeys 


The western East 


VIDEO NIGHT IN KATHMANDU. By Pico lyer. 
Bloomsbury Publishing; 376 pages; £14.95. 
Knopf; $19.95 


ICO IYER'S travelling, like that of 

Colin Thubron and Paul Theroux, 
seeks to explore the terrain of national 
personality. His latest quest has taken him 
to an assortment of Asian countries, from 
Tibet to the Indonesian island of Bali and 
from India to the Philippines. Through 
them all runs a thread of western pop cul- 
ture—Rambo in Beijing, Springsteen in Ti- 
bet—twisted, as Mr lyer becomes increas- 
ingly aware, to suit each nation’s culture. 
The Japanese adopt American baseball and 
then play it with military discipline; the Bali- 
nese enthusiastically package their Paradise 
for Australian beach-bums, and yet retain 
their impenetrable world of illusion. The 
West is not taking over, nor even polluting, 
the East; instead, it is being stealthily ab- 
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sorbed by the resurgent lands of the orient. 

The pleasure of this book is the way the 
author, an unfailingly sensitive observer, 
gropes for understanding in the knowledge 
that any new light will only cast another 
shadow. In each country his acquaintances 
(some become friends) play cameo roles: the 
trishaw driver in Rangoon, the bar-girl in 
Bangkok, the infant hustler in Kathmandu, 
the gentle but energetic black-marketeer in 
Beijing. Collectively, the characters reveal 
not just themselves and their countries but 
also something of the author—a 31-vear-old 
Indian born in England, brought up in Cali- 
fornia, schooled at Eton, Oxford and Har- 
vard and employed by Time magazine. 

In India the family (including his own 
relatives) is inescapable, but if "the large 
family made for an extended sense of alli- 
ance, it also made for an extended sense of 
enmity; thus a grievance against one Muslim 

uld vent itself in an attack on all Muslims, 
~ -uspicion of all Sikhs assert itself in a mis- 
treatment of one." In Japan, the obedient 
baseball crowd is faintly disturbing: “Every- 
one cheered only when everyone else 
cheered, at the prescribed time in the pre- 
scribed way. The roars were followed by si- 
lence; the silence was followed by a roar. 
Here was passion by remote control." 

Perhaps the best chapter is on the Phil- 
ippines. Like many a visitor, he is left 
haunted by the impoverished Filipinos, in- 
nocently singing “We Are the World " as 
though it were a panacea for the nation: “As 
so often in Manila, it was the happiness of 
the Filipinos that left me saddest. ” 

The book has its weaknesses. Mr lyer is 
so in love with words that he plays on them 
too much. Arguably, he has also indulged 
too grand an ambition. Describing the en- 
counters between East and West is not to be 
taken lightly. But the faults are minor mea- 

'd against the entertaining shedding of 

lyer's illusions. 





Man and management 
Deming s way 


Our or THE Crisis. By W. Edwards Deming. 
MIT; 507 pages; $65. Cambridge Univer- 
sity Press; £30 | 


NTIL 1980 Edwards Deming and his 

management method were virtually 
unknown in America. American managers 
discovered him belatedly on visits to Japan, 
of all places. The shrewd statistician, who is 
now 88, had been teaching and practising 
"total quality control" in Japanese compa- 
nies since 1950, helping them to turn their 


shoddy postwar products into world 
beaters. 


merce that as far back as 1960 Mr Deming 
was awarded the Second Order of the Sa- 
cred Treasure, the first American to receive 
it. Japan's top industrial award is called the 
Deming Prize. But had it not been for two 
American reporters, Mr Deming might have 
stayed unrecognised at home. 

Instead, his simple 14 points and seven 
deadly diseases are now established wisdom 
at AT&T, Ford, General Motors and the 
Campbell Soup Company, who swear by 
him. But Mr Deming is not satisfied. He is a 
blistering critic of American managers who, 
he says, have caused the country's industrial 
sickness. Only a massive transformation in 
their style, he feels, can save industry from 
further perils: 

Mr Deming's anathemas are many: un- 
friendly takeovers, leveraged buy-outs, pres- 
sure for quarterly results, performance ap- 
praisals and management by objective. Only 





America's screen heroes 
Action Man, R.I.P. 
éé DON'T need another hero," 

sang Miss Tina Turner on the 
sound track of the third "Mad Max" film. It 
was an odd thing to say. Heroes have been 
thin on the ground in Hollywood recently. 
The spate of over-financed B-movies that 
have broken box-office records over the 
past ten years has convinced the powers- 
that-be that teenagers, their chief targets, do 
not need heroes at all: they just'need men of 
action. 

The true hero—the responsible adult 
who confronts a problem and either sum- 
mounts it or dies trying—was epitomised by 
men like Gary Cooper and. James Stewart. 
The sorry amalgam of power fantasies that 
passes for a hero in the 1980s is personified 
by Mr Sylvester Stallone, best known for his 
portrayals of the anti-social Vietnam veter- 
an John Rambo and the boxer Rocky. In 
both roles, Mr Stallone has occasionally 
wrestled with emotional depth, and usually 
lost. But his main strength has always been a 
photogenic way with violence. 

The hero shortage is not a dearth of ac- 
tors, but rather of intelligent adult movies. 
Mr Harrison Ford or Mr Mel Gibson are 
skilled actors, but it is their formulaic per- 
formances in films such as "Raiders of the 
Lost Ark" and the police thriller "Lethal 
Weapon" which are rewarded with huge 
takings. The stars add style and charm to 
their films, but there is no chance to provide 
them with interesting heroes. 

Now the most expensive film of recent 
years, Mr Stallone’s $50m “Rambo III", ap- 
pears to be doing badly at the box office. It is 
popular to blame its failure on glasnost— 
blowing away Russians in Afghanistan looks 
rather passé. People point to Mr Arnold 
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15% of production faults, he says, are 
caused by workers and the rest by managers. 
(the "85-15 rule"). In his scheme of things, 
devotion to quality starts a chain reaction. 
bringing higher productivity, lower costs, 
more sales, more profits and happier cus- 
tomers and workers. 






Management fashions get short shriftin — 
this book. Mr Deming frowns on quality cir- _ 
cles because they are outside management's — 
responsibility. MBWA (management by walk- — 


ing about) is hardly ever effective, he says, 
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because managers walking about do not . 


know what questions to ask, nor do they 
stop long enough to get the right answers. . 


To some, Mr Deming may seem merely. 
quaint. But good management must always - 


be good management. This is its timeless 


handbook. Managers everywhere could do | 
worse than take a lead from the Japanese — 


and get up to date with Mr Deming. 


Schwarzenegger's new film, "Red Heat", in 


IL 
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which he plays a Russian policeman teamed. 


with a Chicago detective, as more in keeping — 
with the times. That is true, but it is only — 


half the story. 


H 


Throughout the cold war western trai- 
tors, not Russians, were the villains. Even 


James Bond was more likely to tackle mon- 
sters of capitalism like Auric Goldfinger - 


than he was to attack the Russians; indeed, — 


he frequently teamed up with Russians, pro- 


viding they were sufficiently nubile. In the 


1980s, however, Hollywood turned more — 


and more to simple, violent, interchange- 
able leading men, and they needed copious 
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Schwarzenegger's more cerebral style — — 
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here were traditional B-movie stereotypes, 
Nazis and thugees. For the various super- 
‘ops there were drug-pushers: and miscella- 
neous scum. In the “Star Wars" series, there 
as a bona fide evil Empire. And Rambo, in 
‘Rambo: First Blood Part 2", got to blow 
yaya large number of Vietnamese and 
issians. The old Hollywood of the White 
House and the new Hol lywood of the super- 
movie were briefly in tune, and Mr Stal- 
ne saw dollars beyond the dreams of mor- 
L. men. 

The comparative failure T Raabe Hr 
ay signal the demise not only of bellicose 
ernational posturing, but also of the Ac- 
Man lead. Real heroes may arise out of 
i concerned, if only shallowly, with adult 
emes, as Mr Tom Berenger showed in 
meone to Watch Over Me". As encour- 
aging as anything is the return of a proper 
oic actor, Mr Sidney Poitier, to the 
“en. May many more like him follow. 
With luck, some of those forced to earn 
ions playing poor parts will rise to the 
llenge. Even Mr Schwarzenegger, one- 
e “Conan the Barbarian” and “Com- 
ando", may be able to overcome the limi- 
tions. of a comic- -book physique—until 
ow. the not-inconsiderable cornerstone. of 
is success—and exploit to the full his 
quirky, intelligent style. But: it may be that 
John Rambo has knifed his final enemy and 
tossed his last grenade. -. 






























Soviet art — i PES 
Hammer and. 
easel | 


OTHEBY’ es auction r A artin Mos- 
cow on July 7th, the first since 1917, was 
„markable not so much for. its capitalist 
rappings (pop stars telephoning in bids 
'om abroad, a computerised screen flashing 
rices in five currencies), not for the. $3.4m 
En rien m times Sotheby's s estimate; But 





weka un ae most exciting 
ips in Europe; but having been. dis- 
geois decadents”, 
2 artists had gone 









inderground by 1930 


















iis guys to dispose of. For Indiana. Jones S 





cret, Sometimes seven wit thout paints and 






























































Sold by ; Sotheby's for $8,37 3 





of strict abstraction. In his "Composition: 


November”, for example, Edward Steinberg 


merely juxtaposes a floating. black square 


with the word “November” and the figures : 
1920 and 1987. He leaves open the question 


of what happened in the years between. 
The other Moscow school is harder to 

pin down. Ilya Kabakov, the grand old man 

of E Nipscow art scene, is its: pm 


| diens. Us duis cod 
.. inscribes ant-like processions of words on- 


linen cloth-which:she then crumbles, folds 


or places neatly in boxes. Her. apparently 
bland. landscapes, two of which sold for ten - 
times their estimates at the Sotheby’s auc- 


tih; are also completely covered with. the 
same incomprehensible handwritten text. 
Grisha Bruskin and Natalia Nesterova, 


two painters from Moscow, deal more: di- 
- rectly with the g gap between appearance and | 


reality. which. characterises modern Soviet 
society. Mr Bruskin paints ghostly, ordinary 
people standing in the form of Stalinist-era 


sculptures; Miss Nesterova also paints white l 
figures who appear to be statues, this time in > 
everyday settings where they manipulate 


people or gaze uncomprehendingly on life. 


The work of print- and poster-makers is- 


even more politically explicit. One cartoon 


sketch at a semi-official exhibition. showed. t 
{1 men carrying banners with the letters pe. 
r-e-s-t-r-o-i-k-a, all walking in different direc- 


tions. Another sketch, entitled "Olasnost", 


showed two people sitting alone in a wilder- fe 


ness, WRISpeting to one another. 


- in Soviet art schools). 


MrLM. Pei, says t 


this foreign intrusion. 


'. seems to cloud over with. | 
. quickly than expected. - 


















eir devotion to 

their low-paid craft. Most of them are al- 
ready wellestablished professionals, in their 
30s or 40s. These are not untried young art- . 
ists, and they have not suddenly discovered 
glasnost; Basin has discovered them. 5. 


Y MHE o VERE new Buc pyramid in 

. the courtyard -of the Louvre is being | 
opened more often than a pharaoh's s tomb. 
lt has just been given a coming-ou party, 
complete with. music by Mr. Pierre Boulez, 
and there are doubtless many more open- 
ings to come. The pyramid itself is finished, 
but. the complex beneath is not. The n 
seum coritinues as a building site. 

The American architect of the pyramid, 
hat he is the first foreigner 
allowed to design for the Louvre since Ber- 
nini, an Italian, in the 1660s. Unlike 
Bernini's designs, Mr P were accepted, by. 
a Socialist government, in 1983. Protests 
and resignations. followed at the Louvre, 























and the row over the pyramid has never died 


away. Critics tend to treat the Louvre as a 
sacred national spot that will be spoiled by 
hat famous photog- 
rapher, Mr Henri Cartier-Bresson, finds the 
pyramid: fünereal.and better suited.to the 
Pére-Lachaise. cemetery. The director. of 
Egyptian antiquities at the Louvre thinks 
pyramids are more at home by the Nile. 

Yet Mr Pei’s pyramid has an artistic, as 















| vel as a practical, point. The roofs of many 


French eighteenth- and nineteenth-century 


buildings, including those of the Louvre. it- 


self, can be seen as. cut-off pyramids. 
Pei's chief aesthetic worry. 







grime muic - 


The practical point is: 9 dive the sprawl: 


"ing Louvrea central entrance which-can be 
‘< easily found by 
each year. The : 
‘through the west wall of the pyramid and go - 
down: into. a vast hall, where signs, videos 
 andpetrhaps the odd 
“along one of three channels. One snag is 
that, while digging the foundations of the 








he 3.5m people who visit it 
e idea is for them to enter 





uman will direct them 





course; San unearthed the remains 
original twelfth-century keep. Nicely 
ve |, this will draw e. extra ids into 














been able to exhibit pr eas tA l 
showing their work informally in Moscow 
^ parks: and private apartments. They ar 
bound to Liner by their high technical stan- 


fruit. of the classical trait ni 


p vious: panes minister. was in no 
n the present one may be more accom- 
dating. If so „and if the glass can be Pn 
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lo Offshore North-East Asia. 


Oil, Gas and International Relations 


ELE AS : investor interest is returning to the oil industry, 
P NIF ae mm uet ] particularly in North-East Asia where energy demand 
EL Essential Raw Materials: | inanumberofcountries is growing more vigorously M . 
The threat of supply disruption E49 4 . than anywhere else in the world. Aimed mainly at oil 1 dn Westen E 


Which raw materiais are trüly indispensable? Mibi planners pA strategists, this Pri t es ANew Structure, A New Strength 
Who produces therri arid could supplies be cut off? Y etailed coverage of two key aspects of North-East 4 
This Report assesses the. ee of supplies of Asia's hydrocarbon potential: its geology, and the i Aher the Joerie ofthe late 1970s and early 
36 industrial. raw. materiats, takingaccountofthe ° | legal and political context to exploration and 
» potential for. Substitution..use ofserap ands = oc | development. 
exploitation of the sea bed. It identifies: theindustries | No. 1139. Price including postage: £245 UK and 
_ most likely to be affe gi. by Supply dis: iption and Europe; USS485 North America; £284 Rest of World. 


compares. industrialised ce in h terms: of their | ] Published June 1988 


1960s West European man-made fibre producers are. 
back in profit. What are the reasons for their success? 
This report features profiles of 13 leading producers 
in Western Europe and analyses markets and end. - 
uses for Western European fibres. Aiso examined are 
the new specialitiesand non-wovens the growth. — 

| sector for which many of the new products are being 


Cou NT RY STU DI ES : | targeted. Finally the threats and opportunities facing 


r tin | 
“gove nment in the consuming countries are | the industry are assessed 


4 discussed. Pies Ait A . : ES pa i ae | No. 1107, Price: £150 UK m un 
"Us? : 3 £98 5 i genti US$270 North America; £153 Rest of World. 
The search for solutions | Published November 1987. 


: SS eug Bs President Aifonsin E fast unnn outoftime in. — EF World Textile Trade aiid” 
|o World Steel: Ci. While .| Production Trends ` 
A new assessment of trends and prospects un Hiat the present government can do inthe | The world: 5iextile and clothing industry i ig 
A complete analysis and overview of the current fo time available to solve the problems of debt and | undergoing its mostintensive period of change. 
state of the word Steel industry Ah looks at. | inflation and looks ahead to the: options open to the innovations in technology and investment are taking 
pastand future trends with: i Pstegi c | new president after 1989. | place oñ 4 stale notseen before. This 350page réport, 
consumption; problems af excess capacity in OECD 2x Na 1102. Price. 0115 UK and E urope containing over 200 tables, examines afl the isses 
countries; the correlation between state ownership | US$245 North America: £1 18 Rest of World. affecting the industry and identifies the threats as well 
and SAM pressure on export prices Se trenes 1 . Published April 1988. " | as the opportunities for the future. 
in employment and productwity. 6k 4 : l No, ! "cg: £1 K f 
No. 1124. Price: £150 UK and Europe — | ü South Asia: ; i | eee de ose We rid. 
US$295 North America; £153 Rest of Word: JE e The: narrowing options; ^. — bL OM vPüblished June !988' l 
Published February 1988. : ] ^ -The states of South Asia are dhdergoing * : —— e EE 
o explosive political coħflicts which their institutions | All prices include airmail postage 
| Seem. unable to defuse. As hopes of revitalisation facie | | 
EROR US NES meee, | if RajvGandhis india, as a workable accommodation — | To order please tick the bokas by the titles 
TT ; | between army and politicians proves elusivein, | required, complete the address details 
E N 2 RGY El , Pakistan and Bangladesh and as a peace accord — | below and return the whole page. 
$ M | uncovers.new stresses in Sri Lanka, this report 
era E assesses whether and how stability can be achieved. : E 

FEE Before the Oil Runs Out: i Na 1110. Price: £118 UK and Europe. se Name — 
The future of the North Sea (o0 -PO US$248 Narth America: £118 Rest of World JE UE 


With the collapse of oil prices in 1986, spending v Publish pe aera TANE. 
huge sums on finding and producing oil inthe North ^ ^ 
` Sea suddenly lost its point. A major industry faced the... ur Euro-Arab Trade: 
disappearance of its market. Now that ail prices have | - | Prospects tothe 1990s — — 
recovered somewhat, what are the | prospects for ? : "Can European exporters increase . thei share 
` development expenditure in the UK, Norwegian, | of Arab markets in the face of faltering Arabroil - 
"Danish, West German, Dutch and trish sectors: ofthe . revenues, adverse exc hange ratetrends and 
: North Sea? "e cr : difficulties Over Arab. non-oi exports to the EC? Which” 
. No 1123. Price: £150 UK and Europe; ^ Arab markets hold most promise now and will they 
—US$295 North America; £153 Rest of Works ~ s P stil be the most promising in 5 years’ time? This | DI Po a cheque for £/ USS. 
Published May 1988. : bot SOC . .1] Report analyses the. export performance of both sides, Payable to: 

NE mE "| identifies promising Arab markets and explores the | The Economist intelligence Unit Limited | 


x] pe n future for Euro-Arab trade in 
fu Storagei in the International ad ,, hydrocarbons, food and textiles, tns 1 a 1 Please charge my C American Express. g Visa 


Market. oe . (d Nad 105. Price: £85 UK and Europe; ; S - p 
By £dward N. Krapels and Sarah Emerson. ue "US$ 180 North Armernca £88 Rest of World. Py LE me "E 
EE ` Published February : 7988. EE Ul TE 
| in spite of theirstrategic and economic 4 
^ importance, very little is known about the world's oil : D E ast Germany to the 1 990 g: a | | - v 
| stockpile, and the role which strategic stockswould — 1- Can it resist Glasnost? | Signature 
playin the event of a shutoff of Middle East oil. P. is v: ae ae É 
supplies coming through the Straitof Hormuz This | Reform arid restructuring are unwelcome 
report by the world’s foremost authority on the. | concepts to East Germany s entranched teadership, 
subject focuses on both these areas and gives a | But pressure for change is mounting. This report | (3 Please invoice me 
weaith of information about national stocks and | mvestigates how far East Germany will succumb to p E ACE UD NEN US M MA HM M 
storage capabilities. influences from all sides. It examines the potential for The Economist Intelligence Unit Limited 
No. 1117. Price: £750 UK and Europe; Eod os possi bie Soviet imitistves, the drive for f Marketi ng Department HE YTLAI 
US$270 North America; £153 Rest of World. | technological progress and the push for more trade 40 Duke Street London WIA 1DW UK. 


Published November 1987... l and joint ventures with the Wast Rising stars in the | . 
^ E r X E Politisuro ate identtied and the impact of the Cocom Tet: 01 493 671 1 Telex: 266353 
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social or hea h scientist to serve as S gr m 
| This excng new career opportunity ras been cet by Charmed Bo Borough Counci to | and East Asia. He/she will be based ial rier in Bangkok. 2 
2 meet the authority's IT needs of the future. lala cnn ecb 7 | . | Thailand. Council activities in S ip nians research i in | 


child health and mortality, à pr . 
pus | gender differentials in developm mily planning d 
3 and wl esperet Pelt mi oiam nti | research and evaluation. Seve ate reproductive health ` 
| i positive communicatveskils andan abiiy — | f and AIDS prevention are currently being develop | 7 
to successultransale he needs of users to eflecive DPT solutions. Whist having Qualifications: Doctoral level degre 


oversight of the Data Processing Section the normal management antc o fiar- | : related to population; demonstrated hip pim extensive = administrative, L 
. Section will be discharged by the Data Processing Manager. | research and technical assistance € in subjects related to population; | 
||| TheBorough o Charnwood, based on the University town of Loughborough takes >>} strong communication kills. Exp developing, p Li eferably ip. 
ame from Chamwood Forest, a region of outstanding natural beauty. Withinits (08 | paie mi iain UC el ae Sih a e 
. $tjuare mile boundary Charnwood includes stretches of the Soar Valley and the atractive JF- lary a 
Wolds countryside to the east. Easy access by rail to London and the close proximity of 
the M1 motorway makes Chamwood an ideal place lo live and work. 


The position attracts excellent further benefits including: = 

Generous relocation package — ® Paymer a: 
* Assistance with temporary accommodation J Salary linked Muir Officers i 
® Essential user car allowance _ © Flexible working hours B 
® Car loan facility | | 


men ri reri irr rca 
Treasurer, Mr. Ten 509) 263181, ¢ 


respect aia puce e wk 
16th August 1988, 


DM e Export. Marketing | 
è arke l Deparment, 8s 


SENIOR ECONOMIST/ - |l Te din aed wb l 
CHIEF OF PARTY j -the Department responsible for beef an D 
CONSUMPTIO N/N UTRITION. vocis : 
ECONOMIST 
The International Food Policy Research Institute 
(IFPRI) is seeking to employ a Senior Economist and | - 
Chief of Party and a Consumption Niitrition Econo- programmes and i courses - 
mist to be stationed in Dhaka, Bangladesh. The work | exportfinance. — = > 
will involve analysis of and advice onissuesrelatedto | | e duties 1 will l roque; a 5 
public food distribution. and agricultural price policies i t and pri 
| in Bangladesh under a USAID funded project. The ; response to queries "edge or 
| period of employment is three years and the salary | | British meat and "ivestocx ingusTy (Sprie pe ee 
| and benefits are commensurate with salary scales of zi n ODOORN d Ce TSR OE 
. international centres. role in t cipes yi í 
The Senior Economist/Chief of Party should have a 
PhD in agricultural economics or economics with at 
least five years’ experience of research in agricultural | meat indus 
policies and quantitative analysis. Experience in de- advantageous. —— 
veloping countries will be preferred. Fluency in | Completed application 
English is required. . M" c M MEN 
pply to Personnel Offi 
The Consumption/Nutrition Economist should have a Ae PEOR. 
PhD in agricultural economics/economics with expe- MEAT AND LIVESTOCK 


| rience in analysis of consumption and nutrition | Nu C 
. related issues. (AE t PO Box 44. Queensw 


Please submit two copies of Cu sinum Vitae to the 24-Hour Answering S 
Pers nnel/Dhaka, AFPRI, 1776 N lassachusetts Ave, O S 
/ Washi DC 20036, USA. E 


ec ee in Agriculture, | 
sting or one of the 
inginabranch - 








offered at rade and post- 
graduate level, and include a large 


0 ., MBA programme. 
R IN - Sud Faculty comprises groups in Ac- 


, Commercial Law, Econom- 





E a History, Economics, Government 


. Studies, industrial Relations, informa- 


tion Systems, Management, Marketing, 


b or . Money & Finance, and Quantitative 


of. Studies. A joint appointment with an- . 

.. Other group in the Faculty: could be 
| arranged if appropriate. i ; 
“The. salary scale for Lecturers. ds: 
N2$35,000-NZ$42,100 per annum; for - 
“Senior . 
: NZ$56,600 per annum: " 
"Conditions. of appointment. and method 
e is is Of application are available © rom the 
om Aad Officer, Association of 


‘Lecturers | Nae 600- 





Plymouth | 
Business School 


Research Assistant. 


. Starting Salary: £6891 per annum | 


: Applications are invited from graduates possessing a good degree i in any 2 NE 
| Giscipline to develop and assess novel strategic models to evaluate the impar etel 
., Major events in regional economies, The models, with others, will. form the ba 
ofan information bureau service to be provided to companies and public sector ^ - 
managers With interestin the SW Peninsular region, The Suse candidate wil 
' bé expected to register for a higher degree. - : 


Application forms, to be returned by Friday 29 July 1988. and further particulars. 
are available from the Personhet Department; UR FOUND. at d 


E my Vir 600, ). Wallington, New 


~~ Zealand, a d whom appi cations m 


University of Exeter. 
Department of Economics _ 
| RESEARCH FELLOW .. 


Applications are invited for ie 

„post which is available. from 1 Octot 

. 1988 for one year, to work on a proje 
on the sources of inefficiency in the UK 

manufacturing industry, under the 


; and experience. 


Please contact Dr D. G. Mayes, NEDO, EB 


Millbank Tower, . Millbank, 1. 
SW1P 4QX, for further information 
Closing date for receipt of applications 
5 August 1988. 





. University College London 
m riment of Economics 


ZARCH ASSISTANT IN = 
| DEVELOPMENT ECONOMICS ` 





ET fonoa ‘and Growth in Developing 
im Countries. ‘The work is supervised by 





Y? UCL. The successful applicant will 
ave a- good first degree in economics, 
8 positive interest in development. is- 
“gues, a capacity to conduct simple 
statistical work and to perform editorial 


functions. in synthesising the facts and |]. 

arguments. contained in nine book | 

ength manuscripts. The. post will com-. | 
ence on 1 September 1988, or froma — 


e to be agreed, and be for one year. 
The salary will be on the scale £9,865 
D £15,720 plus £1,450 London Allow- 
ince. Applications, together with a CV 





and the names of two referees, should 
‘sent to Professor D. Lal, Depart- 


rit of Economics, Gower Street, Lon- 


' CAES SBT D 28 e 1988. There | 


rection of Dr David Mayes. «^: = | is 
The salary will “be: within the. range s. 
£9,865-£11,680, . depending on age p 













ak.Lal of UCL and Pro- .. 
or Hla Myint of LSE and is located. 


oni 16 ia 1988. 





Cer ntral London based 


a - The Cable and Wireless Groupis 8 
= “arid leader in telecommunications, 
-using the latest technology to provide a 
wide range of services to governments, 
_ business andthe general public. 
| . The Caribbean Regional Marketing 
. Division, based in central London, now 
,hasa vacancy for a Business Analyst. 
This is an exciting opportunity to help 


PL shape marketing policy inthis fast . 


iby the World Bank on voii ... Moving field. The collection and analysis | 





of up to the minute market intelligence 

“on our customers and competitors plays 
akey rolein our Success. Computerised 

information systerris are used 
extensively to gather, analyse and 


i | report onalltypes of market information. 
|... The Business Analyst will use and 


~ develop these systems to provide high 

. quality analysis of newand existing 

. markets.in order to maximise the 

effectiveness of our marketing activity. 
n order to fill this role successfully 








rel lated numerat 
 exposuretocomputi 


à CABLE AND WIRELESS 


iniret nean ta rod e Prata rore ME PAAR eH rire rd r£ dpa 


W A worldleaderin Tlelecommunications 


E ANIMA nO Att 


address below, or by ai aiii pag } TM: 





E attractive : 


you will need to possess well developed 


quantitative analytical skills, be computer 


literate and have the ability to operate 
effectively i ina business environment. 
Suitable candidates are therefore ' 
likely to be graduates in economics or. 
cipline with some 
uting, ideally backed 
up with some commercialexperience. -.. | 
Inreturn we are offeringanattractive < 
salary with benefitsincluding 22 days — 
annual leave and subsidised restaurant. 
facilities. Thisis a fascinating challenge 
which offers considerable veh Mie 
potential for overseas travel and. 





excellent career prospects. 


Please write or phone for ar 
application formto: ~~ | 
The Recruitment Manager, 


- Cable and Wireless plc, Mercury and | 


Theobalds Road, London WC1X BRX.- 
Please quote ref BA/E. 
Telephone: 01-548 3034 (24 hrs}. 






























SE IOR LECTURER IN. 
FINANCIAL | MATHEMATICS 


Jlications are invited for a Senior 
ctureship in Financial Mathematics 








abie from 1 February 1989. This posi- 
tion is funded for an initial five-year 
riod with possibility of renewal, 


in Financial. Mathematics 


ie » actuarial professional. qualifica- 
jons. qt is the: intention that this prò- 
me, ee in collaboration 

| & & Fin 


;  DELOUVAIN 
^ BELGIUM 





The Dep: 
above 


| beginning. 
Applicants should. have: 
ae At 

| econometrics) 


Belgium 


Department. 


a personal 





should also be Bes 


the Department of Mathematics, ten- 


n ien the New Zealand Society of - 


seven of a new graduate 


. . pointments Officer, 
"Commonwealth Universities, 36 Gor- 
‘don Square, London WC1H OPF, or 
from the Administrative Assist 


However those with teaching a and re | 






AC UMIVERSITET CATHOLIQUE 
'. LOUVAIN-LA-NEUVE 


DEPARTMENT OF F ECONOMICS 
. FOUR FULL-TIME ACADEMIC POSITIONS 


- THEORETICAL ECONOA 
- BANKING AND FIN. 
INTERNATIONAL ECONOMICS 
ECONOMETRICS 


rtment of Economics wishes to recruit experienced scholas in the 
ields: Rank (assistant professor or full EE 
depend Spon Yet deg and qualifications. All Doodone are tenured ones. 1^ 

Teaching load will be Appio T five aa vun possibly less | at the fo | 


D in economics (or i in 1 mathematics/statistics ki the position ino 
— Previous. experience of research in a university centre outside | 


— Publications in the relevant fields 
— Fluency in oral and written French 


Appointment will commence on Séptember 1, 1989. 


Applications should be sent to the Rector of the- University (Place de . 
l'université, 1, B-1348 Louvain-la-Neuve, Belgium) by September 15, 1988 
at the latest. A copy of the application. should also be sent directly to the 


Applications should. include a certified copy of the applicant s latest deus. 
ésumé, a bibliography and a copy o 
publications. The names of three re erees (at least one from outside Belgium) 


"Search in Statistics and/or Operations 





h, and a demonstrated interest 
in some aspects of financial mathemat- 
ics such. as stochastic risk theory, fi- 


" nancial : statistics or applications of OR 


ehniques in financial contexts, are 
also encouraged to apply. The appoin- 





tee will'be expected to play a full part in 


the Department's teaching, research 


| and consulting activities in the general. 


area of Statistics: and las 
Research. 


Enquiries concerning academic as- 


pects of this position may be made to: 
Professor G. A. Vignaux or. Professor 
persona of 


D. ve ones. 





The iiid scale for Senior Lecturers iS: 


NZ$44,600-NZ$56,600 per annum. 


Conditions of appointment and method 
of application availabie from the Ap- 
Association of 








“ington, PO Box 60 00, Wellington, New 
Zealand, with whom applications close 
on 30 boca 1968. | 


AICS 
| INCE 








professor) and salary will 


their most significant 





The successful applicant will have at 

























UNIVERSITY OF CALIFORNIA AT BERKELEY. 


PROFESSOR OF d & ES 


PLANNING IN DEV 


junior Or. senior level practiti 
Professor) with extensive expi 
ing countries, effective Jul ' S 
experience and published scholarly fesearch i Base 
tion processes and policies required. Apply: 
work) to^Search. Committe air, Department. 
Planning, Room 228 Wurster Hall, U University of Calif 
94720 by October 1, 1988. Univerkity of California. 
Affirmative Action employer. 2 


rds. of both app velop 
‘orld urba anisa: 


| Regional ^ ; 
amia, Berkeley, CA -f 
qual Opportunity, ox. 





Un versity « of Glasgow ^ 
Centre for Housing Research S " » 
(Department. of Social and. £ Economi Research ) 

RESEARCH POST: HOUSIN FINANCE AND SUBSIDY SYSTEMS 
Applications ar invited for a researcher to work as part of the Glasgow case st 
team on the Joseph Howntree Memorial T rust-sponsored research programme on 
housing finance and. subsidies, under the overall direction of Professor Duncan 
Maclennan. The post is for.two years, preferably commencing September, 1988. 
The salary will be at the level of either the Research Assistant (1A) £9,865-£ 12,760 
per annum, or the Research Fellow (1A) £12 760-£15, 720 per annum levels. | 

least a degree at 2:1 or above in either 
graphy, Maec Statistics. ot; d gepersbun 



















.  B855, ext 4983. 


Applications should be y made by letter, ric a curriculum ine Wd names and 
addresses of three relaas to Karen Hancock: at the above addnoss.n no iter than 


91 duly 1908. 





We a are an Teona consultancy. peci dilbing à in interna- 





tional corporate: isis Our di nts : 











-- Ship in Management Studies. The ap- 


-pointment will be concerned with Man- v. 
-agement Studies and their application ~- 


fo Land Management which includes 
investment appraisal, land and proper- 


y valuation and development. Appli- 


could have a background in mar- 
, business management or 
nna wd, and should be prepared to 
develop a research interest applying 


their specialism to problems in Land 
Management. Salary scale £9,260 to 
£14,500 pa (Grade A) or £15,105 to x 
|. £19,310 pa (Grade B) plus USS bene- 


fits. Further particulars and application 
forms (two copies) available from The 
Personnel Officer, University of Read- 
ing, Whiteknights, PO Box 217, Read- 
ing RG6 2AH. Telephone (0734) 


87123, ext 220. Please quote Ref: AG 4 


sue Closing date 12 August 1988, 





UNIVERSITY OF Y OF EAST ANGLIA 





ASSOCIAT 


Required to work in the Environ- | 


mental Appraisal Group under the |. 
' o*or Mr R. K. Turner in the | 
: 20! of Environmental Sciences. | 
_.. Project is for one. year in the 
first instance and is funded by the 
4 Rural Development Commission to f 
study the Socio-Economic Impacts. 


of Thatching-Reed Quality Decline. 1^ 


-f ^ first degree in economics, eco- 

| nomic geography or environmental 

sciences is required and experi- 
| ence of cost-benefit-analysis would . 


| be an advantage. The successtu | 


i candidate will join a group specia- 






-4 and pollution control issues. Salary 

| will be in the range £8, 675-£10,460 . 

| per annum according to age and. I 
: "experience. 

| Applications (three copies) in- 
-F cluding a full curriculum vitae 
‘Land the names, addresses and 

| telephone numbers of three ref- 

| erees should be lodged with the 

| Research Administrator, Dr J. P. 

| Darch, School of Environmental | 
Sciences, University of East An- | 
ia, Norwich NR4 7TJ by July 
1988. Further particulars can 

; Paper from Or Darch. Tele- 














B m to make the following appointments. 





tions are invited for a TOR l 





ae Ap licants should} hold a university degree in neconom icsipublic hance anahavehigh eve 
| are essential Familiarity with developing countries and know 


E G75 S BEA Or B 02552 41199, ext. 3309 
lising in environmental evaluation f- | 





BY NY PUBLISHER 
Leading subsidy book publisher.séeks 
| manuscripts of all types, fiction, non- 
fiction, poetry, juvenile, scholarly and 


religious works, etc. New authors web 
|: comed. Send for free booklet. 


S92, Vantage Press, 516 W, 34th |- 
„Street, ew York, NY 10001USA. |- 












'The Department of Technical Co-operation for Development (orco ofthe United Nations | 














iser for large scale population census p proj "t in Nigeria, x 
sed in Lagos, Nigeria but will be expe: ted toundertake frequent travel S 
le/she will be required to review the current documentation, census 
0n gulations and administrative. arrangements in preparation of 
anfort the organisation of the census. This plan will include the methodology. ` 

f central enumeration, control of field operations, data. a processing, logistics, " 

terpa t staff and public information. — 

| Jude helping pr prepare the tabulation plan, census forms and question- 
tructions and TG manuals 5 for use e suring the project. . 





























Jemography, statistics or related 
sation and implementation ofa . 
' developing Countries is desirable. 












dv ser rto give aduice to governments of developing countries or on tax 
ant: and utilization resources. cde 








texperience in the public sector or the academi 7 field. Good raf 
ledge of United Nations technical 


! activities are IPIE. CUP in English andi in Suet encho 
















sitions the Advisers will receive the salary emoluments : and other benefits of — 
3 "i to staff members lal Nati The appartment areiritaly for one | 







details and application, please write to: Mr E, South, Overseas Develo J 
7 Room 376, Abercrombie House, Eaglesham Road, EAST KILBRIDE. E Giasgow = 

















TES 


^ South Kensington — 

Luxury fully furnished 2 bed, bath flats in d 

quiet cul-de-sac off Queens Gate. Newly 

converted and modernised with direct dial |. 

telephones, ere lift, we iiis and 5 
colour 


Full detalis: Pauline - 

. Tek 01-902 8151. Telex 89 

. Sunsac Fax 01-900 1353 
Short or lorg iets 










‘OVERSEAS POSITIONS - 


Hundreds of top paying positions available 

now. Tax-free incomes. Many. attractive 
benefits. Opportunities for all occupations, 
Skilled trades, professionals, management, 


personnel etc. 
For free information about our publications, 


write 
EC, PO x 460. Tow men of Mount Royal 































“EC, PO Bo 




























E Europe (23 May 1988). MEM 
* . How have we earned this position? -. Kx d ges E E 
Just take a look at one of our best-known executive prog ammes.: 


Es October - - -9 | Decemb B 























NE ye Lc cel programme prepares ¢ ou tstanding ex ac SCAN ii: a ROVE: into in 
hus ~ general management. We consolidate your skills i in ihe ke; à tcr to help you € 
: strategic thinking and leadership abilities. ^ — — < F 

2o :'$'"Xou are exposed to'a unique international enviro , 1 
DN participants for instahce, came from 19 different countries 

1 For nearly 20 years the IEP has been helping dévelop general nanagers. That experience 

could t be invaluable to you and your company. — : : 

You WA W vant to take the decision to come or o 






















| i I EP lightly. ; k for ¢ our brochure 
lager. bce | 


/' PART-TIME . 


For financial managers, general: managers and 
senior staff. Comprehensive coverage of up-to- 
date material by sóme of the most PRDBDOLGNC 
business school lecturers inthe: UK. i 


- » Evening sessions. held at the United © Oxford. and | 
. Cambridge University Club, Pall Mall, London. 
Residential weekends at Templeton Col lege. Oxford. 


Accounting and Financial Ana | y li | £960 TN 

Six evenings and weekend of 1 4 October- ig Pg | 

Corporate Finance | Pe i £1440 ne 
.,5,:Eight evenings and weekends of 4 November and. . E 

25 November — 
























‘competitive a ec a ihrongh ir improvec stomer servic, 

] levels, and reduces the risk of loss throu, or. This three- 

|. day course improves awareness by covering a wide range of 
the considerations appropriate far any Investment Manage- 

o prepa es ba CE staff and the | 



























busin and accelerates a 
Ke ca of the 





doses Inst E e e ts E Publi Data. Soure es 






; i Equities - oo idena " 
Whole Programme: | |. ^  £1995 . Debt Instruments : F Requiremens 
4 October. - 27 November 1988 Corporaté . a | ewe 
Fee includes. materials, meals and residential - Gdvertmental Reg ulation & 
i MEER ena. VAT. Should, be aue to the aboye | cae instruments AC | Compliance. 
HONS : 
] ; Futures d. ue wer Fundamentals ` 
Course Director: : Or Jack Broyles, Cash & Money Marker. " dnstrüment Risk E E 


Returns: 


Instruments - di 
cake, Portfolio Risk k 


Jooo vB s Fellow in Finance: | 
Toa ote PR ! ails please contact Michaela Bargen. | 
l a Tel. (08 5422 le elex £ 83147 atin TEMCOE: : 


Markets 














1988 GENEVA 
SECURITY ANALYSIS AND 
FOLIO MANAGEMENT PROGRAM - 


N This ¢ outsta anding program has been followed in the past five years 
| by bankers, analysts, portfolio managers, and economists from 
over 140 institutions and 30 countries, inc luding Hoe Swiss and — 
international financial institutions. Places still available for: 


eee 26-30 












c btion pricing models, tr | 
and innovations using. 






1S. wil bo c pele PUn 


and options". The objective of this course is to develop a practical. l 
yet rigorous ` framew .for analysing transactions maring os 
Options. i A 









TE 


rite Ne juyen, international Center fo 
: g Studies, PO Box 36, Ch-1211 Ge 217 
. Phone: ' 22/34 95 48. Telex: 412151 pl Fax: 22/99 64 44 





EMIB is an MBA program which Sher yous | 
e a twelve-month full-time intensive * progra 
International Business. uit 









[p EMIB gives you the unique opportunity. fos 2n 
p oe work with a highly qualifi ed: ey dr 
all over Europe ^ | ye 
ebe part of a multinational team of participants 
. view Eur ope as a single marketing entity - ed 
E euse your managerial skills for an in-depth anal lys fc 
_a business issue (the European Project).. is 




























3 MIB ; is designed for managers: . TegXs 507 
e who already have a university: degree. and atie 
three years of business experience. : 





The EAP-EMIB Program is accredited by the C. G E (Contareice : 
T des Grandes Ecoles), an organisation of the leading | French. 
graduate sc hools sin als and. Business. je 





For further information, c contact 2 meee a 
—  EMIB Admission Office em 7 o 
` EAP - École Européenne des ‘Affaires: 
— 108. Boulevard MalesherBies, 75017 PARIS | 
Tél. : 47.54.55, 00: fex 4496) 047.54.65.78 
Telex: EAL PERAN 64 ON F 
Pee fox 42 £ 5 rA 86.19 


_ PARIS - OXFORD : BER iN 











- MADRID 





week of an intensive ie on "bonds, financial urea re ie bs 


3 every effort will be made to explain economic jargon. | It willbe of particular 


SIE LONDON BUSI NESS | 









< -school that is truly internation 
|. Strasbourg, Paris. and Londor 


ET The media hien never:b ub more eüctive than theya are ieee 


^ ifitended for experienced r 
_ |. whowishto understand more clearly i 
“p< theUK and Wor! ide economies as wel as look 
2m decade. | 





Ww": atour hotel management schóoli in inte s 
a top ski-ing and holiday resort, St dents study 
live in the Hotel Europe which provides an ic 

ment for theoretical and prac 











tical raining in hotel 2 
restaurant operations. Language of instruction = - Er 
Courses include: | 


€ Certificate of Proficiency in Langaage’ & Hotél Reception. i 
@ Hotel Operations Manageme | Diploma . A 
€ Hotel Term Abroad. 
€ Associate of Business Administration degree( (aBa) 

oo (Firstyear) — ; Dor uite 
Schiller. is the only- univers y- evel hotel management : 

with centersinEngelberg, | 

ing certificate, diploma, _ 
degree programs in hotel | 
er fie ds. Write or call for. full EE 
















. undergraduate and graduate « 
.. Management and many ot 
| _ details T 


. SCHILLER INTERNATIONAL UNIVERSITY 
(DeptSW1) | 
51 Waterloo Road, London SE18TX 
Tel (01) 928.8484 Telex 8812438SCOL . 
2 FAX 620 1226. 




















Fe orecasting the Ecc nor . 
Britain and 1a Ch mging 


e » ls s Britain the Japan of Europe? 
| * What will nem a after. tief 
md ees is now the eb 





discussion ofi major. economic questions yet alltoo. often St 
obscured by jargon. Bo 
 Thisnew programme, tc 















The emphasis of the programme will rhb Bh nc non- n-technical issues and. - 


benefit to managers expeti iencing at € 
economic trends and make decisions using econon 
_ Dates: 5 October- 7 | December 1988. Fee: £9350. 













Please send me details on "F orecasting the Economy’ 








Name uu cee Position 

Company a LTRLIL S 

idee Meets n PE 
RE: let: RENT ERN EEE OE RTC 








Return to: Sheila Klein, Centre for Economic Forecasting, - mu 
London Business School, I, Sussex Place, Regent s ran London NWL aan : 






















SEA FISH INDUSTRY 
AUTHORITY 





Salary Range e 181- - £14, 132 pa 


A vacancy exists for an economist in the Fishery. 
Unit within SEAFISH. The 
wide variety of work including. 





Economics Research 
~ position involves a 
‘surveys, cost be 





fit analysis and investment 


: . appraisal. Economics graduates | in the age range 


=- of 25 to 30 years, with an interest in fisheries, 


agriculture or. industrial economics. would. be | 


preferred. 


Please write to- the Chief Economist, Sea Fish 
‘Street, Edinburgh 


Industry Authority, 10 Young 
EH2 4JQ enclosing a compre! 
date 29th a URS 1988. 


ensive ev. closing 





COURSES - do E — : na HUM 
















TEACH ;' Korean Dum 
YOURSELF ? 

ONE OF os 
: | "E 40 Di E cm 
gm | ANGUAGES ae man l Swahili 
| INONU | 

60-80 


| Street, Now York, NY 10016, USA. 






a italian Yoruba E 
ape. Japanese Zulu .. 


BOR WRITE FOR YOUR W 





I Phone Kay Cobbin 





o Suits N31 FREE PEE É g: 
sensn church Seret. MRONO CU | 8141, ext 232 or 01-677 5041. 
London We dt. KODS ET 1647 


(Ame “ier! 


For Lite, Academic à Work erien 

Fore o nene ehe went i ha ore ffetive pev 

i secure in their Jobs or Professions. . ; 
Earn a BACHELOR'S MASTER'S or | DOCTORATE i Degree by 








matter when taken. Aic nh required. 
S aduates are recognized for their achievements in business and 
vu à “We will assist you in completing your your degree requirements 
" vat fornai asses ein’ at you t pas etm 









- HOME STUDY COURSE in economics. 
A 10-lesson study that will throw light 
on today's baffling problems. Tuition 

free—small charge for materials. Write 
Henry George Institute, 121 E 30th 


ET GMAT COURSE — 
| Sioen 26-29 and October 
| 2, 6.30-9.30pm at South West | 
-| London. Colle e in Tooting | 


jon! 01677. | 


E SOUTH Y WEST TEOMOGN bo REA cime, | 

















implementation in the Member eaim mmun 
, The Institute wishes to recruit Be s 


— Heishe will cooperate in and, afte 


and technology for senio it 
| issues releyant to the same field. 


ie Request for. 


and an aécess area 





Sd a “Institut Européen 
i -d'Administration Publique 


European institute . 
“of Public A ration 











richt (NL) provides support for 

Community. Its professional 
ined to continuously improve 
uropean policy-making and 


The European Institute of Public A ninistrat 
policy and management deve nt 
development, research: and con: 
the knowledge and skills of those 





g be responsible for the development 
yes on. apea management 
olied research on 














Responsibilities 





and organisation of seminars, : nd 









o "mowed of aba practical experigace | in n information aapea Done 
rably i e putic sérvice and willingness to further 







speci m Hus HER E. HN. 

ctm - understanding atc or the. i p ness 10 a 
ean C vati a 
ve - capacity to integrate ei a multinational and muhtidisciplinary faculty; 
-— excellent knowledge of English and preferably some knowledge of French; 
-nationality of an EC. Member State: 

— skills to manage international training and consultancy programmes: 
= age -* indi 33 xu dh í 











SEALED PROPOSALS WILL BE RECEIVED’ BY the New York C 
Transit Authority, 25 Cha i Street, Room 1047, Brooklyn, NY 112 
until 4. 30pm. local ‘time on ssa August. 16, 1988. 

opos FP} Ce ! ertised) seeks proposals for 
and Construction of a 










the design, er irons 
depot to.replace the current F 
UT to it 


the Hudson (North) Riv ant attan, 















ont 

tri the: ins an 
environmental senate necessary 

bate goal of 15% Disadvan- 








y Èe obtained, free of foe. 


at ps Bid ‘So ic 7, 25 Chapel Street, 





Brooklyn, NY 11201 or Contract Manager, Bruce 
Whitelaw, at (718) 330- ! 0770: For. information : 
See and. B tou » contact Mr Whitelaw. | 


to Mr Whitelaw at the 


M Brooklyn VY 11201 e 
E ntion: Mi ice lay 





| Rie 
| of renewal. — 

] Applicants must have good writter 

| and spoken Arabic as well a: 

i sound working knowie le . 







Gulf. an 
| -The successful | candidates will: ) 


















ES options ae ee 
| rany options exchange in the 
Ss/econoinics graduate to 
i S opment Departmenti mo 
a promoting LIFFE’s s existing options contracts and i in 
| Mena i ea new Mower opportur = | 
-Respe will include: analysing 1 market data; 
" blication and presentations; 
a Loin siveys as traders, brokers and end- 
* ‘sers; keeping track o financial i instruments; and" 
. evaluating new busines: phortunities : 
Applicants should ba : 
theory and, ideally, 






y — pur due grov j 
We are seekin, cor ie 

























~ Lim capability’ of attracting or re- - 

. | sponding to opportunities for joint 
4l studies with institutions in the Gulf.. y 
| Starting salary. will be within: the | 
. "| range £10 ,460-£13,365 pa, place- | 

|| ment dependent on soe: and 

experience. —— : 1 
'| Applications (CV and the ares of AS 
two referees) should be sent to Mr | 
B. R. Pridham, Director, Centre for | 
| Arab Gulf Studies, Old Library, Uni- | 
| versity of Exeter, Exeter EX4 bic EL 
às soon as possible. : d 






































ve 1 knowle on options 

: y. some practicai experience of i 

options. They should: ave an understandi ingo ofthe cash 

D markers A r LIFFE's options contracts xcellent 1 
: ons skills, both verbal and written, are essential. - 

ration pac ig includes a non-contributory 

e and PPP membership. — — 













Readers are 
recommended 


to make appropriate enquiries and | - 
take appropriate advice before send- f- 
ing any. money, incurring any ex- ofo 
pense or entering into a binding | - 
„commitment in relation to an adver- | 
"isement. The-Economist Newspaper 
limited shall not be liable to any. 
| person for loss or damage incurred: 

or suffered as à result o 

accepting or offering to a 
| Sabin bed f - 


Ao sonnel Manager, (T 




























C COBURC RG 5 HOTEL | willen to 
129 Bayswater Road, 


| 2m ! T» | visa enl ae 32 Sloane 6 Gen rden 
DE APA JA ae i i y e 

l^" me | | Te:012293654 | Telephone 01 -824 841: 

Telex: 268235 COBURG Telex: 926678 WILLET G 

. Fax; 01-2290557 Fax: 01-8248415 — 

Single: £55.00 incl VAT | | ^. Single: £41.95 + VAT. 

Double/Twin: £77.00 incl VAT. Double/Twin: £49.95 + VAT. - 

Extra Single: £15.00 incl VAT Extra Single: £19.95 + VAT. = 

All rooms with private Most rooms with private . 


. facilities. Substantial facilities. Substantial 
English breakfast included. sali breakfast included. 















ianen varemete mananan 


T 150 TEOM. lerrace) 


Fully equiped ~~ 
Exceptional bargain 






















| For First Class, Club Class/ 
Concorde fares. World- 


Justified high price — ide déstinati C 
cae Pan VERIN annnaz. | wide destinations. Con- 
porte : Patrik VERIN -BDGOGEX : | eiie Scenic Travel Ltd. Tel: 


- | 01-801 7471. 01-808 2943. 
IA TA/ABTA members. ^ 


































































COMING TOPA RIS? T IDS, DRIVE LICENCE 










CANADIAN ZURICH-ZURICH-ZURICH 






































“IMMIGRATION <- Degrees, elicit 3 Mural 
: ; bathroom and kitchen, Week or monthly rates. E 
. zu © (rcoMaragenen Trustee and Fiduciary Lof Bank, Luxembourg ard Mon nasse. No- ens10675 Greece. 
EM iA | + agency tees. NK 4 E 
d 7 iiiam Q international U UC Docs/Invoices Telephone V de rule : or write. PRES 
E | € How to do business inor deir. Housing, 9 Rue des nei ots nat "Pers: alcompany use. Seca ser- 
Mo ( by appointment in inne’ VICES. AN 

















urope, Middle East & Asia d 
~ VICK, McPHEE | 


b. = Barristers and Solicitors 
; 309-1 111 W. Georgia Street; | 
Vancouver, British Columbia | 






et 0t 
peo an 










SOUTHERN CAU IFORNIA MORTGAGE C0 












| needs $5 to $10m to take advantage ote] B 
: "Canada V6E 3G7 Booming California Housing Market. New, fo 
* RENS (Se) rd " exciting Financing Tools make thie market 
» rata S06 b hottest in the world. For details write or 
— — | o. | 


AMERICAN BI-WEERLY 
| MORTGAGE CORPORATION. 
| 5152 Katella, # 205, Los Alamitos, 
i California 90720, (213) uin 










LONDON, SWI. 





| JA LL os st JAMES: S, 
57 Pont Street = 































[us —] 













Knightsbridge |. 
London SW1X. OBD Obtain both US immigration and se- 
Tel: 01-581 2424 | cured financial returns on invest- 
Fax: 01-589 9456 ments, establishing American branch 






: "Telex: 9413498 EXECUTG | 
-Single: £49.95 + VAT d 
Double/Twin: £64.95 + VAT | 
Extra Single: £19.95 + VAT — 
Ail rooms with full private. 
facilities. Substantial buffet 
English breakfast included. 


| companies, etc. ALL MATTERS HAN- 

DLED BY A LICENSED US ATTOR- | 

NEY/PhD ECONOMIST. Guaranteed 1 

results based upon contingency fee 
agreement. Visiting sul pesi (Sheraton | 

| Park Towers Hotel at Knightsbridge) 

| July 12-16; Abu Dhabi July 19-21 | E 

(Sheraton Hotel), Oman July 22-24 i M O 

| (Sheraton Hotel). | UM Usi ti 

| Contact: Edward P. Gallagher, Atto over unbroken Cotswold 

| ney-at-Law, PO Box 70302, Washing 

| ton, DC 20088 USA. Tel: (301) 951- 

| 9616. Fax x (301) ) 983-3438. | 


























































[| ores of hore - ieeping. 
E Fine Cuisine, , impressive MEEpITX 





JIBS 


;| International Business © 

q4 Services 

1 (Swiss Bank onead. 
au em 
















e Company us Foundation London We TNR. 
Formation a anagement in v 
$ nd or third t Tel: 01-937 6353/01-937 1577... 
witzerland or third coun ry "Fax: 01-036 2585 








“| @ Trustee, Fiduciary and - 
|. Consulting Services for 
Keine and financial — 







Tix: 914972 OBSERV G m “OFFSHORE 
‘Single: £39 + VAT u RES | c ie 
Double: £55 +VAT = |. COMPANIES 

. inclusive of English breakfast | IRSE EET 
in London's prime residential and | ^ 
shopping area very close to excel- | 
lent transport. facilities. All rooms 1 -f g 
| with bath/shower, TV, telephone, 
| _hairdriers, tea/coffee makers. » 
































. Accounting Auditing/Tàx- ` à 


Planning ; 
4 Back-to-back operations. — 
: | IBS, Bahnhofstrasse 100 | 
& -.CH-8023 Zurich/ T 
| Phone 41-1-211 04 83 
. | Fax 211 75 31/Tx 813 884 















sempe comitio icut n—— semis Moni lc. Pita ANEA, eiu auno seers dens mss nse d i n s irai ti SÀ 


|U.S. Annuities for Non-U.S. Citizens! | 
| Billions of U.S. Dollars are invested each year in U:S. Annuities. Now these 

instruments are available for sale as International. Annuities to non-resident, | 

non-U.S. Citizens. These policies offer guaranteed interest rates backed by 
| the: stability, of conservative U.S. investments. | 
“| |» *No taxes are withheld on interest earnings. | 
| . Lifetime guarantees and moderate surrender charges apply | 
l| * All payments must be made in U.S. Dollars | 
| | | 
| | 
B | 
| 







.c * Corporate ownership acceptable 
Information: Contact: Mr. Daniel Prideaux 






" ott i £25 to EQUITRUST - 
- AG;PO Box 4317, CH-6304 Zug, 


Annuity Centers of America F 
l - Switzerland. 


= 1-800-328-3993 in US or 1-612-829-1010 International 


Underwriter: by. American Life and. Casualty Ínsürance Company PO. Box 906 — Des Moines. krea d 


—À—M ———— M M M Ó———— 











=CONOMIC AND FINANCIAL INDIC. 


OUTPUT. DEMAND AND JOBS Canada’s unemployment rate fell to 7.6% in June, down from 8.9% 
a year ago. In the same month Australia's rate edged down to 7.4%, compared with 8.0% in June. 
1987; Holland's rose to 14.3% (14.0% last year); Spain's crept back up to 2096 (20.496 last year). 
Belgium's retail sales rose 4.496 in the 12 months to March. In the year to April France's retail sales 
fell 1.5%. French statisticians revised their latest Gop estimates—they now reckon that the French 
economy grew by 4.0% in the year to the first quarter. 








% change at annual rate 
industrial production GNP/GDP retail sales [volume] unemployment % rate 
3 mthst 1 year 3 mthst 1 year 3 mthst 1 year latest year ago 
Australia —14.1 +120 me + 72 + 5.1 a — 04 + 3.1 0 74 iw 8.0 
Belgium +32 +18 fe na nà * 44 + 44 wt 104 may’ 11.4 
Canada +32 +68 ^w +34 +653 9 — 14 + 73 Www 7.8 sun B. 
France nil * 29 Aw +45 +40 o — 1.0 — 15 Ax 10.4 May 10.7 
W. k . + 43 a + 26 — 28 iy . 
Holland — 96 ni ag + 30 + 19 u + 32 * 98 wt 14,3 sun 14.0 


Italy 71.4 * 13 ww + 08 +28 ù +11.2 nil nog 15.7 May 14.1 

i +44 +597 a +143 670 +25.1 + 5.8 ww 25 May 3.2 
Spain *109 +43 re na na +15.5 +14.0 o1 200 sa 20.4 
Sweden —90 +33 we * 343 + 23 +19.4 *10.1 ux e 1,7 
+13- +310 +39 
+27 + 40 0 + 5.0 
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PRICES AND WAGES American wages grew by 3.296 in the year to June. In the year to May 
Japanese workers saw their pay-packets rise by 2.3%, while West German wages climbed 2.896. 
Britain's wholesale prices increased by 4.696 in the 12 months to June; Spain's rose by 2.596 in the 
year to May; Holland's by only 0.196 in the year to April. Holland's 12-month rate of consumer-price 
inflation was 0.7% in June—the second lowest (behind Japan) in the table. 


% change at annual rate 
consumer prices* wholesale prices* wages/earningst 

3 mthst 1 year 3 mthst 1 year 3 mthst 1 year 
Australia + 7.0 + 72 Fo +99 + 7.6 wu + 74 + 7.3 m* 
Belgium + 28 +11 dn =- 14 — 08 ww +15.4 + 28 o4* 
Canada + 541 + 4.1 May + 24 + 39 w + 58 + 4.4 ng 
France + 34 + 26 May + 43 + 29 ù " + 33 + 35 imt 
W. Germany + 22 + ii a +13 +14 wy + 72 + 28 ww 
Holland + 26 + 0.7 sn +08 304 ay + 07 + 09 May 

+ 47 + 49 à * 49 * 44 * 34 + 59 1’ 
Japan — X35 +02 Ww — 18 — 0.5 wy + 19 + 23 wy 
Spain + 50 + 5.0 way + 31 + 25 wy * 82 + BB Ax 
Sweden 4 76 + 64» — + 69 + 55 wx + 37 + 6.0 w* 
Switzeriand + 1.6 +21 mi + 46 + 2.1 my nil + 2.1 u’ 
UK + 7.7 + 42 way + 58 + 4.6 an + 93 + BB rm 
“3A +47 + 39 + 38 + 20 + 37 + 3.2 sn 
5 LEONE. mame So oo PUT GNP per person, 1986 
the poorest and the richest of these 25 Converted at 1964-86 average exchange rates 


developing countries is much wider than that 
among industrial countries. Switzerland, the 
richest industrial economy in 1986, is only 
3.6 times richer than Spain, the poorest. Yet 
Taiwan is almost 31 times richer than 
Ethiopia. Note the blurred boundaries: Portu- 
gal, which the World Bank defines as a 
developing country, is a member of the oECD, 
the rich-country club, whereas richer South 
Korea is not. Developing countries’ real GNP 
per head grew by an average of 2.9% a year 
between 1965 and 1986—more than half a 
point faster than the average for industrial 
economies. Of the countries in the chart, 
Taiwan's income per head grew fastest, by 
an annual average of 6.8%, while Tanza- 


nia's fell by 0.3% a year. Sources; World Bank: EIU Country Credit Risk Service 


Footnotes applicable to all tables. Ali figures seasonally adjusted except * not seas. adj. t Average of latest 3 months compared with avg. of previous 3 mos, at annual rate. na not available. 
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COMMODITY PRICE INDEX : 
Some of the heat has gone 

out of the metals market, 
with a long-expected sell-off in recent 
weeks. Our dollar index rose by a third in the 
two months to the first week of June; it has 
since fallen by 2596. This week, for the first 
time since March 1987, the cash price of 
copper fell below the price for delivery in 
three months. Copper stocks on the London 
Metal Exchange have risen by 80% this year 
to 96,100 tonnes. The trend looks likely to 
continue as a surplus is expected to develop 
later this year. Aluminium stocks are also 
rising, but remain low, particularly for high- 
grade metal. Nickel is still in short supply 
and producer stocks could be less than five 
weeks' consumption by the end of the year. 








1985 —100 % change on 
July5 — July 121 one one 
year 
Dollar index 
All items 157.4 1526  — B4 +4361 
Food 128.4 1252 +48 +4376 
industrials 
All 186.2 179.7 —15B +9351 
Nfa tt 156.6 1532  — 40 +115 
Metals 207.2 198.5 —211 +5286 
All items 118.2 1153 — 96 +4293 
Food 964 94.7 +10.3 +30.7 
All 139.9 135.9 —113 +2863 
Nfa tt 1177 1159 +10 +59 
Metals 155.6 150.1 —170 +451 
SDR index 
All items 1222 118.6 — 45 +324 
Food 99.7 974 +93 +339 
Industrials 
All 144.6 139.7 —122 +314 
Nfa tt 121.6 1191 +01 + 85 
Metais 160.9 1543 . —177 +486 
Gold : 
$ per oz 437.75 43525 — 29 -— 26 
Crude oil North Sea Brent — 
$ per barrel 14.00 1397 -—118  —296 
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ECONOMIC AND FINANCIAL INDICATORS — 2 
m GOVERNMENT BONDS Australian gov. | WORLD BOURSES Wall Street fell 3.1% on fears that America's economy is overheating xs 


ernment bonds outperformed all the other higher interest rates are on the way. Tokyo worried about America's forthcoming trade figures, but 
. big markets in the first half of this year, with still rose 1.996. London edged up 0.296. Strong foreign demand lifted Sydney 3.4%, 


























| a total return (capital gains and income) of | Stock price indices % Change on 
p 2296 in American dollar terms. As usual, the July 12 1999 one one record 31/12/87 
| rankings of the various markets depend high low week year i eee. us: 
more on currency movements than domestic | 4 1625.9 1629.1 ano7 434  -158  -295 4240 4360 
"a performance. In local-currency terms Aus- | geigium 4455.5 5043.1 3608.4 —11  — 11  - 85 35356 *163t 
1 tralian bonds offered a return of 12%, | Canada 34175 34654 2079 —14  -—198  -109 FOI +162 
A slightly less than the 13% on French govern- | France 362.3 368.5 251.3 —02  -—138  -219 . $9291 +11.3 
| ment bonds; but unlike most currencies the | W.Germany — 14875 15073 12079 +03  — 206 -%3 “4144 — 20 
E. Australian dollar has strengthened against | Holland 266.1 269.5 205.7 * 02 — 150 X —204 +27.5 + 9.0 
L | the American dollar this year. The Canadian | Hongkong 2772.5 2772.5 2223.0 +34.  —148 25 MA . 6195 
‘Zz dollar is the only other blo currency to have uL er mee: o ES 994 208. 133 983 — i E = s : zn s A ee 
> 1 $ 2 - . s ` v — " 4 x 
i ess pushing Canadian government bonds Singapore 1107.1 1107.1 833.6 +o  —181  -—265 +344 +312 
into second place in the total-returns league | SouthAfrica 17970 17550 13870 +38 — — 146 -233 +204 + 721 
(14%). The American Treasury bond market | Spain 296.0 301.6 225.5 +04 4147 #+—90 +903 +154 
was the only other one to finish the half year | Sweden ES 39513 21495 . tis 4.84 —175 HRA ter 
E higher than it began in dollar terms. The | Switzerland ^— 5513 555.3 68. 403  -— 122 -244° +62 -27 
E. international investor who plumped for Swiss | UK 1858.5 1869.4 1694.5 402 -27  -239 +85 — 21 
Be government bonds this year has suffered a | USA 2092.6 2158.6 1879.1 —.3,1 — 157 —23.1 +79 +79 
é total loss of 1496. —— H— ————————————————  ie——— 
P MONEY AND INTEREST RATES The 12-month rate of growth of Japan's narrow money supply, M1, 
f. Total return* on ten-year government bonds | slowed to 7.2% in May; growth of its broad measure quickened slightly to 11.596. Banks in Belgium 
. December 31 1987 - June 30 1988 "rl d j ! 
B. 1 . cut their prime-lending rates by a quarter of a point. American government-bond yields edged up. 
" Money supply Interest rates % p.a. (Tuesday, except bonds which are previous Friday) 
| % rise on year ago Money market Commercial banks Bond yields Eurocurrency 
Narrow Broadi Overnight 3 months Prime Deposits Gov't Corporate Deposits Bonds 
[M1] lending 3months long-term 3 months 
E Australia +17.2 +125 wy 1265 13.00 1500 12.80 1199 1299 1263 13.66 
A Belgium +47 +10.2 % 650 710 850 6.50 774 8.03 6.82 na 
a Canada +23 +71 a 925 940 1075 6.96 987 10.69 938 10.02 
L Frane +04 +73 me 725 738 945 7.38 880 9.44 738 863 
W. Germany +10.0 + 6.3 my 445 ^ 455 600 4.14 630 6.10 488 5.15 
» Holland +90 +68 x 422 475 600 — 475 629 675 475 ^ 622 
E +74 72: 1050 1150 12.50 na 1051 1087 11.75 na 
Japan +72 +115 wy 3.50 ` 383 338 — 176 505 4.55 469 5.03 
= Spain +158 +13.7 we 1043 10.69 14.50 7.50 1262 13.40 10.63 na 
A Sweden na +46 1065 1067 12.00 — 10.35 14.17 1155 10.25 na 
EH Switzerland 418.55 +108 m» 363 400 525 _ 300 402** 446°° 400 448 
mn UK 4196 +184 my 694 1032 11.00 — 1025 967 1083 1035 1071 
* USA +32 +60 wy 744 7.76 900 7.85 906 9.78 800 8.88 
D Other key rates in London 3-mth Treasury Bilis 9.8%, 7-day Interbank 9.0, clearing banks’ 7-day notice 3.0%. Eurodolle 
rates (Libor): 3 mths 7.9%, 6 mths 8.3%. 
Australia, Canada, France, Spain. Switzerland, USA, UK, W. German M3, Japan M2 plus CDs. Definitions of terest rates tastes ED e 
= Source: ANZ Merchant Bark eincome and capital gains Sources Bank o bao, Chase Manan, Banque de Commerce (Baigiu). Nedelndee Cade es Dy tese toni. Last weak ees 
E. TRADE, EXCHANGE RATES AND RESERVES West Germany's visible-trade surplus rose to $6.5 billion in April; its 12-month cumulative surplus fell 
3 slightly, to $65.6 billion. The yen gained 1.4% in trade-weighted terms during the week; the dollar remained unchanged; the D-mark lost 0.5% and 
; sterling shed 0.396. The table shows new foreign-reserve figures for May. Despite running a small trade deficit, Australia saw the biggest rise in 
reserves during the month, to $12.2 billion—up from $10.5 billion in April. 
ML Oooo ———— ee ——— ———— * ————— 
E^ trade balancet current- trade-weightedit currency units per $ currency units foreign reservestt 
P latest latest 12 balance $ 
= month months latest 12 mths latest year ago latest year ago per£ perSDR per ecu May year ago 
g Australia — 0.12 Stay 0.1 — B! ww 614 56.0 1.26 1.42 2.13 1.64 1.42 122 8.3 
Belgium — 032 w  — 041 + 25% 98.0 99.7 38.5 38.4 65.3 50.3 43.5 9.2 6.8 
Canada +049 4 + 43 — 78 o 85.0 79.1 1.21 1.32 2.05 1.58 1.36 12.6 4.9 
i; France — 024 wy = 42 — 46 a 69.6 716 6.20 6.16 10.5 8.09 6 99 317 315 
* W.Germany + 6.54 a» + 656 + 440 ay 1445 1467 1.84 1.85 312 240 208 718 634 
a Holland — 047 fe. + 22 + 320 1329 1347 2.07 2.08 3.52 271 2.34 159 132 
E Italy -— 232 me — 108 +. 55 04 45.2 47.1 1362 1339 2309 1781 1539 27.1 24.1 
a! + 680 my + 924 + B14 Ww 2398 2126 133 151 225 : 17 150 87.2 688 
: Spain — 1.60 my  — 172 — 0.2 ww 50.2 49.0 122 127 206 —— 158 137 328'* 168 


[ Sweden +041 wy + 36 — 14 Ww 67.8 68.3 6.33 6.44 10.7 8.25 7.14 10.1 8.4 
Switzerland — 0.17 ww —- 50 + 770m 168.9 171.5 1.52 1.54 2.58 2.00 1.72 23.6 19.8 
j UK — 3.19 «€, — 243 — 12.7 May 75.0 73.0 0.59 0.62 — 0.77 0.67 42.0 29.1 
USA — 989 ap*  —1623 —-1517 o 97.9 103.3 — — 1.70 1.30 1.13 31.1 34.8 
tAustralia, France, Canada, Japan, and UK imports fob, exports fob. U.S. cif /fas. All others cif/tob +4 Bank of England index 1975 = 100. tt Excluding gold. “New series. **April $1987. 
Registered as a Newspaper. Produced by The Economist Newspaper Ltd., London, England, and printed in Singapore by Times Printers Sdn. Bhd. 
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The most precious thing you can own 
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e land we're offering is far 
Toe the crowds and rat race of 
cities, away from noise and 
pollution. It’s nature in an un- 
spoiled state. 

Each ranch is 40 acres or more. 
A really big spread. With controlled 
access that assures exclusivity 
and privacy. We're up in the moun- 
tains of Colorado’s glorious San- 
gre de Cristo range—the heart of the 
Rockies. Where deer, elk, eagles, 
wild turkey and other birds and ani- 
mals still roam. 

Very few owners will share this 
part of the American Alps, and our 
concept for buyers is simple: A 
large, desirable piece of property, 
offered with financing and full 
buyer protection. You can build 


Land.. what else can give you so much pleasure now and for years to come? 


here if and when you want. You 
may use it as a base for vacations, 
for cross-country skiing, hunting, 
fishing, hiking, camping and all 
kinds of outdoor sports and fam- 
ily fun. 

It's the perfect place to acquire 
a substantial part of the American 
dream. Here you will taste life on 
the scale it was meant to be lived. 

Forbes Magazine's division, 
Sangre de Cristo Ranches, put this 
project together based on the 
many requests received over the 
years for a really large tract of 
land. Through Forbes Wagon Creek 
Ranch, we're pleased to be able to 
share a part of it with you and your 
family. We've ranched this area 
for almost two decades and plan to 


be around for generations to 
come. Our neighboring Forbes 
Trinchera Ranch covers over 400 
square miles, which is our firm 
commitment to the future of this 
unspoiled paradise in Colorado. 

Ranches here start at $30,000. 
It's not a small sum. But unlike 
paintings and jewelry or new cars, 
this ownership extends past your 
lifetime and the lives of those you 
love to guarantee your own sub- 
stantial heritage in America the 
beautiful. 

For complete information, 
without obligation, call 01-223- 
9066 or write to: Forbes Europe, 
Old Battersea House, 

30 Vicarage Crescent, K5 
London SW11, 3LD England. 





Obtain the Property Report required by Federal law and read it before signing anything. 
No Federal agency has judged the merits or value, if any, of this property 
Equal Credit and Housing Opportunity. 


Wagan Creek 
à Ranch eS 






^ 


— — 


What inthe world wil 


ill Boeing knew people could fly 
But he never dreamed it would be 
8,000 miles nonstop. 

Weve come a long way 
since Bill's inaugural flight in 
1916. More than 33,000 air- 
planes and many billions of 
miles. 

By and large, its been a 
process of technological evolu- 
tion, not revolution. 

Take the 747, for exam- 
ple. Our new 747-400, now in 
flight tests for FAA certification, 
is one of the most advanced 





long-range jetliners ever built. It can fly 450 passengers a third of the 
wav around the world. 

The newest Boeing 747 bears a strong family resemblance to 
the first one we ever built. It's clearly still the famous Jumbo Jet. 

But don't let the looks fool vou. The new 747-400 offers a 3796 
improvement in seat-miles per gallon of fuel over the original. 








3oeing think of next? 
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; ; , 3 Photo by Ken Delarlais 
And the electronic cockpit is so advanced a crew of two can fly the airplane 


compared with three for the first 747 
Advancements like these are how we're helping to keep flying the best 
travel value available. 
And they're proof that when it comes to technology, vou can count on SSO EMM lr 


the people at Boeing to do it right. 
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Discover gold 
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BELEAGUERED BUSH 
THE BURMA BOUNCE 
LATIN AMERICA € SPAIN 





FOR A MOMENT, WHAT BEGAN AS SIMPLY A RITUAL 
BECAME SOMETHING VERY RARE AND REAL. SOMETHING TO HOLD 
ONTO FOREVER. OMEGA. FOR ALL YOUR SIGNIFICANT MOMENTS. 
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British Bureaucrats go commercial i E nA ar n asenn c coe, 14 
ET Oe OAS Ae RR Ra N E W erai iesezse oin s 15 Oh baiah world 
ENDE forib cards in Deitélg i-am, ue eee SEEE A ES S 16 One lot of wars is fading into 
memory. But don't fall asleep: 
WORLD POLITICS AND CURRENT AFFAIRS BUSINESS, FINANCE AND SCIENCE cain E 
SPANISH AMERICA 63 BUSINESS THIS WEEK 
17 Spain rediscovers the new world 
BUSINESS 
ASIA 65 West Germany slow-pedals Europe 
a Even Burma thinks about chan 66 Japan’s parcel wars 
Kampuchea’ s slow path to 66 France's politics and business clash em 
2 vee ehe E iii; 67 Economics focus: Regulating monopolies 1 


24 China's prices muddle 

24 Hongkong’s other survival battle 
26 Prem springs a surprise in Thailand 
26 India’s forest puzzle 


AMERICAN SURVEY 


H eoe Bush in the doldrums 72 Russia reforms Beleaguered Bush 
ossible running-mates 72 A better use for rocket-launchers Everything i is going right for 

29 Lloyd Bentsen's campaign cash dilemma hi tindi 

29 A press dispute in aoa FINANCE er 20d 


30 South Carolina's school reforms 


30 Americans’ ignorance of phy 
31 Who owns Americana’ ce i | lines? 
31 The outlook for contra aid 


INTERNATIONAL 


33 Gulf war: The questions for Iran 

34 The confidence in Iraq 

34 ola’ s war could end, too 

35 Sudan's war will take longer 

36 How General Noriega han 

36 Bolivia tackles the cocaine 

^1 King Hussein quits the West Bank 
7 The Ouagadougou Choo-Choo 


EUROPE 


39 The tortoise, the hare, and disarmament 
40 Conscientious objectors in Eastern Europe 
41 Armenia goes quiet 

44 Police corruption in Spain 

44 The case of EREA José Amedo 
45 Swiss foreign policy 


45 July in the EEC ropean stockmarkets 
BRITAIN BOOKS AND ARTS 
55 Woman trouble i in the Anglican church 85 Iran and America: A walk in the dark 
55 The empire's church 86 When Hitler joined Stalin 
56 Reshuffled ministers 


56 Dividing the social-security department 
57 Demolishing local government 
58 orap! —— and the retail-price index 


58 Aging histo 87 Should Nazi art be shown? 

59 Elstree studios. 88 The rise and rise of rap 

59 Booming business studies 

60 Oxbridge MBAs LETTERS 

60 Labour's new think-tank 4 Letters on Americans in the Gulf, Canadian 
61 the arts business, dining with Dukakis, toxic waste, Uni- 
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68 Hotol crash-lands 

69 Asia's airlines lead the way 

69 Camera makers snap at each other 
10 Europe's fallow farmers 

70 Greens stay greener 

71 East Germany competes 





The West should welcome Asi s | | 
exports, not try to keep them ti E 
out, page 13. Nomura buys into 
open-hearted America, page 78. 
















polls, page 2L His choice of run- ff 
ning-mates, page 28. Lloyd Bent- | - 
| sen's embarrassment of riches, 
page 29 


13 Britain's SIB under siege 

14 Don't go bust in the City in February 

15 Market focus: Good news is bad news in London 
76 No gold for Americans in South African shares 
16 Keeping the bear from the discounters' doors 

11 Getting tougher with Tokyo's insider dealers 

78 Japan's Nomura goes boutiquing on Wall Street 
78 Is Eastern Europe the new Latin America? 

80 Russia, the darling of western bankers 








SCIENCE AND TECHNOLOGY 
81 The constant which shapes space 
82 Freedom of thought for databases 
82 Genes that stop you getting cancer 
83 The great homeopathy mystery 
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ECONOMIC AND FINANCIAL INDICATORS How to recognise the place, if it 


97 Output, jobs, prices, commodities, bourses, in- plumps back into the world after _ 
terest rates, trade, currencies, plus a closer look 40 years, page 21. 
at labour-force participation rates and small 


86 lacocca's manifesto 
86 The use of poetry 
87 Slonimsky's eccentric musical life 


versity of Pittsburgh Press, Byron 
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+ Americans in the Gulf 


-— Sin—You argue that (“Still right 
. .to be there”, July 9th) after the 
tragic Airbus accident, western 
— navies should be patrolling and 
fighting in the Gulf. Their eco- 
| nomic interests are at stake and 
it is unlikely they would do noth- 
ing to counter the threat to their 
= oil supplies. 
But should such forces be pre- 
. dominantly American? There 
. are two reasons why not. First, 
. the days of single nations believ- 
ing they have policing rights 
over stretches of international 
.. waters should have passed away 
— with the pride of their empires. 
— The naval forces in the Gulf 
= should be an internationally 
organised flotilla, including the 
~ Soviet Union if possible. 
.. A greater source of worry is 
the cowboy mentality which oc- 
-casionally surfaces in the Ameri- 
cans’ sttategic or tactical deci- 
sions, and the lapses in 
— professional competence of their 
armed forces. Examples since 
Vietnam abound: the Iran hos- 
— "tage rescue attempt; sloppy de- 
fence security in Beirut; the 
near-disastrous invasion of Gre- 
nada, where there was confusion 
. at sea and on land with marines 
— firing at each other; the childlike 
— shamelessness of the conspir- 
= ators in the Iran-contra affair; 
— :the inadequate planning and un- 
. predictable performance in the 
Gulf itself. Perhaps. more un- 
. nmerving is the oft-observed con- 
. dition of some of the American 
. troops driving cruise missiles 
» around ín West Germany, or 
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manning the nuclear bases. It is 
not just the nuclear protest 
groups who think that the fre- 
quent use of drugs and poor dis- 
cipline among these units could 
have disastrous consequences. 
Where the best of diplomatic 
efforts have not yet succeeded in 
bringing the Gulf war to a close, 
the combination of the heavy 
firepower, insensitivity and 


doubtful competence of the 


American forces is hardly the 
recipe for a lasting solution. 
When can we expect from The 
Economist a more rational analy- 
sis of the role and performance 
of American armed forces 
EON MENS the world? 


West Germany MARTIN BROWN 
——— ———!—á— A 


Canadian business 


Sik— Sometimes you say the silli- 
est things. Even the Canadian 
prime minister, the mouth who 
walks, would shy away from ar- 
guing that the Free Trade Agree- 
ment, six months from imple- 
mentation, is already benefiting 
numerous industries ("Trading 
back to happiness", June 18th). 
There is such a stampede of 
new investment and expansion 
here that the silence is deafen- 
ing. And the Auto Pact is hardly 
an example of free trade. It built 
a successful and competitive Ca- 
nadian car industry by requiring 
Detroit to build in Canada a car 
for every one it sold in Canada. 
Oxford Mills, 
Ontario David SHAW 
——Ü e eee eee 
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ing with Dukakis — 
Sin—The meal which the 


Dukakises gave the Jacksons on 
the Fourth of July (“Seeking 
gainful employment", July 9th) 
should have been a warning to 
Mr Jackson and perhaps to all 
Americans. 

In giving Mr Jackson a taste of 
New England  cuisine—clam 
chowder, salmon and chocolate 
cake—Mr Dukakis overlooked 
the fact that his rival for the 
nomination cannot tolerate 
milk, fish or chocolate. Mr Jack- 
son could not eat his dinner. 

On the basis of this minor f 
asco, one might argue that Mr 
Dukakis’s arrogance and self-as- 
suredness will work against the 





Unpalatable food 


very people whom he is trying to 
help. By ignoring the sensibil- 
ities of his supporters, Mr Duka- 
kis may “feed” them some un- 
palatable policies, whether or 
not they like or want them. 
Boston, 

Massachusetts — DAvip WAGGER 


————— eC 
Toxic waste 


Sir—It is quite clear that the 
EEC’s trade in toxic waste (July 


16th) has often been conducted 
with complete indifference to 


- the potential dangers to the 


environment and human health. 
As you say, there are already Eu- 
ropean Community directives 
which, if properly implemented 
by the member states, would en- 
sure that the necessary precau- 
tions were taken. 

You are inaccurate, however, 
in asserting that the commission 
has been lax in enforcing these 
directives. In fact, we are at 
present pursuing seven member 





FERET Ru is SN ie EY o 207 Re 
— states which have not yet incor- 





oc ae 


porated Community require- 
ments into their national laws 
and the legal proceedings are 
well advanced. The truth of the 
matter is that the European 
Commission has been con- 
cerned about this issue for some 
time and is taking action. We are 
compelling member states to 
adopt existing legislation. More- 
over, as you rightly point out, we 
are drafting new legislation to 
ensure, to the greatest possible 
extent, that recent scandals will 
not recur. 
STANLEY CLINTON Davis 
Member of the Commission 
of the European 
London Communities 
E 


Wrong publisher 


Sin—Please note that the Liu- 
versity of Pittsburgh Press is the 
American publisher of Professor 
Jan Winiecki's “The Distorted 
World of Soviet Type Econom- 
ics" (June 25th)—not Routledge 
Kegan Paul in New York. 

PETER ORESICK 
Pittsburgh, 


University of 
Pennsylvania Pittsburgh Press 





Byron's Waterloo 


Sir—Not only did Byron (June 
4th) live for a time at 51 rue 
Ducale in Brussels, but (so the 
story goes) he and his compan- 
ions after a bibulous night out 
defaced the statues in the Parc 
Royal across the road. Certainly 
to this day nearly all the statues 
in the park have missing nos^- 


Surrey M.H. Suaw 


ee 


Special Report No. 1140 
INTERNATIONAL TOURISM 
FORECASTS TO 1999 


World travel is expected to increase at 
an average real expenditure growth rate 
999. This report 
ic overview and 


North America US$345; Rest of World £178. 


The Economist 
Intelligence Unit 








Ltd., 25 St. James's Street, London SW1A 1HG 


91, telex: RS 22152 EC 
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ternational: ag ricultural-researc 
) The Centre has research activitie 









Position M Mr M E | 2s E. 

Stationed at Niamey, Niger, the main duties of the position will beto: = < oro HE'S PE 2t 

~~ test and develop appropriate feeding systems for small ruminants based on feed resources available in the farmi 

— analyse and develop options to improve the sustainable and stable output from the livestock system with e 
and animal traction; | Pr 

~~ implementation of studies to develop strategic feeding systems for draught animals. E D" SC. : | -a 

The work will involve an anolysis of existing systems station research evaluation of on farm experiments to develop appropriate technologies. The work 

will be implemented in close collaboration with other scientists based in the Sahel Region attached to ILCA, ICRISAT, 

organisations. | . | E i 






















1g system; 


s on'small ruminant production 





mp 















, national and other international 







The successful candidate may also be appointed as Site Coordinator of ILCA's Zonal Team if he/she has the necessary qualifies for this. 
Qualifications | CAEN Ne "v DT EMO B ert 
— MSc in Animal Science plus six years’ research experience or PhD in Animal Science plus three years’ research experience in Farming Systems in. 
. . Africa, Team work, On-station and On-farm experimentation.. l A ea i 
—. Fluency in French or English and ability to learn the other language extremely quickly. 
— Ability to work in a team of scientists from different disciplines and nationalities. 


| LIVESTOCK ECONOMIST 


VACANCY INT/01 1/88 




















Position 













| co Ability to wor 








" Stationed at Niamey, Niger, the main duties of the position are to analyse, quantify and improve crop livestock interactións, at the soil-plant-anima 
mate interface, in connection with ILCA's work on improving the role of livestock in semi-arid mixed farming systems under its livestock policy c 

. tesource use thrust. The work will involve both the analysis * existing systems and the identification, design and testing of improved technologies « 
management practices. Much ofthe work will be carried out “on torm” but there will also be some work carried out on experimental stations. by” 





collaborating scientists of ILCA, ICRISAT and of other national-and international organisations based in the Sahel. | 

The work will involve measuring the effectaf livestock and livestock crop interactions on the stability and sustainability of the farming system.” 
. The successful candidate may also be appointed as Site Coordinator of LCA’s Zonal Team if he/she has the necessary qualities for this. 

Qualifications ; ee i : DM MS 

— Preferably PhD in Ecololgy, Soil Science or related discipline, demonstrated ability to research and publish results. 
c Crop Livestock interactions, or semi-arid-environment, preferably both and in Africa. jo Pu is ; 

— Fluvencyin English or French and ability to learn the other language extremely quickly. t onu. E xh a 

— Ability tò model crop-livestock interactions and to workin a feam of scientists from diferent disciplines and nationalities. l Nm 
Salary and related benefits are paid in US$ and will be in line with comparable international organisations. Initial salary will be determined by 
pplicants should send current curriculum vitae, recent salary history, names and addresses of three professional refe 















: 3 | sg onal referees and photocopies of 
ing documents (not returnable) before 15 September, 1988, in confidence to the Personnel Manager, ILCA, PO Box 5689, Addis Ababa, 


Axe UMOR 









-GENERAL 
































LA's major activities are research, training and information, and ifsgoalis 
Secrets measurable and sustainable increases in livestock outputin sub- 
ciharan Africa. | 


urpose-buil offices and research facilities on q large landscaped site 


2 pleasant working environment and sports and leisure facilities. 
ich enjoys pleasant weather throughout the year, hos a large, 





Position | ra. ee ra 
| Stotioned at LCA HQ in Addis Ababa, the main duties of the position areto 
` co-ordinate the work of ILCA's Animal Traction Thrust, This work will be 
implemented by aninterdisciplinary team of about nine scientists at different 
locations in Africa. The thrust will develop technologies for the intensified 
and diversified use of daft animals, analyse constraints on the spread of 
_animal traction into areas. where it isnot currently used and assist in 
developing feed strategies and in identifying alternative services of farm 
power. Opportunity will be sought to collaborate with national 
organisations. l 


i Qualifications 


research. — — Ec | 
— Management of research; animal traction. | 


extremely quickly. | | 
— Ability to guide ond motivate team of scientists from different disciplines 
and nationalities, ` | 3 


. HEAD OF ANIMAL SCIENCE 
— DIVISION 
VACANCY INT/013/88 


Position | 
Stationed at [LCA HQ in Addis Ababa, the main duties of the incumbent are 
fo administrate the Animal Science Division (Nutrition, Management, 


uide li 
D Vill be directed towards research planning and progress review, expand 
On-farm, On-station research linko es, expand collaborative: research 
arrangements with African National Research Systems, It is desirable that 
Strategies and programme performance testing schemes opplicable to 
African Livestock Production situations. — 
. Qualifications — | | u 
~~ PhD'in Animal Science, training in Animal Breeding is desirable, plus six 
years' reséarch experience and extensive publication record. 
— Animal Breeding, Research Management, Animal Production Experi- 
mentation, On-farm and On-station Research Training. © 
— Fluency in diera French and ability fo learn the other language 
extremely quickly, Able to motivate interdisciplinary and intercultural 
team of scientists. ABD ! 






iculum vitae, recent salary history 
sidnal referees and photocopies of 

‘before 15 September, 1988, in 
O Box 5689, Addis Ababa, 


rri 









„Addis Ababo’s international airport, the Centre’s headquarters. — 


REDSO/ESA BEHAVIO 


— Preferably PhD in relevant discipline ond substantial experienc&-of- L 


^7 Fluency in English or French and ability to learn the other language 


nd Reproductive physiology, Hygiene, Dairy Technology] and to AM 

A's multidisciplinary Animal Production Research, Particulartasks | _ organisationa it | 
; The individual will be employed under a personal services 
contract for an initial two year period with potential for 





the candidate should be able to.develop concepts to assess breeding .. 


TM Economics is a rapidly ^ ~ 

expanding consultancy 
looking to make an appointment 
at board level 












We require someone with the 
technical ability, marketing skills and.motivation 
to help develop a stronger o. 
management consultancy capabilis 


You will be handling issues like 
privatisation, economic impact assessment — 
and project appraisal in areas such as. 
natural resources, industry, transport and tourism. 
Working with a smal team of economists, —— 
you must weicome the challenge of... 
developing a small company. 


The package offered is c£35k. 


A vacancy also exists for a Senior Economic Consultant - 
preferably specialising in UK and European business economics 


TM 





ECONOMICS > 


Confidential enquiries can. be made too 


David Starkie or Martin Shentieid on 01-836 5474. 
Alternatively, please write enclosing a Curricuium Vitae 
| and quoting reference REC/SE/1 to : 
TM Economics, 136 Long Acre, London WC2E 9AE. 








The United States Agency for International Development, 
The Regional Economic Development Services Office for 
East and Southern Africa (REDSO/ESA), is seeking a 
behavioural scientist to provide technical assistance in policy 
and political dimensions of international development. The 
individual will be expected to provide analyses and informa- 
tion which will help ensure that USAID-supported reform 
programs are tailored not only to the requirements of sound 
sational realities of particular country circumstances. 





contract extension(s), will be based in Nairobi, Kenya and 
travel extensively in East and Southern Africa. | 


The individual must be a US citizen. A PhD is preferred, 


however, combined experience, educational level, and other 
relevant qualifying factors will be considered. Applicants 
should have a minimum of four- years of experience as a 
behavioural scientist including experience in project/pro- 
gram design and evaluation, and in research and analysis. 
Must be fluent in English: Fluency in Fr inch highly © 
desirable. The individual must be able to start work in 





dic mor RN 
Capability statements should be addressec 
Contracting Officer, REDSO/ESA, Box 


















| city 


: houses and employs around. 1000 staff in the UK. 





;* Good written and oral communication: skills 


E J| eAstrong quantitative background, Breférably involving some familiarity with com puter modell ing | 
E Although experience would bear advan i ge, one: ofthe posts would suit a newly qualified graduate. m 
vis We offer a competitive remuneration package, including mortgage subsidy and private medi cal care. 


Es Please write with full c.v. indicating present salary, to Liz Knott, CL- Alexanders Laing & Cruickshank Holdings Ltd., 
Bucklersbury House, 11 Walbrook, L london. ECAN BEL. iiu ais 01-236 0667. 


LA A MEMBER OF Th THE C 





| | fia creo 


S nior Economist: 


| The United Nations Development pide’ 

| . gramme, which provides and coordinates - 
| . technical assistance to developing coun- 
ties through a network of 112 offices in 152. 
Countries and territories, is seeking experi- 


oje enced senior-level economists for posting 
in Africa. 

. These field economists will supplement 
` UNDP's efforts to improve economic 
- ] .analysis and policy, planning and aid coor- 
. .. dination. They will report tothe UNDP 
| . Resident Representative of the country to 
A which they have been posted, but will also 
be backstopped by economists in UNDP's 

: FOAR in New York. 








& Financial 


CL-Alexanders Laing & Cruickshank Hidinge ir part of TM credi Lyonnais Group, i is one of the leading international securi ies i 


. Wehave a number of vacancies in our Economics Decanen which services all SS ions or Cl- AHÍ in the fields of E e 
+ equities, fixed interest and.derivative.product markets. | Ideally you will possess: p d 


. * Afirst degree i in economi ics and preferably a a further related MET ONS 


(minimum Master's) in economics with a E 
development orientation. Fluency in Eng- © 


‘tical experience in macro- economics, ^ i 
economic consulting, or advising govern- | 
ments and interpersonal skills appropriate. 


essential. 



















‘ ilvsi 


Competitive Sala 





















Qualifications: A postgraduate d degree. | 


lish or French. A minimum of 15 years prac : E: 


for high-level discussions/negotiations - 


We offer an attractive benefits pro- - 
gramme. For immediate consideration, ~ 
send your resume and salary history to: 
Chief, Recruitment Section, Division of - 
Personnel, UNDP, One United Nations Plaza, 
New York, NY 10017, USA. An SUP all 
tunity Employer. ! 









The, Association for Voluntary . Surgical Contraception 
(AVSC) is an international, non-profit family planning 














. Services and information about permanent birth control. 

















on and computerised accounting, auditing and financial 

reporting system (including regional and field offices) for 

grantees and subgrantees worldwide for an agency with an 
annual volume of over $10 million. 

















- Candidates should have a bachelor's degree in accounting 
(minimum), strong management : skills, minimum five years’ 
experience in a similar level position, CPA certification (or 
equivalent) and acceptable documents for verifying US 
employment eligibility. 




















i sumé stating salary requirements to: 


1. FINANCIAL CONTROLLER 


countant with not less than seven years’ post-quatification experience. 


21 MONITORING AND EVALUATION SPECIALISTS — 


experience in the tropics will be an advantage. 


- 3. CHIEF PROJECT ENGINEER 


.4.: WORKSHOP MANAGER 


5. EDUCATION AND TRAINING CO-ORDINATOR 


evant syllabuses, training and extension materials. 


 EMOLUMENTS AND FRINGE BENEFITS 


$42, 
MARO OF APPLICATION 


-are eine applications from specialists fora 


organisation dedicated to. providing men and women with year (1989-1994) rural development proj 


Our New York office is seeking a finance professional to - 


manage the international budgeting, financial administra- = Chief Technical Adviser 


` Salary is negotiable. Excellent benefit package. Send ré g te ‘Small. Business Spe 





FEDERAL MINISTRY OF AGRICULTURE, WATER, RESOURCES AND RURAL DE 
FORESTRY MANAGEMENT, EVALUATION AND CO-ORDINATING UNIT 
FEDERAL DEPARTMENT OF FORESTRY, P M B 5040, IBADAN, NIGERIA i 


VACANCIES 


Applications are invited from qualified specialists to implement the African Development Bank (ADB) and World Bank Forestry Programmes in Nigeria. The positions are 


The Financial Controller will assist in managing the Accounts of the Unit, prepare budgets and accounts as well as monitor ADB and FGN ls to the Projects: Should be a Chartered Ac- 





Will be responsible for management, monitoring and evaluation of Forestry Projec ts; ad Am Assist in trainin 1 
nomics or management, and at least seven years’ post-qualification valid experience in project analysis and evaluation. Post- Bride qualification and ability to use micro. compati and 1 


Must Be a graduate forester with at least 10 years’ experience in the specialised field of Forestry EGucsvoire and maming 


Candidates are required to submit five copies of their pace: dala, certificates and other credentials, The pérscná dáta ‘hou id conisik the follow ng g information: 


significant ae 
tin Bangladesh. 
Applicants should have country or regio al experience. 

The following posts are available: Sc | 











| min. 15 years experience 


E Rural Development Planner; Rura Sociologist : 


min. 10 years, experience ; 





e Training/Communication Specialis 


min. 10 years experience 5. 







e Credit Specialist — 
min. IO years experience o 


































min. 10 years experi ^ 











RMECU) 





staff in the Lu Sector. Must be.a graduate with. Seco in ere éco-. a 





Will be responsibile for deployment of land clearing and land preparation equipment for forest plantation establishment under high forest carat tions, construction of iso quarters, forest 
roads, devising system for logging and extraction, prepare annual budget and report on al! engineering operations. ` 


Must have a degree or equivalent in forestry or engineering with at least 10 years’ post-qualific ation experience preferably. in the tropics.: 


Will be responsible for the repairs and maintenance of vehicles, heavy equipment, and sawmill machinery etc, develop spare parts management system and gakletine: ior a tmobile workshop, 
set up workshop, stores and procedures of their operation, maintain proper records and accounts in order to cost accurately all activities involving equipmen prepare annu budget and re- 
ports on workshop activities. University degree in mechanical engineering or equivalent with at least 10 years po qualification experience. : 








Will assist the Forestry Manpower Development Centres in developing efficient coursé programmes and run in- -setvite inime Courses for the Forest) Se Sector and also assist in n developing reb- 





For ee 3-year contract terms (renewable). Tax free salaries with substantial offshore cone pus good qua lity housing and other benefits. Annual financial package approximately 








(h) Marital Status and Number of Children with Ages 





ia) Title of the post applied for 





T 


fb) Full Name i). Academic and Professional qualific ations iwith dates, pner oí institutions tended nd Degre eri 























ic) Current contact address tin addition tà PO box address) ~ obtained) : 
id} Permanent Home Address ip sab experience (Positions held with dates, duties and respon: piities with speciala achieyen ntsi. 






te) Date and Place of Birth š i ik) Name and Address of Present Empiuyer 
(fi Sex i Present Bank, Designation and Salary ee. MEDION 
(g) Nationality E E l E im} Name and Addresses of three Referees one of whom must i ead of your Current Department * 





. Applications from candidates should be marked attention: NT. dc a 
MR 5. P. NAIR, DIREC TOR, AGRICULTURAL DEVELOPMENT PROJECTS LIAISON AGENCY, 27 > DOVER STREE 7 LONDON WIX JPA a 
Candidates located in Nigeria should forward their applications marked attention: 

: DR L. L UMEH, HEAD, FORMECU, FEDERAL DEPARTMENT. OF FORESTRY, P M B 5040, IBADAN, NIGERIA 

not later than TWO WEEKS from the date of this advertisement, Replies will be sent ONLY to shortlisted candidates for interviews ps 
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Africa 

TI Angola 
São Tomé 
and Principe 

[i Cameroon, 
CAR, Chad 


subscription to one Reportis UK, Europe and rest of world €7 5. North 
America U55145 Postage is extra outside the UK Europe £2 50. Rest of 
World £6.50. North Amenca USS1 2 for each report ordered. l 


O Please invoice me ©) Please send me further information 
L] Penciose payment of C/USS 
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he » Economist ntelligence Unit, Subscription Dept. (E). 
40 Duke Stree ondon WIA 10W. Telephone: 01- 493 671 1. 


Overseas Offices: 
. tDagHammarskjotd Plaza, New York, NY 10017 USA. 
Telephone: 212-750 6300 Telex 234767 
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C) Congo. Gabon, 
Equatorial Guinea 

CL]. Ghana, Sierra Leone, 

— Liberia 
FE] Guinea, Mali, 

Mauritania UL] Zimbabwe, Malawi 
LJ Mx Coast Far East & Australasia 

i l 

z Ma iS C] Australia C] Thailand, Burma 
Mauritius, Seychelles. Li China, North Korea indian Sub-Continent 
Comoros  — (J Hong Kong,Macau  [] Bangladesh 

[] Namibia, Botswana, LJ Indochina: Vietnam, (india, Nepal 
Lesotho, Swaziland Laos, Cambedia "Nu 

Nds ; L] Pakistan, Afghanistan 

Ll Nigeria | Cl indonesia Üj e. 

C] Senegal The Gambia, — (3 Japan ej Snianka 
Guinea-Bissau, Cape Latin America & the 
Verde . [] Malaysia, Brunei Caribbean 

C] Tanzania, C} Pacific islands: Papua  (] Brazii 
Mozambique New Guinea, Fiji, Cl Chite 

D oT Nigar Bent Solomon istands, is 
acum , Benin, Western Samoa, L] Colombia 

G T Ethiopi Vanuatu, Tonga LÀ] Cuba, Dominican © > 

ganda, Ethiopia, Cl Philippines Republic, Haiti, — 
Somatia. Djibout p : 
O Singapore uerto Rico 

(J Zaire, Rwanda, rA Eb Exuadoar 

— Burundi (J South Korea n ) 

[] Zambia [3 Taiwan Guatemala, El 

Salvador, Honduras 

[1 Please enter a subs SEE aOR to the Country Reports ticked An annua! 


CPigistered im iondon Number 177587 1 
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i | pus eunt; like eto Several reports or even aji 
€ you money. The more oo 


- high the quan 
claim. For example, if y you take 5 Eel you gera qt E 
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discount. 


To subscribe to one or more of the 92 Co E 
simply tick the boxes of the countries you Quntry Reports. 


send this page, complete with vour na 
The Economist Intelligence Unit. me and address € 
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East G aermany 
43 Hungary 
Cl Poland 
LJ] Romania, Bulgaria, 
Aibania 
[] iran t] USSA 
' C maa | Cl Yugoslavia 
Jamaica, Belize, ^ Cl israel Western Europe 
e Bahamas, Bermuda - O Jordan {J Austria 
= Moxie ay "OC Kuwait | [] Belgium, Luxembourg ^ 
oo wore [] Lebanon, Cyprus [] Denmark, iceland 
C] Peru, Bolivia LJ Libya Li Finland 
A Trinidad & Tobago z , Morocco (l France 
Guyana, Barbados, C] Saudi Arabia [] Greece 
De onos Leeward, [] Sudan L] ireland | 
siands D svi [1 itai 
l yria j Italy 
z iban paraguay Cl Tunisia, Matta Ll Netherlands. 
enezueia, Suriname, 
Netherlands Antilles LJ Turkey. H HDAN: 
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UT cay USSR.& Eastern Europe — [] United Kingdom 
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nisim a to 5 30 june 1988 (Unaudited) : ue Á 
-Sikmonthsto30 June 1988 3n months to Os une e 1987 i "Difference 
om . US$m s — | Tue H ! Mim. u 36 

4714 aoGr ^ T" 

102.9 176.0 
39.1 66.9 








63.4 108.4 | 8o — 8 443. | 
116 — 19.8 97 166 «200 
15.1p ($0.77) — 122p (9063) +234 











TEES jn has been prepared n accordance with UK GAAP For converwence the US dollar equiwaten nis for both ye ars have been converted at Ehe noon buying 
JSS. £i 7 Ato. Vi. 








i by 262% to Profit before tax (£ million) on the regist ter at 18 yw 1988 
£1029 million (US$176 million) in thefirst six months to 30 June Gle ene Réf Manag ing Di rector and 
-half of 1988 from £816 million (US$1395 o said: 
million) in the first half of 1987. Profit after tax 
was 24 296 higher at £638 million ( 05$1091..- 
. million on an estimated tax rate of 38%, 8 
compared with 3756. 
. Earnings of 15.1p per ordinary share and 
° US$077 per American Depositary Share 


Reuters S d 








(ov th: of c over pon in Currencies of origin 
was reduced to 17.7% in terms of sterling. 
However the net effect of currency on profit 
growth was not material — f 

(ADS) rose by 234%. Each ADS now rep ` : "Financial information and dealing 





E 
| 
zn 


Revenue (£ million) - 
six months to 30 June 


services which generate most of Reuters 
revenue and also its best margins continued 


resents three B ordinary shares reflecting 
the two-for-one split implemented on 
1 March 1988. Revenue was 17 776 higher at to grow vigorously T 
£471.4 million (US$806.1 million). Operating | “We do not expect to mai intain the first half 
profit before interest rose by 29.6% to £97.8 Ro. mE growth rate in pretax profits for the full year 
. million (US$167 2 million) from £755 million - Earnings per share (pence) .. unless sterling loses some of its strength 
- (US$129.1 million) in the first half of 1987 Six months to 30 June a against our major trading currencies. We 
.. The Board of Directors has declared an ~ expect rationalisation measures to produce 
interim dividend of 28p per share compared benefi ts. in 1989 and the new transaction | 
with 2.3p for the first half of 1987 The dividend products to provi ide Reuters with a major new 
is payable on 19 September to shareholders source eof medi um andi ong: term ngronth” 
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OT EE. dent old buffer on the beach, ' g 

e world looks pm good this summer. 
: kids are playing quietly, each busy build- 
i ing a sandcastle. The sea is calm, threatening. 
no ruin to sandcastles. Peace, you nae say, 
is breaking out all over. Time to close the |< 
eyes, and doze away dull care? Only up toa | ; 
noint, decent old buffer. 

The DOB is right to be happy that the Gulf 
war is ending, that Mr Gorbachev’s soldiers |; 
are pulling out of Afghanistan, that a peace | 
agreement seems likely in Angola, and maybe 


even one in Kampuchea too. That is a fair chunk at Hs past | 


decade's conflicts on the way to settlement. It would be wrong 
to conclude—as DOBs are always tempted: to do—that the 
ending of past conflicts points to a conflict-free future: to 
peace in our time, the yearning of men in deckchairs. 


Why peace is in fashion. 


The wars which may be ending are doing so, for the most 


part, for one over-riding reason: the great turn in the tide of 
ideological battle that has happened in the 1980s. But that 
ideological battle is not the only cause of wars; and the turn of 
the tide which is now ending some struggles is liable, in due 
course, to produce new. struggles, in different places. The 
world may find itself in a relatively peaceful condition for the 
next few years, but it should recognise why this is, and there- 

why the intermission could be brief. 

Most of the world’s big powers have entered a period of 


introspection; and navel-gazing i is incompatible with flinging | 


fists about. Mr Gorbachev’s Russia is trying to find out 


whether i it can absorb the idea of market economics without - 


getting rid of the principle of central control, which would 
destroy a Communist party whose only purpose in life is to 
provide that control. Mr Deng’s China is farther down the 
same road, and deeper into the predictable potholes: its cen- 


| tral-control lobby is starting to point out how much neater- 


= control is, for controllers, than the untidiness of freedom. 
The countries of Western Europe, having realised how much 
richer they will be if they let the market priticiple operate un- 
` tramfnelled throughout the European Community, are ab- 
 Sorbed in the complexities of Project 1992. America is won- 
dering how:President Bushakis will get to grips with his 


budget deficit, the chief cause of its own economic troubles. 


5 Japan goes on musing to itself about how money can be con- 

rted into international power (more politically motivated 
n aid) more investment in other countries’ industries’), 
q a ees i its armed forces. All, in their differ 





Ih at a pe aceful world . 





_ powers have admitted that something has been proved sei 


rate, there will be precious few new recruits tc 


. market in the 1990s because, for the first time in 


 hasat least temporarily run out of fuel. 


- Africa about apartheid, because it is less likely that . 
































. With one exception, this perio 
power introspection is helping te 
to a close. The exception is the C 
which is ending simply because Iran 

out of guns and ardour, not because the 
powers co-operated to end it; in fact; Ru 
delayed the coming of peace by vetoing 
arms embargo on Iran a year ago. 

But look at the other peacemakings. 
perestroika, Mr Gorbachev needs püblic 
port at home (so no more Soviet boys co ng 
home in coffins from Afghanistan), and c 

relations with the United States (so Cuba and Vieti 
please, out of Angola and Kampuchea). The United State is 
willing to let these communist withdrawals happen in a more 
or less nhani nen 20 because America. too P aud a pe- 





Buc. as iin sit thee m a events unfold. 
There is a special quality, however, about. us 
Chinese introspection. The world's two main 





ously wrong with the ide is that brought. 


tive ideas of pluralism and the market, hoping: to adap th 
to their own Marxist purposes. 


China's Mtn. policies: most a the ideological stear 
once helped to drive those policies has gone hissing 
air. It also has another, indirect effect. For the momen 


politics of communist guerrilla armies outside t 
of the communist world. The recruits now travel: 
way. Western Europe is enthusiastic to turn itself inti 








there is a West European consensus on the desirability 
democratic marketplace. Free markets, if not yet free po 
are now the respectable thing in most of Asia, Afric 
Latin America (and look to eastern Asia for the hope tha 
will lead to the other). So wars that began in the 1970 
ending in the 1980s, because one of the two rival ideolo 


This great fact of the 1980s holds out some unexpecte 
opportunities for the democracies, in addition to the pleasan 
probability of having to spend less on defence. For the We 
as a whole, it should now be possible to be firmer with Soi 
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st (though international fussing generally achieves little in 
the matters). For Western Europe, some of the money that 
will be saved if Mr Gorbachev agrees to serious army-cutting 
in in Europe can be spent on building up a small European sea- 
and-air force to protect European interests in distant, still 
d angerous places. For America, it will be nice to have an in- 
e 'rlude of calm to reinforce the post-Vietnam recovery of self- 
confidence. These are all good things. Yet the democracies 
need to remember the limits of these coming few years of rela- 
tive peacefulness. 


W Vhere peace is not 
t, it is not quite all quiet on the ideological front. The 
ans seem to be pulling out of southern Africa, but far- 
: noit on the same continent they still support a mud- 
ed bunch of Ethiopian Marxists who will not give Eritreans 
and Tigreans the freedom they want. Even if Vietnam with- 
draws from Kampuchea, its army will still be sitting in Laos. 
And the communist loss of self-assurance could reach back 
ir nto some parts of the communist world itself. The men who 
an Vietnam and Cuba know their economies are in a mess 
í xut seem deeply reluctant to tackle the problem by imitating 
Mr Gorbachev's perestroika. The man who runs North Korea 
_is a nut-case. As many an ex-dictator has learnt, perseverance 
in failure is a dangerous policy. 
Second, the other sort of war is as bloodily likely as ever— 
the sort caused. not by ideology but by clashes of national 
| interest or racial arrogance. The passions which still kill Pal- 
 estinians and Israelis, Tamils and Sinhalese, brown and black 
Sudanese (and which helped to keep the Gulf war going so 
T long) can erupt in other places. As a corrective to the idea 
that the world is about to enter an era of peace, it is worth 
glancing at the history of the past 40 years, and then keeping 
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Commission. Other voices can join in later 


UROPE will lose a good servant when Lord Cockfield, 
A one of the two British members of the European Com- 
mission, unwillingly gives up that job at the end of this year. 
«al id Mrs Margaret Thatcher has raised hackles both for re- 
ing him, after only one four-year term, and for naming in 
| Eu Mr Leon Brittan, a former minister who had to re- 
| s E in 1986 over the Westland helicopter affair. Lord 
Cockfield has upset Mrs Thatcher by his zeal for Euro- 
harmonisation of taxes and other such ideas. Yet he has im- 
pressed almost everybody who has had dealings with him: Mr 
Jacques Delors, president of the commission, is one who 
much regrets his removal. Mrs Thatcher has every right to 
. make the switch, but has she made a mistake? 
| líMrs Thatcher were sending in Lord Cockfield’s stead 
| Some notorious incompetent, notoriously hostile to the Euro- 
. pean ideal, that would indeed be a scandal. She is not. Mr 
Brittan was not an outstanding minister. But he did no worse 


m tite government of South Aftica would want to be ene 


Yes, it really is Mrs Thatcher’s business whom she names to the European 
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the atlas ope. Et Poe b vorde eee d oS Pakistan, 


Chile and Argentina, China and India, Indonesia and its 
neighbours. 

Above all, there is Eastern Europe, where ideology and 
nationalism converge. Anyone still inclined to assume the 
orderliness of the remainder of the twentieth century should 
look carefully at the territory between the river Elbe and the 
Soviet border. In most countries of Eastern Europe a majority 
of the local people do not want to be run'by communist par- 
ties, but are told they have to be. In virtually all these coun- 
tries, with Bulgaria as perhaps the only exception, a majority 
of people want more freedom from Russian control. Mr 
Gorbachev says people should take more responsibility for 
their own lives. The combination is about to make Eastern 
Europe an explosive place. 

The first upheaval could happen in Hungary, where a 
clever new leader is trying to see how different from Russia his 
country can become without Russia noticing. It could happen 
in Poland, where a baffled old leader has failed to persuade his 
resentful people that things will ever be different for them. 
could come in Yugoslavia, where conservative Serbs want to 
squash imaginative Slovenes and Croats; in Czechoslovakia, 
where Russia's hand stopped the clock 20 years ago; in Roma- 
nia, which even other East Europeans think of with pity. It 
will come somewhere, and when it does it will present Mr 
Gorbachev with his toughest question yet. Should he risk los- 
ing Eastern Europe by not sending his army in, or destroying 
himself in the West by sending it in? 

The man in his seaside deckchair, watching the splash of 
the waves, seldom asks himself where the tide goes when it 
goes out. Low tide on one side of the water is high tide on the 
other. The wars of communist expansion may be receding; 
but where communist contraction is the issue, the sound of 
the waves is rising. It is not yet time for a snooze. 





than many others; than Mr Delors, for example, who man- 
aged France's unhappy economic policy in 1981-83. Mr Brit- 
tan is not famously pro-European; neither was Lord 
Cockfield when he was appointed. Mrs Thatcher, in sum, is 
sending Brussels an undoubtedly able man in whom the Brit- 
ish government has confidence, and who may well come to 
earn the confidence of other EEC governments too. 

[n EEC law that is enough, and more. Whom each country 
selects to send to Brussels (two apiece for the five big coun- 
tries, one for the small), why and how, and for how many 
terms it keeps him there, is strictly its own business. Only by 
convention has Britain been represented by one commis- 
sioner from its governing party, one from the opposition; 
both of Germany's or Italy's commissioners come from those 
countries' ruling coalitions. The Germans kept one famously 
useless commission member in place for three terms; Mr Peter 
Sutherland, the excellent Irish commissioner in charge of 
















. competition policy, may p ace after only one, simply 





. because he comes from: what is now Ireland’s opposition 
party, and its current prime minister owes the likely replace- 
ment, s na ait 


ister, political favours. Neither appoint- 
s subject even to the formal. approval 
; C go rnments; their only collective say in the 
; ke-up is the choice op its spresident from 








place, however, a commissioner’s sworn duty is to 
Europe only. He is formally committed to accept no instruc- 
. tions froni any government, his own or another. This is where 
. the tensions arise. Very few commissioners—Mr Altiero 
.. Spinelli was a noble but not notably effective exception— 
have started life in Brussels as European zealots. Few, least of 
all those from France, have ever escaped the influence of their 
home government. The pressures in Brussels, the simple 
nracticalities of working on a European task, with colleagues 
d officials from many countries—such things push. any 
commission member towards “going native", as Lord 
Cockfield did. Yet all the time each commissioner knows that 
his place is secure only to the end of his current term, and that 
his renewal depends solely on the government back home. 
Is this system good enough? It is possible to imagine the 
choice of commissioners being me eee to serious discus- 


The next Japans | 
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How the West can ME | 


[ind ‘And Re will be Area the pressure rae half a dozen 
upstarts, like Thailand and Malaysia. Meanwhile, stirring in 
_ the background are China and India: if their 2 billion people 
were exporting just $100-worth of manufactures each, the av- 
. erage of a country no richer than Turkey, their weight in 
_ world manufacturing trade would already be close to Japan’s. 
lost westerners shudder at this prospect, and ask their 
i nments to raise the drawbridge. They are as wrong as 
. those nineteenth-century Europeans were when they feared 
. the threat from the new lands of America. The next Japans 
Offer everybody the chance of growing richer even more 













- quickly than in the past 40 years. Only if western masochists 


7 shrink from such delights will the West suffer, and deserve tc to. 


Different they are not 


The key to coping with the next homa is as Sach NE 
- a$ commercial. It involves westerners ridding themselves of 
bag tdm the most common of wai is o5 the He 










sion with other governments. They might, iri 


could. obviously be at one extreme a pure formality, 


il _ spending money-or taking holidays, they prefer dear homi 


the more intelligent and effective will be the demands t 
i make of the next Japans. The American administration | 





























raise formal objections—to be settled, say; by a 
jority vote. Such a system might also apply to the t | 
ment or replacement of existing commissioners: if t 
oe thinks So-and- So the best commissioner since 


power to sack him? 
These changes may one ds bosse ANE P a sys 


other a licence for troublemaking and horsetradi: 
real Europe of today is not ready for it. Commissior 
have to carry weight in their national capitals, becar 
preparation for Project 1992 requires the constant réassté 
of Europe's assorted nationalisms. Commissioners do, h 
ever unofficially, serve as “our man" inside the Eurocracy. 
long as commissioners are chosen by national quota, not 
pure personal merit, governments will not quietly accept t 
one of "their" men is someone of whom they disapprove. 

Yet should the rest of Europe accept someone it disli 
It will not be long before the Community's institutions hav 
so much supranational power that Europeans will want a's 
pranational say in choosing its commissioners. It may then k 
right to give that say to the European Parliament, for t 
appointments and eal for removals too: a right not 1 
veto, but at least to vet.. | | 






















mutable: orientals work harder and longer, they, do not lik 


made goods to cheap foreign ones. In short, the laws of ec 
nomics do not apply in the Orient; homo economicus is. 
purely western species. 

Far from it. The same non-reasoning could be heard i a 
the 1970s, about OPEC: it had repealed the market, the pt 
of oil would rise for ever, by 1985 Saudi Arabia would be 
enough to buy every firm quoted on Wall Street. What : 
heartening about the Japans is how closely: they conf 
basic economic principles, They respond to the signal 
exchange rates, labour markets and interest rates, just a 
western economy does. Japan is now doing what mat 
erners once deemed impossible: relying on domestic dema 
for all of its 412% GNP growth rate, and boosting the volu 
of its imports by 17% in the past 18 months. The wages 
South Korean car workers are soaring because demand 
skilled workers is running ahead of supply. When, in 19 
Singapore’s government tried to move its economy upmarke 
by decreeing higher wages, the result was a slumps when: 
decrees were relaxed, its.boom resumed. 

So nobody should: doubt that the writ of economics ru 
right across the Pacific. The more that westerners accept th 





























































een ES intelliger demands in p 
he results have been good. It has insisted, often. roughly, that 
Taiwan and South Korea liberalise their trade. Last year and 
his, South Korea’s government has cut tariffs on 800 goods 
yy an average of 4096. Six months ago, Taiwan halved its tar- 
ffs on 3,600 items. That has suited western exporters. It has 
o. suited consumers in South Korea and Taiwan. Given a 
aste of foreign goods, they will not meekly let their govern- 
ments go back to protection. 

America has also put pressure on some of Js dragons' | 
xchange rates. They were once informally pegged to the 
merican dollar (Hongkong's still is, rigidly `, which boosted 
ragon competitiveness as the dollar fell. But Taiwan's cur- 
rency has risen by 30% against America’s in the past two 
years, and Korea’s by 20%. The results have been just as west- 
n economists would have predicted. America’s exports to 
e dragons have risen by over 4096 in the past 12 months 
excluding $1! billion of gold bought by Taiwan), almost 
four times faster than its imports from them. And Taiwan's 
businessmen are now grumbling that their island is too ex- 
pensive. Their next textile and toy factories will be in the Phil- 
ppines and Thailand. Asia's own wealth is trickling down. 


Heavy-handed on hydro 


With these results to show for rational pressure, Americans 
should avoid mindless bullying. They have recently been an- 
gered by Taiwan's decision to throw open a hydro-electric 
-project to bids from Japanese and European companies, 
-rather than reserving it for American firms. Though the con- 
tract is a small one, Taiwan has another $30 billion-worth of 
- building projects planned for the next five years. Taiwan's 
-new government should explain, with Confucian politeness, 
that it believes in open markets and multilateral trade; and 
_ Americans should swallow their hydro-electric fury and hold 








Introducing Her Majesty' s executive agencies - 


AVING turned gas and telecoms into private compa- 
nies, and got private firms to compete for the jobs of 
sweeping hospitals and collecting rubbish, Margaret Thatch- 
er’s government is now thinking up ways to introduce man- 
agement skills into less obvious parts of the state machine. So 
hools are to be encouraged to run themselves; state housing 
ill increasingly. be handed to private landlords or housing 
sociations; and ways will be found to make hospitals com- 
pete for patients. What remains? The central bureaucracy. A 
report from the government's efficiency unit, entitled "The 
Next Steps", marks the start of a potential revolution that is 
ant to sweep quickly through most. d the civil service. 

Only about 5% of Britain's- 600,00 0 civil servants advise 
inisters on policy issues, The r out dole and collect 
x; issue passports and driving licences; forecast the weather. 
They are in service jobs much like retailing or banking. Their 
managers should. be given: an inc ntiv to provide the best 
















years, and i 


Bureaucrats go commercial 


Taiwan to that « 


The Asian miracles isily b b > the world 
economy if all sides pl: rules of ther market. And not - 
just in trade: the new Japans are becoming financial powers as 
well. The foreign-exchange reserves of the four dragons now 
total $100 billion, equivalent to a third of their GNPs; for Ja- 
pan itself, the comparable ratio is 31296; for West Germany, 
6%. The capitalisation of the six. largest stockmarkets in Asia. 
(excluding Japan) now exceeds $200 billion, roughly the size 
of the Italian and Swiss bourses: combined. “Yet most Asian 
financial systems are still stunted by restrictive rules, and 
largely closed to. foreigners. The exceptions are Hongkong 
and Singapore, and even their supervisory systems are not yet 
up to the standards expected by international investors. 

The others have barely started liberalising, so the West 
should be encouraging them to make haste. No country can 
be both trading giant and financial pygmy, at least not for 
long. Asia had a total current-account surplus of around $110 
billion last year—which meant, in net terms, that it provided 
almost all the world’s mobile savings, It needs to be able 
handle the export of those billions, and must expect foreign- 
ers to want to invest in its money-making miracles at home. 
The two-way traffic in cash will grow far faster than the traffic 
in goods. Ten years ago there was just one Japanese bank 
among the world's ten biggest; now there are seven. In ten 
years' time, a Taiwanese or Korean bank will be nudging at 
the top ten, probably after buying a big New York name. 

Asia's surge should hold no fears for the West. Its exports 
will mean cheaper, better goods for consumers to buy. Its ` 
growing affluence will mean growing markets for other coun- 
tries to sell to. Its savings will be there to be borrowed and 
invested, often in new businesses in the West. And its escape 
from poverty and war-rubble should lift the spirits of man— 
and serve as guide and inspiration to those left behind. . 





















and most imaginative service at the lowest cost, and be cho- 
sen for their skill in dealing with fractious customers and staff, 


-not for their ability to help draft eaan or say “no, minis- 


ter, because...’ , 

The solution aoai inthe feport, Ed endorsed by the 
prime minister, is to turn the bits of government concerned 
mainly with delivering services into "agencies" under more- 
or-less autonomous chief executives. This week the first two, 
the vehicle inspectorate: and the stationery office, were set up, 
with chief executives on short-term. contracts and perfor- 
mance-related pay: More ‘will follow, including the compa- 
nies-registration office, employment services and social-secu- 
rity offices. Within ten years, it is hoped, thre “quarters of 
civil servants will work in agencies: 

Such a change could. produce great ‘benefits for a public 
that is tired of delays and rude: nd rio service. in some 
government offices. Othe | 5 

























o 3 mach dd rir idea and the Tiam 
; give them too much freedom from parliamen- 
untability, and backbenchers will be angry. But both 
sury and the backbenchers need to be cold that the 
‘ies will require elbow-room. 
E he Treasury is afraid that it might lose its hard-won grip 
- on public spending if chief executives can flout central rules 
on pay, spending and cash management. So the new agencies 
will still be bound by Treasury-approved pay rates. They 
probably shouldn't be: One answer to the Treasury's under- 
^^ndable worries is to publish a corporate plan for each 
ncy, and call the chief executives—all of them on short- 
term contracts— regularly to account. In other words, treat 
the agencies in the same way as a conglomerate like Hanson 
treats its subsidiaries. The Treasury should heed this week's 
_ words of a parliamentary committee: while too much freedom 
.. for the agencies can later be reined in, too little "may mean 
the opportunity is lost." 
Parliamentary backheriohiile love the old fiction that min- 
isters are responsible for the actions of their civil servants. 
[hey remember Sir Thomas Dugdale’s resignation in 1954 
because the army had wrongly held on to Crichel Down—a 
decision taken by junior civil servants that he knew nothing 
about. They fear that agencies will stop them holding minis- 


























-æ first step to Soviet economic revival is lower growth ri rates 






ERESTROIKA is not working. That has been clear to 
> A the Russian in the queue for some time. Last week Pravda 
? said so too, albeit in sleep-speak that should have gone out of 
-'" fashion under glasnost: it admitted that “the creation of the 
- necessary prerequisites for effecting a fundamental break- 
. through in economic and social development is not being 
. properly ensured." The Law on the State Enterprise, the cor- 
" nerstone of the Gorbachev reforms, is failing. Introduced in 









< January, it was meant to give factories more freedom from 
bureaucrats. Instead it has been ignored or manipulated by an 
-army of officials determined to carry on much as before. 
— .. Mr Gorbachev has excuses for the failure of his first at- 
-tempt at economic reform: the price system has yet to be 
| — eon are oe toa five-year plan drawn up 





Not so fast, Mr Gorbachev - 






ters to account for details like a consti 
port. But ministerial accountability has alredy been d 
nobody seriously expects Lord Young to resign over 
partment's apparent mismanagement of the affair of B: 
Clowes. Ministers must answer for management s 
broad policy and their choice of chief executive. Chief e 
tives should answer to MPs and the public on all detai 
the Treasury select committee has suggested, the chief e 
tives should be made into formal DLL officers e 
sible for their spending. 


































A Kentucky Fried Chicken approach. 


Emerging from the government's reforms is a spe 
swers to the same question: how to make mo po 
more je ins to their customers while keeping both 
cratic control and a firm lid on spending? The solutions ! 
from full privatisation at one end to regulated agencies at 
other. The best answer is so far missing from the agency 
proach, just as it was from early privatisations: compet 

For some nationalised industries (like steel), competit 
can be direct. For more natural monopolies like water, it 
often said that it cannot be, although some of a wat 
authority's activities—land use, leisute, consultaney—are: i 
deed highly competitive. Since the planned new agencies 
usually be in this second group of natural monopolies, t 
need to be stirred to the most imaginative forms of com 
tition. So chief executives and their staff should be requi 
to tender regularly against outside competitors for the righ 
manage their business, with tenders judged by quality of 
vice as much as by price. Such franchising would be the I 
way to turn sleepy public administration into dynamic p 
tBanduement | 

































ambitious enough. This time he needs to do exactly the o 
site. Odd as it seems, the lower the nominated growth: targ 
the better the chances for economic revival. ^ ^ 
Ideally, the Soviet Union should have no eco 
"plan" at all The market should be the guid 
Gorbachev's attempted revolution stops far short of th: 
just says that factories should draw up their own plans, foll 
ing "guidelines" rather than instructions from above. ' 
actually happens is that any factory which gives itself. 
target is suspected of slacking, and is then urged to r 
This obsession with growth is one of perestroika's wors 
mies. It makes factories go for shoddy quantity instead 
quality. The chase after output targets discourages string 
quality-control and the use of new technology. So the fa 
tories turn out goods that Russians simply do not want. 
For example, the Soviet Union produces 800m pairs: of 
shoes a year, more than any other country. But Soviet sho: 
are ugly, uncomfy and soon fall to bits. Not surprisingly, k 
queues form as soon as a decent (usually imported) line: 



















































pears in the shops 


makes four times as s ma ry as Pac s herb n Push ut 
times as often. Or steel: Russia churns out twice as much as 
America to supply industries which produce much less with 

. Answer: not more steel, but machines designed to 
chev trimness instead of Chernenko-chunkiness, Ef- 
ncy will rise when factories chase profit rather than pro- 
uction targets, and aim to please customers rather than plan- 
ers. The first sign of such efficiency will be a slowdown in 
growth, as useless output is eliminated. 









ss will mean more, comrades 

is a hard idea for Mr Gorbachev to sell. Russia's political 
: looks 1 to claims of economic growth as the main evi- 
of "success": hence the 5%-plus annual growth claimed 
e Brezhnev years, now officially referred to as "the period 
stagnation’. Mr Gorbachev too wants to show that his re- 
ms are a success: hence the improbable claim, accompany- 


ig the admission of perestroika’s dismal start, that national 
icome grew by 5%; in the first half of 1988. 


t's time for IDs 











The real libertarian case Mor identity cards 


HE British are aunke by the state in all sorts of ways. 
Each citizen has a national health-service number and a 
national-insurance number, issued at the age of 16. Most also 
have a tax number, a driving-licence number and a passport 
number. It would already be convenient to put these on a 
single identity card, preferably consolidated into one single 
ümber, The idea fills libertarians with horror. The British 
last carried identity cards during the war, and enjoyed con- 
gning them to the bonfire of controls in 1952. Some Tory 
ackbenchers, anxious. to check crime and soccer hooligan- 
ism, now want Britons to have compulsory identity cards. The 
home secretary is asking the police what they think. Whatever 
he police mutter, his wisest course would be to facilitate vol- 
untary identity cards—ie, allow a single state number on a 
card to anybody who asks for one. 


Vhat the neighbours do | 


/ithin the EEC, Britain's resistance to identity cards makes it 
ni oddity but not unique. Eight of the 12 member countries 
have state identity cards, issued at varying ages from 12 up- 
wards. They are compulsory in Belgium, West Germany, 
Greece, Luxembourg and Spain; and voluntary, but widely 
used, in France, Italy and Portugal. Only Ireland, Holland 
nd Denmark do not have identity cards, although the Dutch 
re considering their introduction, and the Danes have a cen- 
al personal number issued to all citizens. The British may 
oon be left alone with the Irish. . 

If voluntary identity cards were assidue for any Briton 
who wanted one, they should cost at least £10 each, to cover 
eich Among countries of \ estern 1 Europe, only i in 


















s ph will fee to Be anal Mr Gorbachev pun 
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"What is important is not the rates of. growth,” he told the 
Communist party's recent conference, ' ‘but opt oe | 


the needs of the people." "Henow 
age, as the new regime in Hungary 
that genuine success will at first r 
maybe even an absolute fall i in GNP. n 

Less growth now will mean more growth later, if Mr 
Gorbachev gives his country the right'system of incentives. 
Let efficient factories keep. their. profits instead of having 
them taken away to prop up loss-makers, and crusty planners 
will be amazed how fast. output—genuinely needed output, 










RU td anes ML 
an lower growth, and 


not the useless sort—picks up. Russians who years. ago 


stopped paying attention to phoney statistics will be con- 
vinced by perestroika when they start seeing, not hig! 
growth figures in Ivestia, but better shoes i in the a 





Greece are cards issued free. Modern edeb F pro- 


duce a machine-readable card which would be almost impos- 
sible to forge, and would carry name, nationality, date of 


birth, blood group, a. -photograph and (if the volunteer 
| wanted this) an encoded finger print. — 


In conjunction with a pass, a cárd could bé ied to Men: 
tify che holder at entry points to the ever-increasing number 
of secure buildings. Together with a bank or credit card, it 
could be used with a device which compared a fingerprint 
with that on the card, thus helping to reduce fraud. For 
poor, it could help to establish an entitlement to welfare 
benefits. Other Europeans’ identity cards can be used in place 
of passports throughout the EEC; indeed, the cards of some 
countries can be used this way in all 2b members of the Coun- 
cil of Europe. | 

Libertarians say thata steadily-more-computerisable iden- 
tity card would make it easier for government departments to 
exchange information on citizens. Why? Computer-held files 
are more secure than those on paper, as any access to them 


can be controlled and (most. important) recorded. Even if the - 


voluntary scheme became popular, it need not be made com- 
pulsory, as the experience of other European countries 


shows. The British legislation facilitating it could say that a- 


card should never be the sole test of identity—not even for 
admission to a soccer. match. Thar » way, the e inepsure: of the 
card’s acceptability would be wholly ic. Those who 
objected on principle. or who did not feel th e. ieed for one 
would not apply. But it is i beral for libere à fans to deny its 
benefits to those who want c T: os 




























Spain rediscovers the new 


world 


Shain wants to fra a bigger. role in Latin America. The bonds of language, 


ligion and cu 


A ADRID' S biag summer has ‘only 
V A. just begun to dry up this year's flood 
all che in American p to what many 







arl e prime minister, ee 
ionzalez, his deputy, the foreign 
r; and King Juan Carlos. himself — 
cross the south Atlantic so often that Spain 
appears permanently to hover over the An- 
. des. Spain wants to loom larger in Latin 
. America. To the limit of its limited re- 
 SOurces, it is putting its money where its 
 . mouth is. 
| Political and. E discussions of 
hispanidad (Spanishness), once a word 
loaded with repressive Francoist overtones, 
“have a new.vitality. Spaniards and Latin 
Americans do not begin to agree on what 
he concept means, but cannot stop talking 
hy now, just as Spang is commit- 






ture are hte) but economic ties are fraying 


ting pem to Europe and Latin. America's 


predominant power is ever more clearly Por- 


tuguese-speaking Brazil? 


The short answer is that Spain's transi- 
tion from fascist dictatorship to democracy 
after Franco's death in November 1975 cre- 
ated a new sense of kinship and common 


endeavour. It came at a time when many 


Latin Americans were anxious to rid them- 
selves of their own dictators, and soon did. 


Somewhat paradoxically, Spain joining the 


EEC in January 1986 also helped: a Latin 
American “tail” promised to give Spain 
more prestige and influence than its ranking 
as the Community's fifth biggest economy 
might otherwise command, while Latin 
Americans hoped Spain would help open 
doors in Europe for thern. 

The waning influence of the United 


States in the southern hemisphere has also 


prompted Latin Americans to look more to 
Europe for partners, as well as to find more 





gin of Guadalupe—at whose shrine near 


the Monroe Doctrine and. the late 


common ground among themselves. A 
ocratic, European and reasonably pros 
ous Spain is a just-plausible counterpo 

the United States—even, to some 
for Brazil (now that Portugal, its | 
sponsor, is too poor to matter much; 


1492 and all that - ; 
Preparations for the commeimot 
500th anniversary of Colum 
of America have put hispani 
body's map. But colonial histo 
rallying ery. Many Latin Ams 
rather forget 1492. “He didn’t di 
new land, we were here all along." | 
nonetheless participate. For "culture; 
tion, history seem empty words but they 
not,” says Mr Luis Yañez Barnuevo, Sj 
secretary of state for international co-op 
tion and Iberoamerica. The common he 
tage is unmistakable-—and nowhere mor. 
than in the harsh Spanish province of Ex j 
madura. In Trujillo a larger-than-life equi 
trian statue of Francisco Pizarro dominates 
the old Plaza Mayor. Its double, down t 
matching helmets for man and horse, stands 
in Lima, capital of the land which that bril- 
liant opportunist conquered. ee 

Pizarro never returned from Peru to ‘the 
place of his birth; nor did thousands of sol- 
diers and missionaries who left Extremadura. : 
for the promise of gold, glory and converts 
in the new world. Towns named Trujillo are 
scattered throughout Latin America, There - 


are said to be 18 Cadizes and who knows. 
how many Cordobas and Sevillas. The Vir- 



































































































Trujillo many migrants, including Hernan 
do Cortes, paused to pray—is Mexico's pa- 
troness and is revered throughout Latin 
America, | 
After Suas lost most of its. Ameri 
colonies in the early nineteenth. ce: 
France eclipsed its cultural influenc 
tral and South America and Britai 








the century, all the European powers 
superseded by the United States, for 


American Union are manifestatio 
own version of hemispheric identit 
United States has over-reached. 
failed to deliver on its promised. Al ia 
Progress. Neighbours resented its in 
tions in Cuba, the Dominican Republi 
allegedly Chile. Post-Vietnam uncert 
and the lack of money led America's « 
leaders to trim back to Central America: 
Mexico the bit of Latin America that. 
United States considers vital to its own 
tional interests. 

The pull of Russian communis 











E cane’ too. Mt Fidel tro's Cuba inspit 
“it seems, neither Latin America’s left nor Mr 


: Mikhail Gorbachev. Changes in China 






links. with political parties, educational 
foundations and trade unions in several 
yuntries of Western Europe. Latin America 
is enjoying a rare moment of freedom from 
verriding outside political influence. 

- Throughout these changes, generations 
of Spaniards, no longer colonisers, contin- 
jed to go to work in the new world. The 
walled gardens of villas in Santander and 
viedo in-northern Spain are studded with 
exotic. palm trees, symbols that another 
indiano had retired home rich. In 1912, the 
pre-war peak year for emigration, 134, 000 
Spaniards settled in Latin America. 

The migrations continued. After the 
Spanish civil war, a wave of Republicans, in- 
cluding many intellectuals. and profes- 
sionals, settled i in Mexico, Argentina, Ven- 
ezuela—perhaps 30,000 in Mexico alone. A 
counter-wave of Latin Americans emigrated 
to Spain: followers of overthrown dictators 
like Trujillo and Batista during the Franco 
ars, then refugees from new Latin Ameri- 
n dictators in the 1970s. Today an esti- 
mated 1.8m Spanish passport-holders live in 
atin. America; fewer Latin Americans in 
Spain. Spain gives most Latin Americans 
the right to Spanish nationality—an ar- 
_ Tangement that raises eyebrows in the EEC. 


x Sword, cross and schoolbook . 


- Spain conquered Latin. America with the 
- sword and the cross, and held it with lan- 
-guage and education. Little remains of the 
sword..A few Latin American officers come 
to the Estado Mayor in Madrid for courses. 
Spain's young sailors traditionally call in at 
Latin American ports on a training voyage. 
Argentina recently sent a delegation to 
Spain to discuss modernising its armed 
forces. But Latin America looks to the 
United States and other European countries 
for most of its military training and gear. 


Income gap 
GDP, 1987 
50. . Son 100 
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Castro's Cuba inspires, - 


- have left Maoists with nowhere to go. Mid- 
- dle-of-the-roaders, meanwhile, have forged 


" American English, and even selling them to 






: he cross is another matt er. Bi 
over half of all Catholics will live in 


America, despite Protestant and Marxist i | 
croachment there. Links between Spanish 


and Latin American Catholics were strained 
in the 1960s, when many priests in Latin 


Le 


America, inspired by "liberation theology 
became more active socia lly and: o ical 
than the church hierarchy-in Franco’s Spait 
thought appropriate. These differences are 
diminishing. The Spanish church is less in- 
tolerant, some Latin American religious ac- 
tivists seem to be distancing themselves 
more from violent Marxism, and: the: Pope 
has clarified the Vatican’s attitude. —— 


ge 
M 








Spanish Catholic involvement. remains . 


surprisingly strong. Over 8596 of the Span- 
ish nuns and priests who work abroad are in 
Latin America: 10,000 nuns, 7,000 fri 





Spain's Episcopal Conference. 
priests are working alongside due Ameri- 
can and French priests in the slums of Lima 
and Santiago; Sp 









them in Peru. Lay church groupsaare active 
too. Manos Unidas, a charity, raised more 


than Ptas! billion ($8.46m) for Latin Amer- M . 
ica in the year to April 30th. Opus Dei, a ` 


worldwide Catholic organisation founded 


in Spain, is involved in everything from agri- 


cultural training to university education. 
Spain’s long Latin American mission 
nonetheless seems set to dwindle. Religious 
vocations are declining in Spain but grow- 
ing in many of its former colonies. Demand 


_ for Spanish priests and nuns remains strong 
throughout Latin America (and, indeed, in 


the increasingly Hispanic United States), 
but the supply is shrinking. 

Education and, more generally, culture 
are proving the most durable link. The influ- 


ence flows both ways. Since the Spanish |. 


civil war, 40,000 Latin American post-grad- 
uate students (including Peru's President 
Alan Garcia) have studied in Spain on gov- 
ernment grants, and some 5,000 are there 
now. Some universities have close ties with 
Latin America: Opus Dei's Navarre Univer- 


sity, for example. Few Spaniards go to Latin 


America to study. They do, however, read 


books by writers like Argentina's Jorge Luis 
Borges, Colombia's Gabriel Garcia Marquez 


and Peru's Mario Vargas Llosa (many of 
them published in Spain). Latin Americans, 
in return, have tended to rely on Spain for 
textbooks, especially medical and scientific 
ones. 

This two-way flow has recently scleri 
a (temporary?) setback. The resurgence of 


the Spanish novel in the past two or three 


years is interesting more Spanish readers in 
their own writers. Short of foreign ex- 


change, Latin Americans cannot afford im- 
“ported textbooks. More of them, especially 


in Mexico, are translating such books from 


4096: 






anish nuns in schools and 


use of the famili 















































ince 1985, t to o Ptasi. 3 il ion in 1987. 
Argentina buys the most; Peru, a compara- 
tively poor country, last year was second. 
As with books, so with other diversions. 
Latin American music has enjoyed various 


— vogues in. Spain. Rocio Jurado, one of 


Spain's most popular female singers, is said 
to. sell more records outside the country 
than inside it. Films travel less well, despite 
the influence of Luis Bunuel, Spain's most 
famous film-maker, on the cinema of Mex- 
ico. Spaniards are largely unaware of Latin 
American films;-w ome Latin Ameri- 
cans say that they cannot always understand 


Spanish ones. Nor, so far, has Spanish 











^. America expotted sparkling, quirky televi- 
riars -— 
and 1,000 diocésan priests, according to . 
Spanish ~ 


“Malu Mulher” and 


sion serials like Brazil's 


its successor, which have nailed Portuguese 
viewers to their armchairs. - 


. Notso Hispanic | 

For all their common roots, Spaniards and 
hospitals everywhere. : ‘Latin America also .- 
has a scattering of Spanish bishops, many of. 


Latin Americans. ar 






rofoundly different. 


Immigration fron ae Sian countries 
has been strong. More than half of the 
porteños in Buenos Aires claim Italian de- 
scent. More Japanese people live in Brazil 


- than anywhere except Japan. © . 


Even those Latin ins vis do 
consider themselves Spanish have occa- 
sional problems in dealing with the real 
thing. Spaniards have their own ways of 
showing courtesy, but they tend to be more 
brusque in their language, given to unvar- 
nished imperatives and to. indiscrimin^re 





liar tu. Latin Americans. 
contrast, often carry: polite. circumlocution 
to Japanese. lengths.: Many are inclined to 
think that Spanish ways are a bit arrogant. 

- Besides, Latin America has much of its 
own to be proud of. Mexico and Peru had : 
sophisticated Indian civilisations long be- 
fore the Spaniards. showed up. Colombia 
and Venezuela had democratically elected 
governments 20 years before Spain. Several 
Latin American countries are rich and so- 
phisticated enough to need neither aid nor 
technical help. It is not surprising that many 
Latin Americans bristle at the. Puce hint 
of Spanish hegemony. > — 

Spain's. political rapport "Sith. most of 
Latin America has nonetheless gone from 
strength. to strength since. the death of 
Franco. -Mexico restored diplomatic rela- 
tions, broken since 1939. Cuba did not need 








to: o: Franco oh Mr Fidel TROY had contin- 
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Mr Gonzalez , Spain's current prime minis- 
r, are ‘wonderful communicators. They 
oth crisscrossed Latin America carrying 
e gospel of democratic transition. Surveys 
in the larger Latin American countries com- 
missioned by Spain's Institute for 
Iberoamerican Co-operation show that peo- 
ple there know as much about Spain's rulers 
as about their own. Where Spain fails to get 
top ratings is as a partner to do business 
with. Spaniards are working hard to change 
-that image. Democratic transition sold well 
- until recently; economics and efficiency are 
"what people want to hear about now: 


. Business links 2 
Spain, which was categorised as an aid re- 
cipient itself until a few years ago, is enjoying 
a new prosperity that oe allowed it to be- 
come more generous to all developing coun- 
tries, including Latin America’s. It wants to 
increase its development aid from 0.15% of 
DP to 0,36%, the current OECD average, by 
1992. This will boost the value of Latin 
America's normal two-fifths share of the to- 
tal, though only to Ptas3 billion in 1988. A 
friendship treaty signed with President Raul 
Alforisin in June, Spain's most ambitious 
ae RN of this sort, includes a five-year 
$1 billion credit-line for business in- 
vestment in Argentina. 

Nonetheless, weak economic ties 
hreaten to defeat attempts to 
rganise hispanidad, especially now 
hat Spain's economic priority is Eu- 
rope. Latin America provided only - 
6.296 of n s imports in 1987, 2d | 
ok only 4.3% of its exports (see 
chart). Spain sells most to Venezuela, 
and buys most from Mexico (mainly 
oil). Only Spanish banks and con- 
truction companies (and some pub- 
lishers) have invested much in Latin 
America in recent years. Spanish 
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_. «inflated by prices of industrial countries’ trade 


t EEC inclüdes the 12 Current. members throughout 


are more important economically to Latin 


America than Spain is. 
How Spain's entry into the EEC will af- 
fect Spanish-Latin American trade remains 
uncertain. Some Latin countries’ farm ex- 
ports have already suffered —Átgentina's 
maize sales to Spain declined from $130m in 
1985 to $2m the following year. But Latin 
Americans stand to gain from the reduction 
in Spain's tariffs on many m 


modernisation of Spain and its break up of 
state monopolies. 


take a stake in Repsol, Spain's soon-to-be- 
restructured oil holding company. 

Spanish accession to the EEC has not, 
however, opened up other European mar- 
kets to Latin America. The Community 
gives Latin America a raw deal compared 
with those developing countries that were 
more recently colonies of France and Brit- 
ain. Nothing else was ever really in prospect. 
Spain's former American colonies include 
economies larger than some of Europe's. 
They make products that provide Spain's 
own textile, shoe and motor industries with 
stiff competition. 

Realistically, if not always rhetorically, 


o's men misbehave 


manufactured | | 
goods as well as from the general economic ` 


For ampie Pemex, ^ 
Mexico's state-owned oil producer, might 


by more thawtwö to one; ^ 


some modest successes, a ibn 


^, ing the Community to make its first formal 
declaration of interest in strengthening ties 


with Latin America. Spaniards will try to do 
more when they have the EEC presidency 
during the first paR of 1989. 


The next step 


Other European countries tend to under- 


rate the significance of Spain's recent em- 


phasis on Latin America. There is a natural 
Iberóamerican block, based tore ön a cul- 
tural instinct towards solidarity than any- 
thing else. Latin American votes gave Barce- 
lona victory over Amsterdam in the battle 





` for the 1992 Olympics and Seville over Chi- 
cago for the World's Fair in the same year. 


Spain supported Argentina in the United 
Nations on the Falklands. The Spani 
speaking countries all tend to support eaur 
other when there are jobs to fill in multina- 
tional agencies. . | 

. Put comparisons drawn with the British 
Commonwealth*or France's franc zone are 
misleading: Spain is no mother of parlia- 


ments, no: guardian of currencies. The his 
. toricalties are too ancient, the economic ties 


too slender. The ex-colonial power is also 
not large enough to predominate. Spain's 


economy, $285 billion in 1987, is about the . 
size of Brazil's and a little more than twice 


Mexico's. Mexicans outnumber Spaniards - 
| here is talk of 
proposing: a Spanish-speaking grouping 
(rather like that which links French speakers 
around the world) during the quincen- 
tennial. That is as far as things should go. 
For the time being, hispanidad is proba- 
bly-of greater moment to Spaniards than to 
Latin Americans (though Spain has played a a 
role in limiting the Nicaraguan. conflict, ^ 
instance, and its aid comes in handy). Bu: 
Spain gains confidence in its ability to han- 
dle Europe, its need for a Latin American 
fan club is likely to diminish. | 
By contrast, Latin p eget M a 
bit sceptical—may find that hispani- 
dad. grows on them. For their Latin- 
. ness is what these disparate, competi- 
‘tive and often squabbling countries 
have in. common, not just with Spain, 
but with each other. À more con- 
scious awareness of their Iberian heri- 
tage may reinforce efforts to beat a 
path away from their Anglo-Saxon 
neighbour to the north. Or, given 
that the neighbour becomes less An- 
- glo-Saxon every day, the Iberian heri- 
tage may provide the basis for an en- 
; tirely new relationship with Hispanics 
in the United States. Either way, a 
emocratic, prosperous, Euro-compe- 
| oak given its off- 
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A chance to meet Burma, 
the land the world forgot about 


LYING into Rangoon from Bangkok, 
. passengers are advised to put back their 
watches by 30 minutes, to allow for the 


change in the time-zone. The instruction is - 


precise, but seemingly irrelevant. Time 
seems to have stood still in Burma for at 
least 40 years. It may start to move after this 

:ek's extraordinary events. The Burmese 
. em to have awakened to the fact that they 
are living in a world where other people are 
changing their ways fast, and they may even 
join in some of the changes. 

First, there was the resignation of Gen- 
eral Ne Win. For 26 years he has been Bur- 
ma's autocratic leader. Sceptics say that 
even though he has given up his job as chair- 
man of the Burma Socialist Programme 
party, his word will continue to be law. But 
the general is 77 and tired. He may want to 
spend his remaining time on earth winning 
merit, as a good Buddhist should. 

His last act as the party's chairman was 
to propose to the party congress which be- 
gan on July 23rd that a referendum be held 
to decide whether Burma should end one- 
party rule. The idea was turned down by a 
slightly astonished congress, but it was de- 
bated with an openness that had such Bur- 
mese as know about Soviet developments 
muttering glasnost. Even more encourag- 

gly, the leading voice of dissent, Brigadier- 
veneral Aung Gyi, has not been muzzled, 
despite publishing a series of letters to Gen- 


eral Ne Win in which he bravely criticised, 
among other things, the government's eco- 
nomic policies. 

The new leader, Brigadier-General Sein 
Lwin, who is only 64, was previously in 
charge of Burma's riot police. They have 
dealt with recent street demonstrations in 
vigorous style. Will he turn out to be a youn- 
ger but even tougher Ne Win? Perhaps not. 
Tough he may be, but his brutal words on 
Burma's failing economy (see charts) make 
sense. He told the congress that the country 
suffered from bribery, idle workers and "the 
corruption that exists under different ex- 
cuses". Burma had to tolerate more private 
enterprise (it has little, except street stalls 
and the black market), and to encourage 
joint ventures with foreign firms, which at 
present are forbidden. If the new leader is to 
be believed, Burma's long quest under Gen- 
eral Ne Win for "self-sufciency" —which in 
reality has meant a ramshackle isolation 
oe the world’s markets—seems near its 
end. 

Burma is a country waiting to be made 
prosperous again. It was once a major ex- 
porter of rice (to the British empire, rather a 
long time ago). The teak from Mount Pegu is 
the world’s best. Rubies, sapphires and 
some of the finest jade are found in Burma’s 
hills. Optimists say its oil and gas reserves 
are surpassed only by those of the Middle 
East. Yet Burma now ranks as the world’s 





ninth poorest country in the sad list com- - 


piled by the World Bank. 

Its exports have plummeted, rice is in 
short supply, and petrol has to be imported. 
Most of this state of affairs can be blamed on 
General Ne Win and his cronies. Soon after 
they took power in 1962, they adopted the 
"Burmese Way to Socialism", a mixture of 
Buddhism, international isolation and state 


control of all social, political and economic — - 


activity which, even by the standards of the 


time, was one of the world's crankier 


experiments. 


The riots that the new leader's police- 


men have been putting down began last 


September, after the government declared — 
bank notes of large denomination no longer — 


legal tender. Burma's black market was the 
intended target; ordinary people who had 
kept their money at home rather than trust- 
ing the official institutions provided most of 
the victims. This set off protests about other 
economic miseries. One demo led to an- 
other, demos became riots. Last week the 
minister of home affairs, Mr Min Gaung, re- 
signed after admitting that 41 people ar- 
rested in March had suffocated to death in a 
van during a two-hour ride to jail. At least 
200 people have been killed in recent 
months, maybe a lot more. 

What economic changes Burma will in- 
troduce to ease its poverty—and appease its 
rioters—is not yet clear. The ruling party's 
secretary-general, Mr Aye Ko, added a little 
detail to Mr Lwin's general blessing of pri- 
vate enterprise. He said the party would con- 
sider widening the private sector in agricul- 
ture, mining and transport. Domestic and 
foreign trade would, vaguely, be liberalised. 
Since in Burma the state is supposed to con- 
trol all the means of production, and multi- 


Burma's imports* 
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national companies are anathema, these 
would be important concessions. All the 
same, the government would keep its mo- 
nopoly in teak, petroleum and natural gas 
(the technology of which urgently needs to 
be modernised), gems, railways and airlines. 

Can Burma achieve even the beginnings 
of a modern economy? The government will 
have to demonstrate that it is both able and 
willing to unshackle the talent of its people. 
In a country where bushes grow out of the 
walls of Rangoon government offices, and 
birds nest in the rafters, a powerful will for 
change cannot be assumed. The govern- 
ment's attempt to liberalise the rice trade 
last year was a flop, because it set prices so 
low that farmers did not plant enough. 
When shortages sent the price up, the street 
demonstrations won new recruits. Red tape 
and inadequate banking services stifled the 
attempted export trade. Not a chain of 
events likely to persuade people to take the 
capital they aren't supposed to have out 
from under the bamboo mat. 

The black market is che only successful 
bit of Burma's economy. Teak, rubber, jade 
and heroin flow across the border into Thai- 
land; from Thailand by devious routes come 
all kinds of illegal luxuries, from Scotch to 
shampoo, to be distributed in Rangoon in 
trishaws or the tail-finned relics that serve as 
the capital's taxi fleet. 

If Burma is ever to take its name off an- 
other undesired list—the United Nations 
tally of 41 least-developed countries—its 
currency will have to be devalued sharply; 
the black-market value of the kyat is only 
one-sixth of the official rate. At a deeper 
level the change needs to be even sharper. 
The Burmese are charming to foreigners. 
Their government is not. Japan provides 
most of Burma’s foreign aid, and wants to 
invest. Yet in 1986 the government accused 
Japanese and other foreign businessmen of 
corruption and "encouraging imports", and 
threw them out of the country. 

Both General Ne Win and his successor 
have at least one western taste: they are keen 
golfers. General Ne Win has driven his 
country into the rough. Can General Lwin 
get it back on to the fairway? 





Kampuchea 


A long, long trail 
a-winding 


FROM OUR SPECIAL CORRESPONDENT BOGOR 


HE path to peace in Kampuchea seems 

at last to be clear, although it may be a 
long and tortuous one. It will take the shape 
of a series of meetings intended to achieve 
some defined objectives: to remove the Viet- 
namese occupying army; to transfer power 
from the Vietnamese-installed government 
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Sihanouk lectures Khieu Samphan, Son 


that now sits in Phnom Penh to a new coali- 
tion government; to secure a leading role for 
Prince Norodom Sihanouk; and to prevent 
the Khmers Rouges from seizing power 
again. 

This week the parties who could achieve 
those aims, if they can agree on the means, 
met for the first time since the Vietnamese 
occupied Kampuchea ten years ago. The 
talks, which began on July 25th, were held in 
a Dutch-built palace at Bogor, 40 miles 
north of Jakarta, in Indonesia, with deer and 
security men wandering over the lawns out- 
side. The participants were four 
Kampuchean factions (the Phnom Penh 
government and the government-in-exile’s 
three coalition partners), Vietnam, Indone- 





Sant and Hun Sen 









sia and other South-East Asian countries. 
Despite the peaceful setting, many hard 
words were uttered at Bogor. But there were 
also hopeful signs. All parties except the 
Khmers Rouges—who blocked a joint com- 
muniqué at the end of the conference— 
now agree about the objectives, and little by 
little compromises about the means of 
achieving them are being reached. The 
Khmers Rouges are more isolated than ever 
before. China, which supplies their arms, 
changed its stance a few weeks ago by drop- 
ping a hint that their most infamous leaders 
would have to be prevented from returning 
to power. Then Prince Sihanouk—who 
stayed in Jakarta as President Suharto's 
guest, while his son spoke for him in Bo- 


When Japan says sorry ! 


FROM OUR TOKYO CORRESPONDENT 


EN a fishing boat sank in Tokyo 
bay on July 23rd, with the loss of 
29 lives, after being hit by a submarine, 
the director-general of the Defence 
Agency, Mr Tsutomu Kawara, said he 
would offer to resign. The resignation is 
expected to be accepted. Although Mr 
Kawara could hardly be blamed for what 
appears to be a mistake by the subma- 
rine's crew, his gesture of contrition was 
expected. It is a Japanese thing that out- 
siders sometimes find puzzling. 

No one expected the American de- 
fence secretary, Mr Frank Carlucci, to re- 
sign when the Vincennes shot down an 
Iranian airliner early this month, killing 
290 people. Had he been a Japanese, his 
job might have been forfeit. When Japan 
Airlines suffered the worst civil aviation 
disaster, the crash of a Boeing 747 into a 


| mountain in Japan in August 1985 (520 


people died), the airline's president, Mr 
Yasumoto Takagi, resigned. One of Mr 
Kawara's predecessors in the Defence 
Agency, Mr Keikichi Masuda, resigned 
in 1971 after a collision between an air- 
liner and a fighter, which killed 162 
people. 

Such resignations are more than a cu- 
rious oriental formality. In Japan's 
shame-not-blame society, the resignation 
of the top man expunges the mistakes of 
his subordinates, who may remain in 
place. One thing that confused Ameri- 
cans during the scandal over Toshiba 
Machine's sales of high-technology se- 
crets to Russia was that the top men of 
the parent group resigned and thought 
that would be an end to the matter. 
Americans sought further retribution 
through sanctions against Toshiba. The 
Japanese could not understand why. 
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gor—distanced himself from his Khmer 


Rouge coalition partners by once again re- 
signing from the presidency of the govern- 
ment-in-exile, forcefully denouncing them 
as he did so. Although Mr Khieu Samphan, 
the Khmer Rouge leader, had worn a big 
smile when he arrived in Indonesia for these 
talks, he sat in silence during most of them. 

There was a slow shuffling towards 
agreement about how a new Kampuchean 
government might be set up. Mr Hun Sen, 
the head of the Vietnamese-backed govern- 
ment, proposed that a "national reconcilia- 
tion council" should supervise elections. 
True, a similar proposal had been rejected 
earlier this year by Prince Sihanouk, who 
has called for the dissolution of the Hun Sen 
government before any election takes place. 
But this time Mr Hun Sen sweetened his of- 
fer by saying that the prince could head the 
council. Further sweetness may follow. 

Prince Sihanouk, who conferred with 
...€ exiled government's prime minister, Mr 
Son Sann, and others in Jakarta, no longer 
demands the creation of an international 
peacekeeping force to supervise elections 
and keep the Khmer Rouge guerrillas at bay. 
That demand had posed a sticky problem. 
Nobody is eager to take on the guerrillas, 
who have inflicted thousands of casualties 
on the Vietnamese occupying army. 

If there is to be no peacekeeping force, 
how will the Khmers Rouges be restrained? 
The prince envisages an army provided by 
all the four Kampuchean factions, in which 
his own forces and those of Mr Hun Sen 
would be given enough increased strength 
to enable them to outweigh that of the 
Khmers Rouges. But great efforts would be 
required to achieve this: at present, com- 
pared with the Khmers Rouges, the Siha- 
nouk and Hun Sen forces both look puny. 

Other big questions remain | unan- 
swered. Nobody is sure about the sincerity 

Vietnam's promise to withdraw its 
troops. Its foreign minister, Mr Nguyen Co 
Thach, said at Bogor that it would bring for- 
ward the withdrawal by nearly a year, that is, 
to early 1990, But he was still dragging his 
feet on some important issues; in particular, 
he remained unwilling to talk directly to 
Prince Sihanouk. 





country (to the gratification of Thailand, 

which would thus have a "buffer state" be- 

tween it and the Vietnamese troops), while 

the fertile farmland in the east would remain 
* under Vietnamese control. 

What next? The objectives may be set- 
tled, but it will probably take at least an- 
other year to agree on a plan to achieve 
them. Pressure for progress may, however, 
increase now that China, hitherto the pa- 
tron of the Khmers Rouges, and Russia, the 
patron (and heavy subsidiser) of Vietnam, 
have agreed to hold talks of their own on the 
specific subject of the Kampuchean conflict, 
instead of merely including the topic in their 
general "normalisation" talks. These new 
Soviet-Chinese talks are expected to start at 
the end of August. 


India and Sri Lanka 
The Tigers dig 
their claws In 


YEAR after India sent its soldiers into 

Sri Lanka, that unfortunate country is 
still in the grip of civil war. For India’s prime 
minister, Mr Rajiv Gandhi, this is a dis- 
heartening comment on his long and pa- 
tient pursuit of a peacemaking plan based 
on a mixture of force and negotiation. For 
three months, while the Indian troops have 
kept the Tamil Tiger guerrillas under pres- 
sure, Indian intelligence officials have held 
talks with Mr Sadasivan Krishnakumar, the 
Tigers' representative in Madras, the capital 
of India's Tamil Nadu state. The aim of the 
Madras talks has been to find a formula that 
will induce the guerrillas to surrender their 
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arms and allow elections to be held in north- 
ern and eastern Sri Lanka. 

In early July it looked as if Mr Gandhi's 
strategy was going to succeed. Many of the 
Tigers’ arms caches had been seized, the 
main channels through which they used to 
obtain weapons had been blocked, at least 
200 of their best fighters had been killed or 
captured, and intercepted messages revealed 
low morale in their ranks. Meanwhile, the 
negotiators in Madras were already discuss- 
ing the duration of a ceasefire, the number 
of weapons the guerrillas would hand over, 
and the deadline by which they would be 
handed over. And on June 30th Sri Lanka's 
President Junius Jayewardene had renewed 
his offer of an amnesty for Tigers who laid 
down their arms. 

On July 10th, however, the Sri Lankan 
government issued a statement repeating 
that the proposed merger of the island's 
Northern and Eastern provinces would be- 
come permanent only if the people of East- 
ern province (where Tamils are a minority) 
approved it in a referendum to be held not 
more than a year after the election of a joint 
council for the merged provinces. This state- 
ment touched on the most sensitive element 
in the India-Sri Lanka agreement of July 
29th last year. 

Sri Lanka's Tamils had long demanded 
the creation of a single "Tamil homeland" 
comprising both provinces. Until last year 
the government in Colombo had refused to 
consider the merger, fearing that it would be 
a stepping-stone to secession. When Mr 
Jayewardene accepted its inclusion in the 
July agreement, he insisted on making the 
permanence of the merger conditional on 
ratification by a referendum in Eastern 
province. The Indian government was not 
happy about this, but it hoped Mr 
Jayewardene would postpone the referen- 
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The optimistic view is that the Vietnam- 
ese are making concessions slowly in order 
to get the best bargain with Prince Siha- 
nouk. They would like him to make a com- 
plete break with the Khmers Rouges and 
line up with Mr Hun Sen. Since last Octo- 
ber they have been making a series of small 
concessions. They have said, for example, 
that they would endorse the prince's de- 
mand that the future Kampuchea should be 
"neutral and non-aligned". Some pessi- 
mists, however, suspect that the Vietnamese 
may be thinking of withdrawing their army 
only from western Kampuchea. They would 
assume that the Khmers Rouges would 
quickly take over the western half of the 
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Tiger leader Prabhakaran wins loyalty 
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dum and let the issue fade away. 
However, the Sri Lankan president was 


left with little room for manoeuvre when the 


Tamil guerrillas proved intransigent and the 
island’s Sinhalese majority began to react 
angrily to the presence of the Indian troops. 
The statement issued on July 10th was evi- 
dently meant to reassure the Sinhalese, on 


- the eve of four by-elections in which the rul- 


ing United National party was to face a chal- 
lenge from Mrs Sirimavo Bandaranaike's 
Freedom party. On July 13th the Tigers said 
they did not accept this condition for the 
merger of the two provinces. At the same 
time their London office accused India of 
betraying the Tamils’ interests. 

Officials in Delhi say the Madras talks 
have merely “hit a snag”. However, in talks 
with The Economist in Madras, the Tigers’ 
spokesmen have made it clear that the 
merger issue is not the only one on which 
they want changes. They are unhappy about 
an amendment to the Sri Lankan constitu- 
tion that was adopted in April. 

This 13th amendment empowers the 
president to declare an emergency, in any 
part of the country, for a wide range of rea- 
sons. In the past, Mr Jayewardene has made 
much use of emergency powers. The Tamils 
fear that the 13th amendment will make 


— Tamil autonomy permanently subject to a 


Sinhalese veto. They have made it clear that, 
unless India puts pressure on Sri Lanka to 
revise the 13th amendment, it would be sui- 
cidal for the Tigers to surrender their arms 
to the Indian army. 

Hitherto, the Indian government has 
been inclined to see the Tigers as gunmen 
who are afraid to lay down their arms be- 
cause they do not know how to face the un- 
certainties of peace. Guerrillas often prefer 
to bite into cyanide pills rather than be cap- 
tured, and remain unswervingly loyal to 
their leader, Mr Velupillai Prabhakaran. So 
Indian spokesmen tend to treat the political 
issues raised by the Tigers as attempts to 
rationalise what is primarily an attitude of 
mind. This may have been true a year ago, 
but is less clearly true now: the guerrillas 
may have some rational cause for fear. 

-. So the most that the Jayewardene gov- 
ernment will concede still falls short of the 
minimum the Tigers will accept. Mr Gandhi 
faces a difficult choice. He can order an all- 
out onslaught on the Tigers; or he can con- 
cede the validity of their objections to the 
present scheme of devolution, and put pres- 
sure on Mr Jayewardene to introduce safe- 
guards. He seems to have chosen the first 
course. Operation “Checkmate”, the latest 
of the assaults on guerrilla in the 
north, has been intensified and several Ti- 
ger commanders have been killed. 

In the long run, however, a policy of 
bashing the guerrillas has its limitations. 
The fears the Tigers voice are shared by 
many non-combatant Tamils in Sri Lanka. 
The more the Indian troops succeed in 


24 


weakening the guerrillas, the more India will 
make itself morally responsible for the fu- 
ture welfare of Sri Lanka’s Tamils. That 
could mean a long involvement in the is- 
land’s affairs. The Indian government may 
find satisfaction in a great-power role; but 
not all Indians find the prospect attractive. 





China 
Freeze a bit, melt 
a bit, stir 


FROM OUR CHINA CORRESPONDENT 


A THIS time of the year, when Beijing 
becomes a dusty furnace for its 6m in- 
habitants, China's leaders escape 150 miles 
eastwards to the seaside resort of Beidaihe. 
Between swims and banquets China's great 
and good decide what they wish to do in the 
year ahead. What this meant for the toiling 
masses last year was higher prices, especially 
for food. 

The coming year may be different. This 
week, the State Council —China's cabi- 
net—announced that in order to check ris- 


ing inflation there will be no more "price re- 
forms", a euphemism for price rises, for the 
rest of 1988. This announcement was cou- 
pled with. the contradictory news that the 
prices of cigarettes and liquor, including 
beer, will not be controlled. A packet of 
Stone Forest or Yellow Ginseng will go up 
by as much as 29096; the price of maotai, a 
spirit that tastes like aviation fuel, will rise 
six times above last week's state-controlled 
20 yuan ($5.40) a bottle. The explanation, 
from Mr Yuan Ma, the council's spokes- 
man, is that dearer tobacco and alcohol will 
have little social impact "because most buy- 
ers are government organisations and those 
individuals with high incomes". 

China, arthritic after 40 years of central 
planning, still finds the idea of market prices 
hard to understand. Some of its leaders, the 
collective rhetoric notwithstanding, would 
prefer to return to the old ways, when prices 
were controlled, supply fixed and dema: 
ignored. Even gung-ho reformers (amoi.,, 
them the party leader, Mr Zhao Ziyang) con- 
cede that the economy is overheating. The 
government says that wages rose by 17.2% 
and prices by 13% during the first half of 
this year, compared with the same period in 
1987. Last month prices were 19% higher 





R DAVID RUSSELL went to 

Buckingham Palace this week to 
deliver a petition that draws the Queen's 
attention to "false and misleading state- 
ments" by the Hongkong government. 
Mr Russell is an architect who works in 
Hongkong, and is something of an odd- 
ity in that city of instant architecture. He 
and his fellow-preservationists want to 
save from demolition the few remaining 
buildings of old Hongkong. 

So far the preservationists have not 
had much success. The gracious Hong- 
kong Club has gone; so has the magnifi- 
cent railway station. The present battle is 
for Hongkong's only synagogue, a build- 
ing of agreeable appearance put up at the 
turn of the century. It is planned to re- 
place it with two tower blocks. 

Surprisingly, perhaps, the people of 
Hongkong do have laws that are sup- 
posed to save their heritage. The colo- 
nys grandly named Antiquities Advi- 
sory Board is a government body. lt 
seems, though, that the Hongkong gov- 
ernment takes little notice of this board, 
which voted against demolishing the syn- 
agogue. Mr Russell is a member of one of 
the antiquities board's committees. The 
"false statements" he and other petition- 
ers complain of concern the Hongkong 
government's briefing to the board and 


to the Executive Council, which takes 
Ene ae eee 


Telling it to the Queen 























the big decisions in the colony. 

Mr Russell is, he says, not merely try- 
ing to save an old building. He is protest- 
ing against the Hongkong government's 
indifference to complaints about practi- 
cally anything, and the lack of any inde- 
pendent body to which it is accountable. 
Turning to the monarch when all other 
remedies have failed is a treasured tradi- 
tion. But Mr Russell hopes that some 
more modern system of last resort can be 
put in place before Britain hands Hong- 
kong to China in 1997. 
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recommended for people who don't wish to lose sleep at night. 
° Entrusting the job to a company with impeccable credentials will ensure 
pleasant dreams. + 
. Barclays International Funds is an offshore investment arm of Barclays 1 
Bank, one of the largest clearing banks in tbe UK, m : 
For 15 years and more we have handled a = 
wide range of investment funds through Jersey in a" 
the Channel Islands. p 


High income four times a year. 


Our UK Gilt Fund is a managed portfolio 


of government stocks. It is invested to give you a y 
high level of interest - currently 10.9%* - combined . 
with relative security of capital. | F 
Income is paid quarterly in pounds sterling. - 
Importantly, we only invest in securities | 
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* The price of shares and the income from them can, of course, go down œ 
as well as up. 
With Barclays International Funds, however, you will be secure in the UA 
v. knowledge that your money is in good hands. + ` 
To find out more about our UK Gilt Fund, send off the coupon today. ^ a 
Ay at 15ih July 1988 a 


* ; [^ Eq. uL MEER T e Ae Ee M e: - 


Send to: Richard Roberts, Barclays International Funds, Department E/25/7, PO Box 152, 








| 1 Charing Cross, St Helter, Jersey, Channel Islands. Telephone: 0534 73741. | 

* | Please send me further details of your UK Gilt Fund and the otber Funds im the Barclay: | * 
International Funds range 

| e : | b 

| Nam — ——— slt M EM | ! 
? | - I- Ww 

| Address TERNATIONAL | | 
* | JANI © 

a am considering investing the sum of £ im" 

These investments have not been registered snder the Securities Act of 1933 of the United States of America and they J 

are not available either directly or imdtrectly to residents of or citizens of the USA, itt territories or possexsiont , 

THE ECONOMIST JULY 30 1988 25 k 





"han : in June last year, the highest inflation 
. ever admitted since the 1949 revolution. 
Those with long memories recall that the 


A Communists came to power in 1949 partly 


because of the rampant inflation under the 
. Nationalist regime of Chiang Kai-shek. 

Corrupt officials, always a feature of 

- Chinese life whatever the system of govern- 

ment, are as adaptable as ever. This week a 

| government employee in Beijing was exe- 


| cuted for running a racket in colour televi- 


sion sets. He had taken 123,000 yuan in 
bribes between 1984 and 1985— which is 85 
. years of an ordinary worker's earnings. A 
- survey of small and medium-sized firms in 
.. Shanghai disclosed that almost half of them 
bribed officials for favours. China's press is 
filled with such tales. Publicity is supposed 
to inspire ordinary people to denounce the 


— corrupt. But ordinary people are liable to de- 


nounce the system of freer enterprise that 
conservative Communists blame for some of 
the corruption. 

Mr Zhao and his patron Mr Deng Xiao- 
ping argue that so many people have experi- 
enced the benefits of reform that there can 
be no turning back. One explanation of- 
fered for the doubling of air fares in China 
this month is that China does not have 
= enough airliners to carry all the Chinese 
who can now afford to fly. But the sudden 
- decision to freeze prices shows the size of the 

i problems faced by the reformers, who have 
. to make their peace with the conservatives 


- on the State Council, led by the prime min- 


ister, Mr Li Peng. 
. Some lively debates are going on at 
Beidaihe between the banquets. One report 
says that Mr Zhao wants a 50% devaluation 
of the yuan, a 20% rise in workers’ pay (to 
quieten moans about rising prices) and an 
end to the system of automatic bonuses. 
= This would increase exports and dampen 
the currency black market, but only at the 
- cost of importing still more inflation. Take 


- another cold swim and think it over. 





Thailand 
Prem says no 


TI WAS a lacklustre election campaign, 
but what followed had the sparkle of 
pure surprise. Thailand's prime minister, 
. General Prem Tinsulanonda, declined an 
_ invitation to serve another term of office 
even though the election had given him 
good reason to stay. The general was re- 
ported to think that his eight years and five 


. months running the country had been 


enough. In any case, he had “personal rea- 
. sons" for not continuing. 

As in the past, General Prem was not 

himself a candidate in the election on July 

. 24th. The parties which provided the core 

of his previous coalition were returned as 


A Ungi of SlsUstics 


N 1983 India had 46m hectares of for- 
est. Since then its villagers have been 
busily cutting them for fuel—yet lo, to- 
day it has 64m hectares, almost a fifth of 
its land area. Rope trick? New miracle 
strains of banyan, perhaps? No: the sta- 
tistical bug that in the 1960s put India's 
grain harvests at 80m tonnes or 66m, or 
| vice versa, depending where and how 
you counted what, has struck again. 
| Both tree counts in fact come from 
| one time and source: a 1980-82 satellite 
survey. The trouble arose in interpreting 
its results. The satellocrats found only 
46m hectares and said so publicly, in 
1983. Phooey, said the Forest Survey, 
64m. And foresters know about forests, 
do they not? So officialdom lately. re- 
vealed the truth: 64m it was. No one 
really believed (but wait for the next the- 
sis from the Sawmill Institute of Log- 


ology) that 18m hectares had burst into = 


branch overnight; but at least the forest 
crisis was that much less advanced. 

The truth? Well. A closer look shows 
that both parties agreed that India had 
36m hectares of good, "closed" forest. 
But what did that mean: 30%-plus of tree 
cover (the satellite men) or 4096-plus (the 
foresters)? As to "open" forest—from 
one or other figure down to 1096—no 








Eight years is enough 


the dominant block in the new parliament. 
Chart Thai ("Thai Nation"), best known 
for its links to business and the army, 
emerged as the biggest party in parliament, 
with 85 seats, and the Democratic party 
came in second. These two worked out a 
deal with three other parties which will give 
the alliance a majority in the 357-seat lower 
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one agreed at all: the boffins found only 


10m hectares, the foresters 28m. 


A cynical person might look to earlier 
figures for an explanation. Not so long 
ago, it was reckoned India had about 
70m hectares of trees. A sudden lopping 
of 24m of them might not have spoken 


- wonders for the various state forest de- 


partments, whose job it is to protect 
them, might it? Perish the thought, and 
be grateful for satellites. That 70m was 
itself pure jungle-juice, brewed in the 
days when “forest” meant “area put by 
law under the jurisdiction of the forest 
departments” and, come axe come fire, 
did not vary for decades. | 


house. This done, they went along to see 
General Prem to offer him the prize. To 
their astonishment, he turned them down. 
The deputy prime minister, Mr Chatichai 
Choonavan, the leader of the Chart Thai 
party, seemed likely to get the top job. But 
the speaker of parliament refused to let his 
nomination go up to the king. 

General Prem called the election w 
avoid a parliamentary debate on a no-confi- 
dence motion. Had the debate gone ahead, 
the prime minister was expected to be at- 
tacked, with some rather personal ruderies 
about his sex-life included in the attack. He 
may have feared a fresh attack early in the 
life of the new parliament. 

The general had also been upset by de- 
mands for an elected prime minister. On 
July 27th, when General Prem's decision be- 
came known, some 3,000 students had just 
demonstrated peacefully to that effect in 
Bangkok. If Mr Chatichai does yet become 
prime minister, they will have what they 
want. But opposition demands that the con- 
stitution be changed so that all future prime 
ministers would have to be elected are 
clearly optimistic. After years of military 
coups, Thailand's cautious edging toward 
democracy evidently still has some longish 
Way to go. 














How long can the voters 


WASHINGTON, DC 


The trout fishing in Wyoming 
| was good last week: Mr George 
3, Bush and Mr James Baker caught 
| “lots”. Returning to the real 
"' world cannot have been fun. Mr 
E Bush was down in the polls again. 

“His progress in an opinion polls has 





_. been Sisyphean. By early June he had greatly 


reduced Mr Dukakis’s strong early lead, 
aided by the Moscow summit a the 
_ Massachusetts budget. Then the gap opened 
-. up again to 12-15 percentage points in mid- 
June. The vice-president’ inched back up 


throughout July. In one poll, taken ten days” 
before the Democratic convention opened 


= on July 18th, the Republican was ahead by 


three points. Now the boulder has rolled. 


back down the hill. Impressed by the Demo- 
. crats' unity-fest in Atlanta, voters are now 
. telling pollsters that they prefer Mr Dukakis 


<> by a margin of up to 17 points. 






"Republicans are starting to worry about 
“those polls. It is not so much the size of Mr 
Dukakis's lead that scares them as its persis- 
tence: After all, it has not been a summer of 








resist Bush's bait? 


bad news for the near-incumbent Mr Bush, 
Ofthe two thorns that were in his side in the 
spring, General Manuel Ántonio Noriega 
and Mr Edwin Meese, one has gone silent 


while the other has been drawn. And peace 


is breaking out all over the world. Mr 
Mikhail Gorbachev behaves like Mr Rea- 
gan's best friend. The Soviet army is with- 
drawing from Afghanistan. The ayatollah is 
suing for peace and, however disingenu- 
ously, blaming America for it. Wars may 
also be ending in Angola and Kampuchea. 
Even the elusiveness of peace in Nicaragua 
can be made to look more like Congress's 
fault than the administration’s. 

None of this good news seems to rub off 
on Mr Bush. In foreign affairs, good news is 
no news as far as the American election is 
concerned. Only when things are going 
badly— Vietnam in 1968, Russia and Iran in 
1980— do events abroad influence voters in 
America. Or, as the Republicans would put 
it, Mr Reagan has been too successful for his 
vice-presidents own good. Rather than 
thanking the Republicans for ridding the 


any t rate, on the- successes pt the per 


tion ia Been dct E iei fron 


in the primaries. 


-something they are loth to do to Mr Reaga 








world of dispone T voters merely : 
worrying about lizards. ^ f | 

The voters are supposed to be preo 
pied by the economy. Yet here'too thi 
look pretty good, at least in th short 
Unemplo oyment has fallen to i : 
in 14 veàrs, 5.396 of the wor 
tion, at an annual rate of 4. 
half of the year, is miote or-less 
trol. Barring a crisis, Mr Reagan 
become the only American pi 
the second world war to le 
both inflation and unemplo 
than when he was elected. Gro 
and even the trade deficit is w 

Yet Americans are not in an es 
optimistic mood. Mr Bush's own pol 
that voters think they are better off but w 
to change course. The federal budget d 
which used to spark little interest, is now so 
much to the forefront that virtually È 
speaker at the Democratic convention men- 
tioned it ("This government has run up 
more debt in eight years than did previot 
governments in 200" was a favourite way of 
putting it). Even Mr Bush feels obliged t 
promise a balanced budget by 1993. > 

It is a hollow promise. He vows to’ ho 
defence spending steady in real terms, not 
touch pensions, freeze discretionary spend- 
ing on other programmes “flexibly”, and 
pay for a $2.2 billion child-care program 
Yet he also vows never to increase taxes. 
The economic growth needed: for all this 
and a budget balanced by 1993 would be | 
prodigious indeed. Yet none of this can. 
bother the voters, for Mr Dukakis's planto 
balance the budget is so unspecific as to be 
equally unpersuasive. 

Mr Bush's poor. showing in the” p 
may have simpler causes. First, some peop 
simply want to give the other guy a cha nc 
Second, the voters do not think of Mr B 
as the incumbent or of the election as. 
erendum on the’ past eight yeats—n 





















































































































Democrats; and from his. Republic 


When pollsters ask voters what. 
think of the candidates, Mr Bush dra 
unfavourable response from more p 
(40%) than rebuked even Mr Georg: 
Govern or Mr Barry Goldwater at this 
of their doomed campaigns: The Democra 
delight in making Mr Bush seem ridiculou 


taunting him with charges of slavish loyz 
invisibility at critical monients ("Whet 
George?” they chanted in Atlantayae | 















A attempts 1 to project macl ismo. i 
The issues that the election is beginning 
o turn on could belong to either party. 
hey are principally: middle-class concerns: 
he cost of mortgages, the quality of educa- 
ion, the dangers of crime and drugs, above 
the problems of holding a family together 
ile both parents work. On these the Dem- 
ts have set the agenda. Day care—how 
look after children while their mother is 
work—is typical. It is a women's issue. 
out 2m more women than men will vote 
his November and, on current trends, they 
I vote Democratic by a large margin. Mr 
sh faces a (fender avid in the pos far 






^. WASHINGTON, DC 


UESSING a presidential candidate’s 
! choice of running-mate is a hazard- 
‘ous business: witness the way Senator 
Lloyd Bentsen was ruled out by almost ev- 
ery pundit before he was chosen by Mr 
Michael Dukakis. Predicting the Republi- 
can number two is no easier. Vice-Presi- 
.. dent George Bush says he wants to keep 
. hischoice secret until the Republican con- 
. vention in New Orleans, which starts on 
_ August 15th—an attempt to keep some of 
< America's television sets switched on dur- 
.. ing that week. He also says he has no need 
| for the public auditions and long ques- 
< tionnaires favoured by Mr Dukakis. 
— Yet a short-list he does have. His crite- 
. ría are compatibility, loyalty, readiness to 
_-be president: in short, he says, another 
- George Bush. Like hie opponent's, his 
short-list is drawn from among his rivals 
for the nomination, his favourite politi- 
cians, and some eminent members of 
‘Congress from big and electorally signifi- 
cant states, Once again, the usual 
suspects: . 
. «Senator Bob Dole (Kansas) has p. 
| ji: despises the job of vice-president (“n 
- heavy lifting"), but is reported to be D 
|]. with the Senate and to see a place on the 
] ticket as a last chance (he was 65 last week) 
. to fulfil his ambition to be president: if Mr 
: Bush loses, he might inherit the nomina- 
tion in 1997. 
E g Popular in the farm belt, where Mr 
| Bush is weak. Appeals to Democrats 
zm ‘independents, while not offending 


. good, he could help to offset-Mr Bush's 
| upper«rust image. Witty and well known. 
| Campaign for president was a quar- 
[9 relsome shambles. Although he has 
since made his peace with. Mr Bush, cam- 
paigning for him around the country, the 
animosity between them during the win- 
ter would make good footage for Demo- 
. cratic: television commercials. Has. failed 








greater than Mr Reagan s. EON 
Mr Bush is getting the ustial advice: get 

specific, get aggressive, talk about issues. He 

is taking some of it. Last pone he laid out a 


the right wing. A. poor boy who made: 








plan for day care to rival the Democrats’ 
measure now before Congress. That re- 
quires direct government spending on day 
nurseries. Mr Bush's $2.2 billion. scheme 


uses the conservatives’ prefered way: a tax 
credit. A family with at least one parent. 
working would have $1,000 a year knocked ` 
off its taxes for each child under four, to. 
help pay for day care (a family owing no taxo 
would receive $1,000). He would phase the | 





credit in, lower-income famili ies first. x 


to shed a reputation as short-tempered - 


hatchetman (“stop lying about. amy 
record,” he snapped at Mr Bush on televi- 
sion in New Hampshire) acquired. as Mr- 
Gerald Ford's running-mate in 1976... - 
Representative Jack Kemp (New 
York) makes no secret of his availability 
for the job. By running for president this 
year, he has forgone his chance of a seat in 

the next Congress. 
Ran a clean, polite campaign. Loved 






by conservatives, Still considered by ` 
many to be Mr Reagan's natural heir, 
thanks to his emphasis on low taxes, free 


enterprise and distrust of the Russians. 
Eager to welcome blacks and the ideologi- 
cally impure into the Republican fold. 


Campaign fizzled out; not even in- 


tailor-made New Hampshire could 
he draw enough votes to come near to 
winning a primary. Talks over people's 
heads, often tediously about ce 
monetary issues. Too conservative for in- 
dependent voters in the middle. 
_. Senator Nancy Kassebaum (Kansas) 
has the right. pedigree. Her father, Alf 
Landon, ran against Roosevelt in 1936; he 
died last year aged 100. | 
A woman—useful to narrow the 
"gender gap". As a moderate Re- 
publican, could draw some Democrats: 
her voting record is similar to Senator 
Bentsen's. | 
The right would bé furious, far 
»i more so than the left of the Demo- 
cratic party was at the choice of Mr Bent- 
sen. Did not support Mr Reagan until he 
was elected, a crítical test. Supporters of 
the Rev Pat Robertson might make a 
scene at the convention. No Cicero. | 
Senator Alan Simpson (Wyoming), 


. Mr Dole's deputy in the Senate, would be - 
. popular with both wings of the party. 


Good speaker with earthy, western. 
wit. Has a reputation for getting his 






` „grants Mr Du takis. California's 47 elec- . 


I»! 


bus bland leading the blan H 


CI "Un fedhionábly adio: and stat- 
rl ist. 


. tion governor" for the. would- be ' 'educa- 


shire), a southern ex-governor (Lamar 





way in Congress on such difficult issues as 






































































correct some eof the omissions e de Rowan 
years. He has e to put a Hispanic in 
his cabinet, push for a law against AIDS 
discrimination and rewrite the conflict-of- 
interest rules that cover federal employees 
(code for no more Meeses). But in all these 
issues he is on the defensive. And he has yet 
to find a new charge that will stick to the 
Democrats. The Republican National Com- 
mittee, which has just. started to air a new 
series of television commercials, has had to 
go back to the dark days of 1980; and memo- 


“continued on page 41 > 








aaa aaa aa a a 


| Whom will Bush take to the ball? - 





T Who. cares which "a Wyoming: 
E three elec ‘OTs V ote! — 

_. George: Deukmejian 
Californie is the highest Republican of- 
fice-holder in the. country’s biggest state. 

| -Armenian-immigrants to 
the son-ofGreek-immi- 








"balance | 


toral votes cou ET ^ cial : ina close” 
election. | re 

Says he does" not. want “he ob, 
partly because it would leave. the 
governorship in the hands of his Demo- 
cratic deputy. So boring that. it. would: be. 








. Governor Jim Thompson (lllinois) 
is the only other governor of one of the 
biggest half-dozen states who.is neither a 
Democrat nor ruled out by his bungles (as 
those of Texas and Florida are). © 
| | Illinois could prove marginal ux 
.outhim. - | 








Has not achieved much as 
governor. i 
Governor Tom Kean (New Jersey) is 
the convention's keynote speaker. 00 
_A friend of Mr Bush. Known for his . 


. School reforms, could be an "educa- 
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tion president”. 
Country-club i image t too des to Mr 
Bush'sown. . . 

Mr Bush’s list also contains some out- 
siders: two western senators. (William... 
Armstrong of Colorado and John ` 
McCain of Arizona), a New England gov- 
ernor (John Sununu of New Hamp- 


Alexander of Tennessee) and a clutch of | 
women. -Among them are Mrs Sandra 
Day O'Connor, a justice of the Supreme | 
Court, Mrs Jeane Kirkpatrick (a former | 

ambassador to the United Nations), Rep- 
resentative Lynn Martin of.lllinois, | 

and—if he cannot stomach . her Y 





E husband—there | is always Elizabeth E 


Dole, who was Mr Reagan's transport sec- 
retary: | ntil last year. ; 





ries of inflation, unemployment and energy 
shortages, to terrify the voters. 

Mr Bush need not be unduly worried 
about the opinion polls. With his conven- 
tion about to dominate the airwaves in Au- 
gust, he is bound to rise in the polls. The 
Democrats’ lead is far from secure. And the 
good news of peace and prosperity may start 
to sink in, especially if American hostages 
return from Lebanon. 

Mr Bush will soon welcome his trusted 
adviser and one of the Reagan administra- 
tion's more successful members, Mr James 
Baker, the treasury secretary, to run his cam- 
paign. And, once the convention is over, he 
will be able to take his campaign to the 
country again. At present he has spent virtu- 
ally all that he is allowed to spend before he 
is officially nominated. 





mpaign finance 


Embarrassment 
of riches 


T WILL come as no surprise to aficio- 

nados of America's baffling campaign-f- 
nance law to learn that Senator Lloyd Bent- 
sen's dual run for the vice-presidency and a 
Senate seat in Texas is promising to tie law- 
yers, government officials and. campaign 
staff in knots. As soon as the Democratic 
convention was over, Republican lawyers 
began making as much hay as they could out 
of Mr Bentsen's two campaigns, using an 
election law that most of them despise in the 
first place. 


Bentsen, the lawyers' friend 


THE ECONOMIST JULY 30 1988 








Two laws, actually, and there lies the 
problem. Mr Bentsen, a master at fund-rais- 
ing, is subject to one set of rules in his Sen- 
ate race and another in his bid for the vice- 
presidency. As a Senate candidate, Mr 
Bentsen can raise as much money as he likes 
and spend as much as he wants. He has 
nearly $4m set aside for that purpose, with 
the likelihood of much more to come. 

But in the other race, Mr Bentsen and 
Governor Michael Dukakis are entitled to a 
lump sum of $46.1m from the government. 
Government money may not be used in a 
Senate race; private (Senate) money may not 
be used in a race for the presidency or vice- 
presidency once government money has 
been provided. How, ask the Republicans, is 
Mr Bentsen to ensure that the spending in 
one of his campaigns does not affect the out- 
come of the other? 

The first move was a formal complaint 
to the Federal Election Commission (FEC), 
the government's rather impotent election 
agency (headed by three Republicans and 
three Democrats, and requiring four votes 
to make a decision). The Republicans 
claimed that Mr Bentsen's Senate money 
gives the Dukakis-Bentsen ticket an illegal 
boost. They want the FEC to deduct the 
money that Mr Bentsen will spend on his 
race for the Senate from the $46.1m due 
from the government. The complaint was 
filed by Representative Beau Boulter, Mr 
Bentsen's opponent in the Senate race, and 
by the National Republican Senatorial 
Committee. 

Mr Boulter and the committee also 
asked the FEC not to give Mr Dukakis and 
Mr Bentsen their $46.1m until the issue has 
been resolved. The FEC dismissed that re- 
quest on July 26th, and told the Treasury 
Department to give the Democrats their 
money. The complaint, however, is pending 
and, given the time-consuming legal protec- 
tions that members of Congress gave them- 
selves when they created the FEC, is not 
likely to be resolved soon. The Republicans 
say they will carry their skirmish to court. 


Whatever happens, Mr Bentsen's staff will 


have to run his two campaigns with care. 

In the meantime, the Democrats have 
been criticised for rounding up as much 
"soft money" as they could get their hands 
on during the convention in Atlanta. Soft 
money is money that, loosely speaking, does 
not apply to federal elections (and is thus 
not subject to limits or disclosure rules). It is 
used, among other things, for bolstering po- 
litical parties at the state level. Critics (but 
not, this time, the Republicans, who have 
few objections to "soft money") point out 
that it is difficult, or at least incompetent, to 
spend money bolstering a party in a state 
without affecting the party's federal candi- 
dates in that state. Is it any wonder that the 
election law is sometimes called the “Law- 
yers and Accountants Relief Act”? 





AMERICAN SURVEY 
The press 


oource for 
the goose 


MINNEAPOLIS 


LL journalists know. that when man 
bites dog that is news. When the man is 
a source and the dog is a journalist that is 
real news. Hence the howls of pain that have 
greeted the award of $700,000 damages to a 
man whose name appeared in print as the 
source of a story after he had been promised 
anonymity. The freedom of the press, it is 
said, is at stake. 

A jury in a state court in Minneapolis 
decided on July 22nd that Mr Dan Cohen 
deserved damages of $350,000 each from 
the Star-Tribune in Minneapolis and the St 
Paul Pioneer Press Dispatch. The cause of 
the damages was a story published in the last 
days of the 1982 election campaign for the 
governorship of Minnesota. Mr Cohen, 
who was working for the Republican candi- 
date, gave these newspapers' political re- 
porters copies of court documents showing 
that the Democratic candidate for lieuten- 
ant-governor (elected a few days later) had 
been convicted of petty shoplifting 12 years 
before. They agreed not to use his name as a 
source. 

Instead, and over their own reporters' 
protests, editors of both newspapers identi- 
fied Mr Cohen, who was then sacked from 
his advertising job. The editors believed that 
the story's source was so germane that they 
had a duty to break their reporters' pledges 
to avoid misleading their readers. 

Sometimes journalists go to jail rather 
than reveal their sources (one stands ready 
to do so in Georgia this week). In 26 states 
their right to respect the confidentiality of 
those they talk to is protected by "shield" 
laws. In these states the general freedom of 
the press is judged to be more important 
than the particular interests of justice in any 
given case. 

Few now dispute that it was a breach of 
ethics to name Mr Cohen. Yet that, the edi- 
tors say, is different from a breach of the 
law. The fear is that, if the decision stands 
(appeals will follow), it will inspire a host of 
lawsuits by sources claiming any slip (in, for 
instance, quotation) to be grounds for 
breach of contract. 

The editors argue that the judge, while 
instructing the jury, ignored the fact that 
the case involved freedom-of-the-press 
rights guaranteed by the constitution's first 
amendment. They could, of course, have 
saved everyone a lot of bother by not run- 
ning the story in the first place. As it is, 
there will be much sympathy for Mr Cohen, 
who argues that keeping one's word is the 
"hard currency" of both journalism and 
politics, and that everyone suffers when it is 
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devalued. Newspapers are likely now to re- 
view and perhaps tighten up confidentiality 
policies. But the anonymous source is un- 
likely to disappear. If he did, Washington, 
DC, would go with him. 





South Carolina 
A penny for 
your schools 


COLUMBIA 


EN "A Nation at Risk", the critical 

report calling for sweeping education 
reforms in American schools, was released 
in 1983, South Carolina was near the bot- 
tom of the education heap. The state's 
schools had never recovered from the flight 
of many white students to private schools af- 
ter desegregation. South Carolina ranked 


Here be foreigners 


WASHINGTON, DC 







































ALK about the lost generation. The 

National Geographic Society, 100 
years old this year, decided to commission 
a poll from Gallup to find out how much 
Americans know about geography. Its re- 
sults, released this week, are a bit worry- 
ing. Not only do Americans know less ge- 
ography than people from most other 
developed countries, but their ignorance 
is increasing. 

One in five of those polled could not 
name a single country in Europe. Three in 
four could not find the Persian Gulf on a 
map. One in four could not find the Pa- 
cific Ocean, One in two could not find 
South Africa. More astonishing, nearly 
one in two could not find New York state 
on a map. Indeed, 14% could not even 
find the United States. 

Knowing where places are is not all 
there is to geography. But when asked 
about current events, those polled fared 
little better. Only half of all the adults 
knew that the contras and the Sandinists 
have been fighting in Nicaragua. One in 
ten college graduates thought the Soviet 
Union to be a member of NATO. 

The British have no cause to feel supe- 
rior. When given the same world map as 
the Americans and asked to identify 14 
named countries and two bodies of water, 
Americans and Britons did equally badly, 
locating on average 8.6 and 8.5 places. 
Italians and Mexicans could identify fewer 
(about 7.5), Canadians, French, Japanese 
slightly more (about 9.5). West Germans 
and Swedes could place more than 11. 
Especially depressing for Americans is 
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49th out of the 50 states in how much it 
spent on each pupil. It had one of the high- 
est drop-out rates in the country. Its stu- 
dents ranked dismally low in reading, writ- 
ing and arithmetic. 

Fast forward five years. A remarkable 
change has occurred. South Carolina has 
led the nation in Scholastic Aptitude Test 
(SAT) score gains for the past four years. 
Other test scores are up in all the basic skills. 
Truancy is down. High-school students are 
enrolling in advanced placement classes at 
twice the national average. Morale among 
teachers is the highest in the country. 

A miracle? National education experts 
have used words to that.effect. Much of the 
credit goes to Mr Richard Riley, who, as gov- 
ernor, led the campaign to pass a huge Edu- 
cation Improvement Act in 1984. He suc- 
ceeded, but not without a fight. 

Most members of the state legislature 
opposed the act because the state's sales tax 
was to be raised by a penny, from 496 to 596, 








the evidence that their education has de- 
teriorated. In all eight other countries 
sampled, people over 55 years old could 
identify fewer places than people aged 18- 
24. Americans over 55 could locate nine 
of the 16 places, but 18-24-year olds could 
name only 7.5. In that age group, Ameri- 
cans are more ignorant than.all the other 
countries—well behind Mexico and Brit- 
ain. The society used the same maps for a 
similar poll in 1947-48. Comparing the re- 
sults reveals a steady loss of geographical 
knowledge. 

The reason is simple. Most Americans 





It’s round, you know 


to pay for it. So Mr Riley undertook a cam- 
paign with television advertisements, tele- 
phone banks and rallies in schools across 
the state. He persuaded businessmen wor- 
ried about the high rate of illiteracy among 
the state's workers to warn legislators that 
they would recommend no new investments 
in South Carolina unless education reforms 
were passed. Parent groups, teachers and 
public figures were also recruited to help 
write and push for the reforms. The legisla- 
ture got the message. The bill was passed in 
1984. 

It included 61 new programmes and pol- 
icies, including higher salaries for teachers 
(raised from an average of $17,000 in 1984 


to $25,000 in 1988), remedial classes and 
gifted-children programmes during the sum- 
mer as well during the normal school vear. 
Management training for school heads, a 
strict new testing system and bonus money 
for schools that perform well were also int 

duced. Lagging school districts are now 








are not taught geography: only 2596 of 
them ever have a course in it at school. 
Moreover, as Mr Gilbert Grosvenor, pres- 
ident of the society, sees it, geography has 
become boring, thanks to the homo- 
genisation of America: interstate high- 
ways, Holiday Inns and airports all look 
the same. 

Mr Grosvenor wants more geography 
taught, more geography teachers trained 
and more interesting ways of teaching it. 
The society has teamed up with Apple 
Computer and Lucas Films (“Star Wars") 
to find ways of making geography sexy. It 
has also decided, at a cost of $1m, to send 
its newest atlas of historical geography to 
35,000 schools in America. If the postman 
can read his map, that is. 


cox weed 
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Ps s innate. 
rs id. can be removed. at the governor's 
discretion. To monitor the success of the 
law, a special division has been created with- 
in the South Carolina Department of Edu- 
cation. An annual: report i is published to tell 
voters what e penny i is buying”. 

olina's efforts are not without 
system is said to put too 
on tests. Some teachers 


















irnover among school superinten- 
igh. And, despite the gains South 
olina's SAT scores remain low. The re- 
as have also cost a lot. Spending on edu- 
~-¢ation in South Carolina has jumped by 
.. nearly $270m a year. 


Nonetheless, South Carvliniari telles | 
. and parents seem satisfied. A recent na- 
E atoli- uj 





"4 tional teacher survey found South 
na's teachers happier than their counter- 


rts in the other 49 states in a variety of - 


‘as, including morale, working conditions 


and the degree of involvement i in education © 


of parents. And school officials report that a 
growing number of parents are switching 
their children from private schools back to 
state ones. 


As for Mr Riley, he is. being EAN à 


for a possible cabinet position if his old 


friend, Mr Michael Dukakis, is elected presi- 
dent in November. The post: Secretary of Tc 


education. 





Biotechnology 


A can of tissues 


DECISION handed down by a state 
court of appeals in California on July 


22nd has rocked the ever-expanding world > 


of biotechnology and the 350 commercial 
npanies and many medical institutions 
«adt rely on scientific patents for their re- 


and against the Board of Regents of the Uni- 


versity of California, which oversees. the 


hospital where he was treated. 

The patient, Mr John Moore, a soda 
salesman, alleged that Dr David Golde aed 
cells from his blood and his cancerous 
spleen for research without Mr Moore's 
knowledge or permission. The research pro- 
duced a cell line that was used to make a new 


drug that may have. value in treating. 
leukaemia and immune-system diseases such - 


as AIDS. Mr Moore says that Dr Golde prof- 


ited financially and argues that he should 


share in the profits. 


Dr Golde replies that the cell line was 


established not from Mr Moore's blood, but 


from his cancerous spleen; which would | 


-normally have been discarded, apart from a 





and: heir, süperinten- 


iey are overwhelmed with paper- 


“ patient's 


"it:was formally 





: zii piece routinely kept fae Sed Thé 
'onsent was not required. He'also 
says that any profits he made by selling the . 
patent for'the drüg to a commercial biotech: - 


> 






nology firm went to the university, which, 
he says, now holds the patent. 





The dispute now goes to California's E 


Supreme Court, thence probably to the Su- 


preme Court in Washington. The stakes are 


high. Scientific specialists say the outcome 


-of the case will determine the framework 
^ within which the revolution in biotechnol- 
- ogy will develop. - 


The legal and ethical issues are e complex. 


The Office of Technology Assessment grap- 


pled with some of them last year in a long 
report to Congress. À few examples: Con- 


 gress might require that tissue-donors be 


compensated or, under its power to regulate 


interstate commerce, Congress could either 


regulate the buying and selling of human tis- 
sue or ban them entirely. 
Congress might also consider prowa 


ing the rights of patients or research subjects 


to share in profits from licensing agreements 
for the use of cell lines or gene probes devel- 


. oped from.their biological material. Alterna- 
` tively, it might. require that any cell line be 
Search and profits. The case; which had ^: 
been thrown out by a lower court in 1984, - 
was won by a cancer patient against the doc- 
tor who had cured his leukaemia in 1976. 


presumed to be in the public domain unless 
registered when the tissue 
was extracted. [gcn and simplest, it might 


direct the health and human services secre- 
.tary to require. doctors receiving federal 
«funds to inform any patient of the doctor's 


other interests, whether in research or com- 
mercial exploitation. 





Aid to the contras 


Yet again? 


WASHINGTON, DC 






“HAT hardy perennial of the Washing- 
A. ton scene, a v 





time is Nicaragua' s President Daniel Ortega. 


He is not held responsible for. the break- 


down of the pence talks between the contras 





: and the Sanditiits nu 9 


‘offered a $47m package of aid, to be ad 


reaches the Senate floor, probably in t 


-has promised: M 
-quickly allow another 


until August 30th. Mr George Shultz pla 
Cesar, says could well breathe new life 
also hopes to announce ; 


restart the talks. Opponents its 


a might well upset these plans. | 


te on military. aid to. the 


contras, is growing again. The instigator this this he is at embarrassin 










the Sandinists followed that by 
a political demonstration, jailin E 
opposition leaders and closing La 
and the Catholic radio station, they 

ally ensuted a reaction in Washingto : 
good measure they threw out the Un 
States ambassador and seven of his 
leagues, alleging that they were. fomen 
political unrest. 


The folly o of the “ne iis 















tary a. On a y 3th ida ii das 
to the defence appropriations bill whe 


first week of August. Of that, $20m wou 
be military aid. 
Contra-aid bills have little trouble pa: 
ing the Senate.. The House of Repre 
tatives rarely supports them. But the : 
gins have. been close. In February a packa 
of military aid was defeated in the Hous 
just eight votes. Representative Mickey 
wards of Oklahoma is trying to stitch 
gether a coalition there for renewing r r 
tary aid. He oelieves that many o 
so "swing" members whose views ang 
cording to the political climate will now 
persuaded. by the 
vote for arms. T 








eagal ney he. would 
vote on contra aid i: 
the peace talks collapsed and the president 
judged the Sandinists to be responsible... 
Yet Mr Ortega is now trying to redeem 
himself by offering to extend the ceasefi 




























to visit Central America in early. Augus 
trip that one contra leader, Mr Alfr 





the talks. President Oscar Arias of ( 
Rica, the main promoter of 


will argue that a vote to send. 


will also say that the new-ascendancy o 
onel Bermudez is a further reason for: 
tion, even though he has agreed & to re 
quish his field command. s 
Senate Republicans, however, are 
to bring the contra package to a vote fo 
mestic political reasons. Senator Lloyd. 
sen has been one of the few Democrats co 
sistently to support*aid to the contras. I 
g odds with Mr M 
chael Dukakis, who is a devout opponen 
military intervention in Central America 











xtracts from the annual statement by Mr. G.W.H - Relly 








.# tions of its various groups has been de- 


- » layed by a succession of obstacles in the past 


> year, some. created by South Africans them- 
. selves. As those: committed to change by 
revolution see the prospect or success re- 
. cede they redouble their efforts and the 
authorities, equally predictably, feel 
obliged to respond - with cross-border 
| raids, further restrictions on political activ- 
ity, and assaults on the freedom of the 
Press. These actions, in turn, exacerbate 
i Soten iai to the point where some 


| outh Africa’ $ progress: along the road t to . 
accommodation of the power aspira- 


cans, and must continue to: be; lest the - 


sweeping powers conferred. by the emerg- 


ency further erode Pretoria's commitment. — 


to reform. 








Indirect political leverage 
of black people is growing in 


proportion to their i oma i 


economic clout. 








cess of u : E SC E 
shack as an. initial form of housing’ needing 
upgrading i in due course, not demolition. 

. Mining and industrial interests, while _ 
rightly urging the authorities to take more 
forthright steps to end apartheid, could and 
should spend more time putting their own 
houses in order. A crucial on-going task is to 
create and develop non-racial. organisations, 
manned by well-edu cat ad, trained and c com- 
petent staff, — 7 

Much has been said abo 
of business to influence and assist the proc 
of al in South Africa, and though a at 















E The responsibility for ensuring South Africa’ S future 





peace and prosperity, and the contribution that could make to 


the welfare of southern Africa, rests not simply i in Pretoria | 


but with all power groups representec 


. mo longer want: the process of change by 
reform to succeed. There are, no doubt, 
many South Africans who for a variety of 
reasons, including exasperation and frus- 
tration, share that view, though I believe 
thata far greater number reject the revolu- 
tion that would be the ultimate. SUP 
ence of failure. "a 





successful unless supported . 
by an expanding economy.. 





' In South Africa it is common cause 
“that reform, particularly during the tran- 
 Usitional period between onë socio-political 

‘structure and the next, cannot be success- 
ful unless: supported by an expanding eco- 


.. nomy. Many politicians overseas ‘attempt 


. to force the rate-of change through sanc- 
. tions and disinvestment. They choose to 
ignore the reality that the result of their 
activities to date has been to set back the 
reform and impoverish the people they are 
intended to help. They assume that the 
black population of South Africa is incap- 
. able of looking after its own interests, and 
that others. therefore have the right to de- 
cide’ what i is best for them and to prescribe 
it. They fail or do not want to understand 
that South African socio-political dynamics 
. are already working PO on the side 
of black peoplé. ^^ | 
z How to-find a ^bettér butane be- 
- tween freedom-and responsibility is. still a 
RA. maet of Tiene debate: amm Sóuth Afri- 
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| ne of the most effective means of. 


accelerating growth is through de- 
regulation, and that process thank- 


fully is under way. In the field of transport. 
the black taxi industry has grown spectacu-- 


larly arid made a remarkable contribution 


to the economy, over and above its success - 


in providing. a convenient, efficient and 
economical service to 


employed, this is well in excess of a mega- 
mine such as Vaal Reefs. More central 


business districts are being opened to 
people of all races and black business is. 


increasingly diversifying into” ‘the services 
sector, 
from the taxi industry. 


The next major advance in deregula- 


tion seems certain to be in housing. That 
could be of even more significance than- 
transport in the creation of jobs and satis- 


faction of basic consumer needs. Through 
the efforts of the central and local author- 
ities, the Urban Foundation and its hous- 
ing utility companies, other housing trusts, 


builders of all races, community ‘groups: 


and individuals, there is at last some pros- 
pect of alleviating the shortage of housing 
for people of colour. 


opportunity to create non- -racial areas is 


greatly to be welcomed, Squatting should be _ 


seen as the ix stage in the necessary pro- 
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times exaggerated the ‘opportunity is ‘there (C8 
‘in a very real sense for those who wish to 
c grasp it. Anglo American has never seen any 


conflict between its fiduciary duty and its- 
responsibility to work for a more fair and just. 
society. The: work of The Anglo American 
and De Beers Chairman's Fund in support- 
ing a wide variety of projects, particularly in 
non-racial education, goes back many years 


ficant impact on change. 
There is a difference between our tra- 


ditional social, responsibilities and our con- | 


cern for the emancipation of South African 
society from a legacy of racial thinking as 
inimical to. human happiness asit is to the 
proper marshalling and e of our IESU 








Much work is being done 
to develop. a greater degre 





common purpose among all 
employees. l 





he | successful ^ “introduction of the ` 
TJ group ‘employee shareholder scheme 


is a concrete step in this direction. So 


far 114,485 of our people have: joined the 
| Scheme in its first year, representing 64.4 per 





cent of the. eligiblé workforce which is very 


encouraging. Our objective is not only to 


Study of the bills dealing with Gtoup ; broaden the ownership of Anglo American, 


Areas and squatting reveals much that. 
appears to be retrogressivé. although the 


it is to enable people who mostly have not 


. had the opportunity to accumulate even 


modest wealth in the past, to obtain a tangi- 
ble stake in the frée enterprise system, and 
through that in pue c prosperity and PIS of 


the eana 







and has had, we believe, a small but e 7 s 
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When Ali comes swimming 


home again 


Once the 
Saddam Hussein will have to ex 
was for. It will be a dangerous jo 


T MAY have tasted like poison, but the 

humiliation Ayatollah Khomeini swal- 
lowed on July 18th, by accepting a year-old 
United Nations resolution calling for an end 

the Gulf war, has not yet purged Iran of 
ə many troubles. Within a week and a half 
of the decision, the foreign ministers of both 
countries had arrived in New York to confer 
with Mr Javier Perez de Cuellar, the UN sec- 
retary-general. By July 28th, however, no 
date for a ceasefire had been set. Iraq's army 
flaunted its domination of the battlefield by 
crossing into Iran to grab prisoners and to 
compound the rout of an enemy who had 
once looked invincible. 

Iraq says it has no intention of keeping 
any territory on lran's side of the border. 
But on July 26th the Iranians were mounting 
. adesperate defence of Kermanshah, a city of 
500,000 people 40 miles, as the rocker flies, 
inside Iran. The Iraqis disclaimed respon- 
sibility for this operation: the attackers, they 
said, were their allies in the National Libera- 
tion Army of Iran, a force of Iranian rebels 
and deserters, based in Iraq, who want to 
overthrow Ayatollah Khomeini and estab- 
lish a secular regime in his place. The Irani- 
ans say the invaders were Iraqis. It is unlikely 
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fall silent, Iran's Ayatollah Khomeini and tede President 


to their peoples what the Gulf war 


they could have advanced so far unless the 
Iraqi army had at least opened a breach for 
them in [Iran's line. 

If Kermanshah fell to Iranian rebels, 
Ayatollah Khomeini might have to contem- 
plate the possibility of losing not just a war 
but the revolution the war was supposed to 
protect. The rebels portray Iran as a captive 
nation longing to be freed from the dictator- 
ship of the mullahs. That is an exaggeration: 
Ayatollah Khomeini retains a good deal of 
the popularity he earned by deposing the 
Shah in 1979. But the war is unpopular, and 
the mullahs have made the mistake over the 
past eight years of linking the fate of the 
revolution to success in battle. Their job 
now is to prove that disappointment in the 
war does not mean that the revolution itself 
has been a dreadful mistake. 

In speeches since the ceasefire decision, 
the regime has given clear signs that it is 
worried about a possible backlash. On July 
20th Ayatollah Khomeini, the Imam him- 
self, admitted that some Iranians would now 
ask themselves "what the fruit of all the 
blood, martyrdom and self-sacrifice was”. 
His answer, not wholly satisfactory, was that 
the question showed how little Iranians un- 
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derstood the philosophy of martyrdom. The 
chief of the supreme court said the ceasefire - 
decision had "doubled" Ayatollah Khomei- - 
ni's popularity, implying there had been 
room for improvement. Iranians were being 
exhorted to pour into the streets on August. 
2nd for a day of “allegiance with the Imam” : 
Sick man though everybody says he is, 
Ayatollah Khomeini is probably not in po- 
litical danger. His apparent successor, Mr 
Ali Akbar Rafsanjani, may be. He faces two. 
threats. As the man who persuaded the 
Imam to accept the ceasefire, he may be ac- 
cused by hardliners of betraying the revolu- 
tion by stopping the war prematurely, For 
the sort of Iranians who have provided mar- - 
tyrs for the Revolutionary Guards, the s d- 
den collapse is hard to bear. Only after a 
personal interview with the Imam did Mr — 
Mohsen Rezai, the Guards’ commander, - 
lend his support to the decision. 7 
The second danger to Mr Rafsanjani is 
that failure in the war will lead Iranians to 
demand that the whole regime should 
change direction. Morale at home is e 
better than it is at the front. The economy is. 
as battered as the army. On the black mar- 
ket last month the American dollar fetched 
20 times its official rate. The prices of many 
goods rise daily, and some essentials are vir- — | 
tually unavailable. Many Iranians feel the — 
government has demanded endless sacrifice _ 
but offered little in return. A 
Mr Rafsanjani holds centre-left eco- 
nomic views, favouring a large role for the 
state. That is against the way the wind is | 
blowing in the world today, and he is sharp — 
enough to realise it. He is more opportunist — 
than ideologue. His aim, once the fightingis — 
over, will be to deliver the economic benefits 
of peace as quickly as possible. The regime’s _ 
most loyal supporters are the poor; they are 
still waiting for the redistribution of wealth — 
the revolution always promised. But Mr - 
Rafsanjani has to watch his step. If he moves | 
too far or fast in even a mildly socialist direc- 
tion, he will upset the religious conserva- 
tives who have dominated Iran since 1979. _ 
A tempting alternative would be to ex- 
pand the private sector and lure back to Iran — 
some of the skilled people the revolution . 
chased abroad. Left to their own devices, — 
the wealthy traders who once supported and — 
financed the revolution would soon ease the — 
shortages. But such a policy, though increas- 
ing the general wealth, usually starts with a 
widening of the gap between rich and poor. s 
lran might then begin to look dangerously 
like adopting the “American Islam" that. 
Ayatollah Khomeini repeatedly derides, par- 
ticularly if Mr Rafsanjani tries to repair rela- — 
tions with the United States. (On July 27th _ 
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n the White House dismissed the notion of re- 


-. leasing frozen Iranian assets in return for its 
hostages in Lebanon.) 

Either way, it will be hard for Mr 
- Rafsanjani to maintain Iran's careful balanc- 
— ing act of the past decade: between rule by 
men and rule by God, between capitalism 
and socialism, between loathing satanic 
America most in the world, and loathing 


d 
_ FROM OUR SPECIAL CORRESPONDENT IN BAGHDAD 


66r T HE end of the war is the start of Sad- 
dam's problems." So said a western 
diplomat last year, when the Iranians were 
— still on the offensive. The conventional wis- 
dom used to be that President Saddam Hus- 
— sein was safe while the war lasted, because to 
. remove him would be a capitulation to the 

lranians. Now the war is ending, yet there is 
still no squeak of a challenge to the regime. 
| One reason is that the war has drawn to 
its close in a better way than most Iraqis 
- dared hope, with something approximating 
to an Iraqi military triumph. That will give 
President Hussein a protecting halo of suc- 
cess. If he resists the temptation to fight on, 
he can now begin to address some of the 
pent-up grievances of lraq's middle class, 
| such as a ban on foreign travel. The poor are 
likely to be rewarded, too, with a renewed 
- effort to build hospitals and schools and re- 
Ere mud-brick villages with cities of pre- 


| sia 
ricated concrete. 
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— [n many ways, Iraq has emerged from 
this war strengthened, and not only because 
| its armed forces are bigger and battle-hard- 
 ened. The exigencies of war forced President 
Hussein to ditch some of the more unwork- 
able notions of the Baath socialist ideology 
which his government officially propounds. 
The bureaucracy has been streamlined, and 
— the private sector has been allowed to play a 
bigger part in the economy. The old Baath 
dream of Arab unity has been pushed aside 
by the fighting to make way for Iraqi nation- 
building. The country that used to be derid- 
ed as a "geographical expression” has devel- 
oped a powerful sense of cohesion. 
Even so, the peace holds dangers. Some 
relatives of the 300,000 or so Iraqis killed at 
the front will question whether an eight-year 
war that changed no borders was worth 
- fighting. Demobilised soldiers who have 
- faced death in battle will be less easy to in- 
. timidate than docile civilians. Generals who 
- earned laurels in the field may bring political 
ambitions home to Baghdad. Above all, Iraq 
will remain a complicated agglomeration of 
— different ethnic and religious groupings, 
with a long history of fighting each other. 
AS President Hussein and most of his close 
— friends are Sunni Muslims in a country 
where Shias are the majority. At one time 
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godless Russia. Whe 
the towering figure of Ayatollah Khomeini 
it seemed possible to keep those things per- 
petually, precariously, undecided. Now that 
failure in war has begun to break the spell, 
his successors will have to choose which ele- 
ments of this extraordinary revolution are 
worth saving. In the end, Iranians may 
choose to save nothing at all. 





The warm glow of almost winning 


Saddam had a good war 


Iran hoped the Shias would throw in their 
lot with its own Shia-inspired revolution. 
That, as it turned out, was a hopeless dream. 
The Iraqi Shias are proud Arabs with no 
love of invading Persians, and President 
Hussein has worked hard to give them a 
fairer deal. In Basra, Iraq’s predominantly 
Shia port-city that was much threatened but 
never fell, four years of Iranian shelling elim- 
inated any affection local residents might 
have had for the regime in Tehran. 

Still, peace could reopen Iraq's confes- 
sional rifts. During the war, many Iraqis de- 
cided that they were Arabs first, Shias sec- 
ond. When it is over they may decide to 
become Shias first. The end of the fighting is 
also liable to lead to a bloody settling of ac- 
counts with the one in five Iraqis who are 
non-Arab Kurds. When the war was on they 
enlisted Iranian help in their struggle for au- 
tonomy for their northern region. In return, 
hundreds of their villages have been razed 
and as many as half a million of them moved 
elsewhere, many to bleak desert lands near 
the border with Saudi Arabia. Peace holds 
little promise for them. 

Optimists say that President Hussein 
has mellowed with time. But he seems no 
less ruthless now than when he launched his 
political career by planting a bomb on a mul- 


n Iran was entranced by 










present his power is absolute: in his pres- 
ence, it is said, colleagues sit trembling on 
their seats. Top jobs go to friends and rela- 
tives from Takrit, the president’s home 
town in the north. The two most powerful 
men after him are said to be the defence 
minister, Mr Adnan Khairallah (a cousin), 
and the industry minister, Brigadier-Gener- 
al Hussein Kamil (a son-in-law). 

Economic reconstruction should be fast 
in Iraq, despite its $60 billion debt. Last year 
President Hussein launched an efficiency 
drive that swept away one of the layers of 
bureaucracy that smothered. state compa- 
nies. Productivity is said to have climbed 
since the private sector was given more free- 
dom. The privatisation of small state-owned 
assets such as vegetable markets and poultry 
farms has also helped relieve scarcities (al- 
though there was no butter or Pepsi-Cola in 
Baghdad or Basra last week). 

But prices have risen too. The gover 
ment’s habit of paying for the war by print- 
ing money has slashed the black-market val- 
ue of the Iraqi dinar from $3.20 before the 


_war to 40 cents. Salaries have not risen since 


the war started. A driver earns about 200 
dinars a month and a university dean or di- 
rector-general in a ministry only twice that. 
The economy will have to grow if it is to di- 
gest the returning soldiers without throwing 
Iraq's women out of their jobs. 

Iraq has enormous oil reserves. It has 
just come close to winning a long and ardu- 
ous war. The one cloud over its future is the 
fact that it has fallen under the thrall of a 
single, all-powerful ruler. A week ago, when 
one of [raq's most popular generals, Lieut- 
General Maher Abdel al-Rashid, command- 
er of the seventh army corps, was reported 
to have died in an aeroplane crash, some 
people wondered if it was really an accident. 
There is no proof, but the suspicion is symp- 
tomatic. How long can a modern state 
run this way? 





Southern Africa 
It's starting to 
sound likely 


F ATMOSPHERE were all, Angola and 

Namibia would be at peace. Since May, 
talks on getting Cuban and South African 
troops out of those two countries have been 
held in London, Brazzaville, Cairo, New 
York and Cape Verde; on August 2nd an- 
other round begins in Geneva. The public 
pronouncements have been as lush as the lo- 
cations. Cuba’s President Fidel Castro says 
a settlement is nearer than ever. Angola's 
President Eduardo dos Santos declares the 
conflict has "never been as close to a negoti- 
ated solution". Even South Africa's foreign 
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fe py n ^ this year's Angolan fighting. The diplomacy 
‘ j RUSSOS NO PODER F | 5 of Mr Mikhail Gorbachev makes fears of 
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communist onslaught look either dated or 
distinctly premature. Moreover, by allowing 
the talks to move this far, Mr Botha has 
aroused expectations he may not wish to dis- 
appoint. The faithful pro-government Beeld 
newspaper has questioned the wisdom of 
staying in Angola. So has the newspaper of 
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old poster, glorious slogans, miserable war 


minister, Mr Pik Botha, concedes that the 
talks have “travelled a long distance”. 

The progress is less easily measured in 
bits of paper. On July 13th the Angolan, 
Cuban and South African negotiators in 
New York, meeting as usual under Ameri- 
can chairmanship, signed a series of un- 
surprising “principles”. South African sol- 
diers should leave Namibia, and the ten- 
year-old United Nations Resolution 435 for 
the territory's independence should finally 
be implemented; the 50,000 Cuban troops 
in Angola should go home; the three signa- 
tories should refrain from attacking one an- 
other, whether directly or by proxy. It has 
been clear for months that any agreement 
would have to include these points. 

The key issue is still up in the air. Reso- 
lution 435 would have the South Africans 
leave Namibia within a year. The Cubans 

we offered to withdraw from Angola over 
ivur years. Not good enough, says South Af 
rica: Cuban withdrawal and Namibian inde- 
pendence must proceed at the same pace. 
The Cubans have hinted they are ready to 
give ground. The next round of talks, in Ge- 
neva, may begin to show whether they will 
yield enough (an offer to withdraw within 
two years?) to win South Africa round. 

Even if the Cubans and South Africans 
call their soldiers home, peace will not break 
out in Angola until its government strikes a 
second deal, with the UNITA guerrillas of Mr 
Jonas Savimbi, who is backed by both South 
Africa and the Americans. President dos 
Santos has offered an amnesty to UNITA de- 
serters, but has steadfastly refused to meet 
the rebel leader. If his Cuban allies start to 
go, the president may conceivably soften his 
position. On July 20th he said Angola was 
keen to follow up the current negotiations 
with further deals to ensure the prosperity 
of his country. He then dismissed UNITA as a 
South African puppet and denounced the 
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"false policy of national reconciliation". 

The Americans would like to see Mr 
Savimbi included in Angola's government. 
Most of all, however, they want to keep the 
tangle of Angola's civil war out of the talks 
on banishing the Cubans, just as they were 
happy with the deal that got the Russians 
out of Afghanistan even though it left the 
civil war there unresolved. The Reagan ad- 
ministration plans to go on arming Mr 
Savimbi even after a Cuban departure; the 
Russians, equally, are not committed by the 
current talks to stopping their arms supplies 
to Mr dos Santos. The South Africans 
would be obliged by the "principles" to 
drop Mr Savimbi. For the moment, they 
seem willing to do that: in return, Angola 
would have to withdraw its support for the 
guerrillas of the African National Congress. 

In practice, however, Angolan support 
for the ANC has worried South Africa far less 
than the hospitality Angola gives to the Na- 
mibian independence. movement, SWAPO. 
Many white South Africans hate the idea of 
an independent Namibia, where SWAPO 
would quite likely win a free election. 

In the 1960s and 1970s, as the former 
white governments of the region fell to pro- 
Russian black regimes, the South Africans 
conceived a fear of a “total onslaught” on 
their nation. The war in Angola was about 
defending "Christianity against commu- 
nism”, as one minister put it privately last 
October. Such views are still more firmly 
held by the far-right Conservative party, at 
whose hands the government fears humilia- 
tion in next October's municipal elections. 


_In the face of such attitudes, will South Afri- 


ca's government dare go through with the 
Angola-Namibia peace deal? 

President Botha is used to matching ver- 
bal concessions with physical repression. 
This time he might give away something 
real. He cannot want many more of the casu- 








the loyal Dutch Reformed Church. Mr Bo- 
tha may decide to ignore the dissidents to 
his right and catch up with the realists on 


his left. 





Sudan 


The long trek to 


the rubbish dump 


FROM A SPECIAL CORRESPONDENT IN SUDAN 


OR a refugee from Sudan's civil war, a 

lorry trip that takes you out of southern 
Sudan to sanctuary in Nyala or El Obeid 
costs around 50 Sudanese pounds ($12 at 
the official exchange rate), but a child can 
also be bartered for a ticket. Hundreds of 
thousands of southerners are desperate to 
escape the civil war. Some hand over their 
children as slaves to pay for their transport 
to the relatively peaceful north. Voluntary 
placement of black children is an ancient 
Sudanese practice; in a few places, the police 
keep records of the victims. 

Intermittently, for a quarter of a cen- 
tury, a war has floundered on between Su- 
dan's northern majority of Arabic-speaking 
Muslims and its Christian and animist 
southerners, whose resistance movement 
calls itself the Sudan People's Liberation 
Army (SPLA). The government in Khar- 
toum, led by Mr Sadiq el Mahdi, has for the 
past couple of years armed militias from lo- 
cal Muslim tribes such as the Mundari, the 
Baqqara and the Fertits. The army, left in 

T.-  EGYPT 7. 
: ae e 





‘INTERNATIONAL = 


j 





charge of operations in the south; has given 


the militias free rein, and they have been us- 


ing their new weapons to pursue old wars 
„against other tribes such as the Dinka, the 


Nuer and the Shilluk. 
_ Foreigners in the area have reported 
massacres of up to a thousand people at a 
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to go on to Babanusa, El Obeid or Nyala. 


P 


time. Hundreds of thousands of cattle have 
seen stolen by both the militias and the 
ALA, which is composed almost entirely of 
Dinka. To the Dinka, cattle are the centre of 


life. His first cow is a Dinka's emblem of 


hood: he takes its name, sleeps with it, 


‘sings to it, composes poems for it. Cow's 
urine is the basic cosmetic; dowries are 


counted in cattle. Apart from its social im- 


portance, the cow provides the cattle-herd- 
ers staple food. Dinka males eat almost 

nothing but milk, blood and occasional 
meat. For them and other non-Muslim 
southerners, chronic hunger has been 
turned into famine by the war. 

_ They started coming north, first from 
the far west of Bahr el-Ghazal province to- 
wards southern Darfur. Between February 
-and April up to 50,000 appeared in Safaha, 
a dry-season trading post. In the rainy sea- 
son Safaha is within the Baqqara grazing 
grounds and, to avoid a massacre, they had 


Child-bartering suddenly increased. As the 


. Bahr el-Arab river rose in the west, the refu- 
_ gees started to come into Kordofan, strag- 
- gling up into the town of Kadugli. A new 


transit centre has been hastily thrown up in 
Kaduali to get them out of the town centre, 
where some of them were dying of starva- 
tion and diseases caused by exposure to the 


first cooling rains. 
— . Most are women and children, aban- 


doned by the men who either join the sPLA 


or are killed by the militias or the army. 


. Tens of thousands of males, mostly teen- 
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agers, have struggled over the Ethiopian 
border. The Sudanese government protests 
that the Ethiopians are training them as 
guerrillas. They would, quips one indignant 


aid worker, be the world’s first army of 
- skeletons. 


... Oncein El Obeid or Nyala, the refugees 


_ try to get to the richer agricultural areas of 


_ the Gezira or to the bright lights of Khar- 


— 


in the camps around the edge of the capital 


toum. Estimates of the number of refugees 


go as high as 1.2m. The United Nations' 
children's agency, Sudan's churches and a 


, few other groups do what they can to pro- 


— vide a minimum of water, food and disease- 


control, but they are not allowed to build 


» 
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anything that could be construed as a per- 
manent structure. That means no hand- 


pumps for water—this has to be brought in 
donkey carts and sold by the gallon—and: 


no roofs to shelter schools, dispensaries and 


. feeding centres from torrential rain. 


In Hillat Shook camp, built on the 
municipal rubbish tip, prostitution and bars 
dispensing strong home-made beer are at 
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least as well organised as normal municipal ^ ama City. Deeper down, sanctions have in- 


functions. The police mostly turn a blind 
eye to what they regard as these traditional 
Christian activities, but there could be trou- 
ble if the government, as it has promised, 
imposes strict Islamic laws in Muslim areas. 
Then the refugees’ desperate search for 
some means to survive would have to start 
all over again. 





Panama 


But that man is 
still there 


W covert action was forecast against 

Panama's durable leader, General Ma- 
nuel Noriega, by the Washington Post on 
July 27th. Only drastic action could add 
much. America's economic garrotte has 
been tightening steadily since March, when 
Panama's assets in American banks were 
frozen. American aid and the sugar quota 
have since been suspended. So have trade 
preferences and credits. Payments to the 
Panama Canal Company have been made to 
an escrow account. The general remains 


It's Noriega who pulls the strin 


cheerfully in power. 

Panamanians have proved themselves 
adaptable. The country uses American dol- 
lars as its bank-notes, so the American 
blockade at first caused a cash shortage. But 
the government has been paying employees 
with cheques of $5, $10 and $20 which have 
quickly turned into an unofficial currency. 
Real dollars have leaked back into the econ- 
omy too. The Canal Company and the 
American army in the Canal zone pay local 
employees with dollars; American compa- 
nies with subsidiaries in Panama pay dollars 
for municipal services. Uncounted millions 
of "narco-dollars", money earned from drug 
sales in the United States, may still pass 
through Panamanian banks, with the gov- 
ernment keeping a percentage. 

Offices and shops are still open in Pan- 
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deed started to hurt a bit. Businessmen are 
switching their investment plans elsewhere; 
unemployment is rising; hospitals are short 
of medicines and farmers short of fertiliser. 
Farmers have planted half the usual quan- 
tity of maize because the government did 
not give them a guaranteed price. The coun- 
try is not servicing its foreign debt. 

But the crumbling of Panamanian in- 
dustry has not unnerved the general. He 
turned down a deal offered by the Ameri- 
cans in May under which the drugs charges 
brought against him in Florida would be 
dropped if he would resign as commander of 
the Panamanian Defence Forces and leave 
Panama for a year. He has placed a crony in 
charge of the ruling party and set up an al- 
ternative chain of command of officers he 
trusts. Lest anybody doubt his constitu- 
tional authority, he is thinking of standing 
for president in next May's election. H 
men rigged the last one. 

Supporters of Panama's domestic oppo- 
sition had hoped the Americans would do 
their job for them. Now they are dispirited. 
Their demonstrations are routinely broken 
up. Critical newspapers such as La Prensa 
have been closed, as has one television chan- 
nel; the others are tame. The most popular 
radio station is Radio Impacto of 
neighbouring Costa Rica. Its Panamanian 
correspondent has been jailed. 





Bolivia 
Now let's slay 
the other dragon 


HE country that cut inflation. from 

around 20,000% to 1196 in three years 
is taking on a second challenge. Earlier th 
month Bolivia’s congress approved a law re- 
stricting the cultivation of coca, from which 
cocaine is manufactured. Few expected this 
to be followed by action against the fabu- 
lously rich men who run thé cocaine busi- 
ness. But on July 20th, the day the law came 
into force, the grandest baron of them all, 
Mr Roberto Suarez, was escorted from his 
ranch by policemen. He has already begun 
to serve the 12-year jail sentence to which he 
had already been sentenced. 

Mr Suarez and his colleagues have a 
strong following among poor Bolivians, who 
have been protected by cocaine money from 
the harshest effects of the governmenr's in- 
flation-beating austerity programme. The 
cocaine racket is thought to provide the live- 
lihood of one out of every 20 Bolivians. So 
in return for stamping down on cocaine, 
President Victor Paz Estenssoro is haping 
for generous help from the United States 

the institutions it influences: the World 
Bank, the International Monetary Fund, 
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and the Inter-American Development Bank. 

Even so, the government is taking a dan- 
gerous gamble. Protests by peasants and 
their political backers have disrupted previ- 
ous drives against cocaine. In 1987 crowds 
attacked the local offices of America’s Drug 
Enforcement Administration. Last month 
at least three demonstrating coca growers 
died when police chased them from an office 
of the anti-drugs forces in the Cochabamba 
region. 

Bolivia’s left-wing opposition reckons 
that President Estenssoro’s campaign will 
improve its chances, already quite good, of 
winning next year’s presidential election. 
Opposition politicians portray the president 
as an American stooge, slavishly serving 
President Reagan’s economic and now so- 
cial policies. Bolivians, they say, munch coca 
as naturally as Americans chew gum. The 
new law bans the cultivation of coca in most 

rts of the country. The government plans 

destroy 48,000 hectares of the plant, leav- 
ing 12,000 hectares to supply the habit of 
Bolivian peasants who have chewed coca 
leaves since time immemorial. Some of the 
government's opponents expect peasants 
who are unable to survive by growing other 
crops.to use violence to protect the coca 
plantations. 

To prevent that, the government pro- 
poses to compensate coca growers whose 
crops are destroyed at a rate of $2,000 a 
hectare, and to send development money 
their way. The price of coca fell earlier this 
year, to the point where farming it was 
hardly profitable. It has since gone back up a 
bit, but the government's offer still seems 
generous. In the hope of making judges 
harder to bribe, the law also provides for the 
creation of a special tribunal to investigate 
drugs cases. Mr Suarez’s arrest was a coura- 
geous first step. It is still a long, hard road. 





So long, for now, 
West Bank 


FROM A SPECIAL CORRESPONDENT IN AMMAN 


ING HUSSEIN of Jordan has always 

had problems with the Palestinians. 
Ever since his grandfather Abdullah an- 
nexed the West Bank in 1950, Hashemite 
monarchs have had to manouevre deftly be- 
tween their traditional power base on the 
East Bank of the Jordan river and the plight 
of Palestinians on the West Bank. In the past 
few weeks King Hussein has, once again, 
seemed to be leaning eastwards. 

Jordan, like the rest of the Arab world, 
has watched the eight-month Palestinian 
uprising in the West Bank and Gaza Strip 
with pride and fascination. But the uprising 
has also eroded Jordanian influence among 
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the llm Palestinians living under Israeli 
occupation. The Palestine Liberation 
Organisation has consolidated its support. 
So what part can Jordan hope to play in fu- 
ture negotiations for a Palestinian peace? 

Many will be hoping that Jordan still 
feels it has a role. For the past 15 years what 
the Israelis and Americans insist on calling 
their “Jordanian option” has seemed the 
only way of ever making peace. In February 
1985 King Hussein and Mr Arafat agreed on 
the principle of sending a joint Jordanian- 
Palestinian delegation to talks with. the Is- 
raelis. That might have got the PLO involved 
without provoking an Israeli walk-out, but 
the idea fell apart a year later. 

Not for nothing is King Hussein affec- 
tionately known to diplomats and journal- 
ists as PLK, or “plucky little king". Despite 
the disappointment, he kept on backing his 
supporters in the West Bank. Before the 
eruption of the uprising, Jordan unveiled an 
ambitious five-year development plan for 
the occupied territories. It continues to pay 
the salaries of 13,000 government employ- 
ees, including many teachers. In theory, the 
West Bank sends members to the Jordanian 
parliament, and a Ministry for the Occupied 
Lands provides financial and administrative 
support to the Palestinians. 

All this may soon change. Mr Zaid Rifai, 


Jordan's prime minister, has told Sharq al- 
Awsat, an Arabic newspaper published in 
London, that “decisive steps” are about to 
change Jordan’s ties with the West Bank. 
They would, he said, reflect King Hussein's — 
promise at last June's Arab summit in AL — 
giers that the PLO would in future be solely 
responsible for the fate of the occupied terri- 
tories. Amman’s rumour-mills say the 
moves could include a decision to reduce the 
number of Jordanians of Palestinian origin 
in the cabinet, a dissolution of the old par- 
liament with its putative West Bank mem- 
bers, and the closing of the Ministry for the 
Occupied Lands. About three in five East 
Bankers are Palestinians by origin; Jordan is 
the only Arab country to have granted auto- 
matic citizenship to Palestinian. refugees. 
Some of these people are understandably 
worried about their future. 

The king's supporters say he is trying to 
convince sceptical Palestinians that he issin- _ 
cere about not competing with the PLO to 
represent them. Orhers argue that the ru- 
mours are designed to remind Palestinians 
that, despite the gains of the uprising, they 
still need help from Jordan. Meanwhile, the 
uprising goes on. At least 10 Palestinians 
were killed by Israeli soldiers in the week 
ending on July 26th. Jordan has Palestine 
problems. Right now, Israel's are bigger. 





Pardon me, sir, is that 
the Ouagadougou Choo-Choo? 





Although Cecil Rhodes’s dream of an all-British track from Cairo to the 
Cape was never realised, the colonial 
skeleton. The railways are neglected, loss-making and 





lack Africa an iron 


wers gave 
sometimes blown 


up; yet international donors still think they are worth spending on 


N A mere five months in 1897, Kitche- 
ner's Anglo-Egyptian army defied engi- 
neering prudence and laid, arrow-straight 
across the desert, 230 miles of burnished 
railway track. The army bypassed a 500-mile 
loop of the Nile, humbled the independent 
Islamic state of Sudan (and the French, up 
river at Fashoda), and added a stretch to 
Cecil Rhodes’s dream. 
Ninety years later, the steam engines the 
British left behind rust in Sudanese sidings. 


Few trains run at all. Rebels in the south and 
rival warlords in the west have paralysed 
much of the country's 3,300 miles of track. 
Trains now and then get through to Nyala 
in the west, where rainstorms and sand- 
storms block the line. Wau in the south gets 
trains even more rarely; a civil war has gone 
on down there for more than 25 years. Refu- 
gees ride for weeks, 300 to a wagon, seeking 
safety in Khartoum's swelling shanty-towns. 

Sudan's other railway, between Khar- 
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been ruined by the mismanagement that has 
bankrupted the country. Freight has de- 
clined in 15 years from 3.5m tonnes to 
600,000, but Sudanese Railways has kept its 
labour force of 33,000 workers. During the 
famine of 1984-85 western agencies tried to 
carry grain by rail, but cheap service was no 
service, and much food rotted or was eaten 
by rats at the port. Lorries did better. 

Sudan's 22m people are scattered across 
the ninth largest country in the world. Most 
roads are dreadful, and the World Bank 
wants to help the Sudanese make the best of 
the railways they have. In June it approved a 
$99m emergency programme to help with 
repairs and spare parts. Freight would have 
to double in the next three years for the 
Bank to consider anything bigger. 

While Rhodes dreamed of a rail- 
way from the Cape to Cairo, French- 
men had visions of a rail network be- 
tween Dakar and Djibouti, criss- 
crossing the Sahara laden with their 
colonies' exports. Fragments of that 
grand scheme are still the main links 
to the ocean for Mali and Burkina 
Faso, but there is precious little to 
carry. The passengers on the Ouaga- 
dougou Choo-Choo are worth more 
than the freight; lm citizens of 
Burkina Faso at work in Ghana and 
Ivory Coast are the country's one 
profitable export. 

The Choo-Choo itself is now in 
danger. lt was operated jointly by 
Ivory Coast and Burkina from 1960, 
when the French left, until early in 
1988. Then Mr Félix Houphouét- 
Boigny, Ivory Coast's brilliant but 


fed up with Burkina Faso's upstart 
young president, 36-year-old Cap- 
tain Blaise Compaoré, who had just mur- 
dered his predecessor. He demanded that 
the railway be split. With Ivory Coast in fi- 
nancial straits, he may have aimed to save 
money. Now the World Bank is trying to 
work out how to keep Burkina Faso's half 
running, but will help only if President 
Compaoré drops even more uneconomical 
plans to extend the line farther inland. 

One French railway legacy could not 
have been left by the British. Long after in- 
dependence the morning train from Mada- 
gascar's capital, Antananarivo, to 
Toamasina on the east coast would stop at 
midday in a remote way station for all che 
passengers to sit down to a formal and deli- 
cious lunch. In West Africa, however, inde- 
pendence brought changes, not all of them 
for the better. 

Aid donors learnt a lesson from Gabon. 
Tens of thousands of forced labourers work- 
ing on the original railway from Libreville to 
the coast died of sickness and starvation. 
The country's present ruler, Mr Omar 
Bongo, thought their best memorial would 
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be a further extension to a place where he 
would like there to be an iron mine. The ex- 
tension has cost so much that nothing was 
left for the original line, whose bridges 
therefore collapsed. No matter. The line was 
diverted en route anyway, to Franceville, a 
place which has no iron—but is Mr Bongo's 
hometown. Railway enthusiasts do not 
make the best railway managers. 


Operating on the skeleton 


Uganda's prime rib of railway cuts across 
Kenya from the port of Mombasa. Written 
off by its turn-of-the-century detractors as 
“naught but a lunatic line", the railroad has 
been in for its share of madness. Old colo- 
nialists have painful memories of the fishing 
rods that would be poked through open 


Off track 


and on 
Africa's main railways 





windows into the sleeping cars during halts 
on overnight journeys between Mombasa 
and Nairobi. The hand that attempted to 
snatch the rod before handbag or jacket dis- 
appeared through the window would swiftly 
be withdrawn once it had grasped a rod 
studded with razor blades. 

More recently Uganda's past dictators 
damaged their part of the line; after Mr Idi 
Amin exdcllcd. the Indian-origin railway 
staff, the workers could not turn trains 
round, so Kenyan wagons rotted on Ugan- 
dan sidings. Rebels in eastern Uganda have 
periodically disabled the line since then. 
Now some senior Kenyan politicians own 
road haulage firms and dislike competition 
from rail. Last December the Kenyans 
blocked Uganda's exports, and there was 
shooting on the frontier. 

Although the trouble has been patched 
up, Uganda would like to divert some coffee 
exports by ferry across Lake Victoria, then 
to the Tanzanian port of Dar es Salaam by a 
railway the Germans built in 1914. Unfortu- 
nately that railway works badly, even 


though the port has lately been improved. 

Uganda's other railway, out west to 
Kasese and the copper mines of the Moun- 
tains of the Moon, was badly built and is ne- 
glected; The Economist’s traveller was the 
only surprised passenger stranded for 36 
hours when it came slowly off the track. The 
copper mine is closed. Mr Yoweri 
Museveni's government hopes the World 
Bank will help put the railroad back on 
track; the Bank may have other ideas. 

Cecil Rhodes would be happy with the 
bit of the spine that traverses Zimbabwe; the 
smartly maintained railways run on electric- 
ity from local coal. But the skeleton's sur- 
vival in southern Africa depends on South 
African co-operation. The two important 
southern African lines built by the British 
through what was Portuguese terri- 
tory—Angola's Benguela line and 
Mozambique's Beira corridor—are 
frequently sabotaged by South Af ' 
can-backed rebels. 

In the early 1970s Tanzania set 
out to grow a rib that South Africa 
could not touch. Chairman Mao 
sent Chinese workers to build the 
Tazara Railway, which was to carry 
Zambia's copper to Dar es Salaam. 
The World Bank had said it was not 
feasible. The Chinese equipment 
was unsuitable: the locomotives 
would not pull things uphill. Al- 
though it shifts about 9096 of Zam- 
bia's copper exports, the line has 
never carried more than half of the 
projected 2.5m tonnes a year. Still, 
politics brings international finance 
that keeps it going. A ten-year re- 
habilitation programme n in 
1985 was reckoned to cost $227m— 
much of it for new locomotives—of 
which three-quarters has been 
handed over. 

This history keeps western locomoti 
makers thankful to Chairman Mao. Aid fu. 
African railways brings big business to non- 
African consultants and engineers. (Money 
well spent, maybe: an Indian Railways tech- 
nical team in Nigeria paid for itself in a week 
when it found an entire train wreathed in 
creepers on a forest siding.) Most of the 
money is spent where there are no roads at 
all, or where the ending of empire created 
landlocked states whose railways provide an 
outlet to the coast. 

[n theory, rail should be more economi- 
cal than road for shifting heavy freight over 
Africa's vast distances. But. governments 
starve their railways of necessary investment 
when foreign exchange runs low, and insist 
on maintaining labour forces when traffic 
falls. Africa's railways, monuments to impe- 
rial engineering, are also emblems of eco- 
nomic mismanagement. Yet they remain 
one bit of the colonial inheritance that Afri- 
cans have no wish to scrap. 
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Disarmament is a long word 
and takes a long time to say 


A theme that will dominate European 
ing of non-nuclear armaments. Mik 
campaign, and a sluggish West is letting him win it 


pag 
I AESOP'S fable, the tortoise's strategy 


was a winner. In arms control it is less ob- 
viously effective. Mr Gorbachev has set off 
like a hare, racing ahead with a proposal for 
exchanging hard facts about the armies and 
air forces of NATO and the Warsaw pact and 
then cutting them—and Russia accepts that 
the communist side would make deeper 
cuts. The western allies' approach has been 
tortoise-like, full of plodding excuses about 
proper forums for proposals and the need 
for ample discussion within the alliance be- 
fore any offers are made. Some western lead- 
ers are afraid that NATO is looking like the 
slowpoke and would like it to get a move on. 
Easier demanded than done. Until now 
talks about cutting non-nuclear forces in Eu- 
rope have concentrated on a small zone in 
Central Europe, and have proceeded as 
ponderously as the name given to them: Mu- 


tual and Balanced Force Reduction, MBFR 
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litics in the months ahead is the 
il Gorbachev has opened the pro- 
ds down 


for short. Those talks in Vienna have 
achieved almost nothing in 15 vears. The 
hope is that the combination of Mr 
Gorbachev and a new start—a fresh set of 
talks, this lot covering all of Europe from the 
Atlantic to the Urals—will chis time bring 
results. The snag is that the new talks have 
yet to get started, and when they do they will 
be even harder than the last lot. 


How things got into the tangle 


A year ago it was being bravely said that the 
new Atlantic-to-Urals talks could get under 
way this autumn. They may, but don't count 
on it. It looks as if, on West Germany's sug- 
gestion, the conference which is discussing 
the terms of reference (or mandate) for these 
talks may have to be extended into the Au- 
gust holidays in an effort to get the real ne- 
dug going, and even that effort may 
ail. 
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The first problem is that the new talks — 
are to be in the framework of the 35-nation — 
Conference on Security and Co-operation 
in Europe, more conveniently known as Rs 
"Helsinki process" because it was started by 
the East-West meeting at Helsinki in 1975. 
The latest meeting in the Helsinki process | 
also happens to be in Vienna and is sup- _ 
posed to produce the mandate for the At 
lantic-to-Urals talks. But the NATO allies 
have held the mandate hostage to conces- 
sions from the communist camp on human — 
rights, one of the three “baskets” of subjects - 
discussed in the Helsinki process. The Ro- 
manians are proving to be particularly awk- — 
ward on this, refusing to make promises. — V 

Then there are difficulties in the negoti- 
ations over the mandate itself. These are be- _ 
ing carried out by the 23 countries of NATO 
and the Warsaw pact, technically "within | 
the framework" of the 35-country Helsinki — | 
process. (This wording seems to satisfy both — 
France and Russia that the talks are not be- _ 
tween the two alliances, which they clearly 
are, but among 23 unconnected countries as — 
part of the CSCE talks.) The main sticking- — 
points are "dualcapable" weapons, and 
Turkey. ! 

The Russians have always wanted to in- | 
clude European-based aircraft that can carry 
nuclear as well as non-nuclear weapons in 
any European arms cuts. The West does not — 
want to talk about aircraft of any kind, par- _ 
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ticularly the nuclear-carrying sort. It is clear 
to everyone that at some point some “dual- 
capable” weapons will have to be discussed. 
For example, the western allies want to ne- 


gotiate limits on both sides’ artillery, and 
most of NATO's big guns can fire nuclear 


shells as well as ordinary ones. And al- 
though no NATO country is now saying it 
will agree to limits on aircraft, they all realise 
they may eventually have to do so. 

What NATO will not do is agree to a for- 


mula that singles out nuclear-weapons-carry- 


ing aircraft, such as the Tornado or the F-16, 





by treating them as a separate category. 
Once medium-range missiles are removed 
from Europe, under the Soviet-American 
“double zero” deal, aircraft are the only 
things the NATO command will have left on 
the ground that can carry nuclear weapons 
more than a few miles into enemy territory. 
The Warsaw pact will still have many 300- 
mile missiles left. So if NATO traded nuclear- 
capable aircraft for similar Soviet ones, the 
Russians would be left with a clear advan- 
tage in nuclear weapons of this range. 


Then there is Turkey. When Atlantic- 





A question of conscience 


FROM A SPECIAL CORRESPONDENT IN EASTERN EUROPE 


Polish for peace 
Woe military analysts have of- 


ten wondered: in a war, would East 
European soldiers remain loyal to their 
Soviet commanders? Maybe not, you 
could guess, from the growing support for 
those who refuse to soldier at all. 

Most conscientious objectors claim re- 
ligious motives, and their numbers remain 
in the hundreds. Yet bold young men 
| have begun to voice political reasons for 

refusing call-up. “West Europeans have 

this right, why shouldn’t we?” asks Mr 

Tibor Holczer, a director of the Hungar- 

ian Peace Network, which recently 

organised a conscientious objectors’ meet- 

ing in a Budapest hotel. 
| Pacifism has no long history in Eastern 
| Europe. Military service is compulsory in 
| every country there, lasting from 16 
months to three years, with (until re- 
cently) few or no concessions for con- 
scientious objectors. Penalties for refusal 
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to serve range from one to five years in 
prison. Even under Russian domination, 
most East Europeans have continued to 
consider the army a symbol of nation- 
hood. Not long ago, Mr Lech Walesa, 
proud of his service as a corporal, repri- 
manded the growing number of young 
Poles who refuse military service. 

They did not listen. They formed a 
group called Freedom and Peace, which 
claims the right to alternative forms of ser- 
vice, on top of the change—now 
achieved—in the military oath commit- 
ting recruits "to safeguard peace relent- 
lessly in fraternal alliance with the Soviet 
Army." Only in Bulgaria and Romania 
has the anti-draft crusade failed to gather 
momentum. The Czechoslovak Charter 
11 group, the East German Evangelical 
Church and the Slovenian Socialist 
Youth Alliance in non-aligned Yugoslavia 
all campaign for conscientious objection. 





to-Urals arms cuts were first discussed, it was 
generally understood that they would en- 
compass all NATO and Warsaw-pact forces in 
this area. (There was a bit of a fret about 
bases in the Azores and Iceland, but most 
NATO officials were ready to include these as 
well.) However, Turkey insists that it must 
have one entire field army—some four divi- 
sions, with maybe 65,000 men—excluded 
from any treaty. This army, say the Turks, 
guards the borders with Syria and Iran, and 
has nothing to do with NATO. 

The Russians understandably do not 


The Slovene peace movement's agitation 
has fuelled the strife between that repub- 
lic and Belgrade: “The army thinks we 
want to destroy Yugoslavia,” says Ingrid 
Bakse, one of its co-ordinators. 

The East European activists have | 
learned from western peace movements. 
The Budapest meeting was sponsored by 
the Dutch section of a group called East- 
West Dialogue; it brought together 
Dutch, British and Yugoslav activists as 
well as Hungarians. They demand an end 
to militarism in the widest sense, com- 
plaining about the military training now 
required in secondary school, which in- 
cludes shooting lessons and marches. Like 
their western counterparts, Eastern Eu- 
rope’s pacifists also espouse other causes: 
the environment, nuclear power, femi- 
nism, gay rights. 

Conscientious objection has proved 
potent enough to bring together older, of- 
ten quarrelling, East European dissidents. 
This year 429 of them signed an appeal to 
the conference on European security in 
Vienna for the right to refuse military ser- 
vice. For Hungary’s Mr Miklos Haraszti, 
conscientious objection is a practical way 
of fighting for human rights. “You can de- 
bate freedom of speech endlessly, but this 
is a basic issue affecting every 18-year- | 
old,” he says. "It is not Utopian, itis black | 
and white, and it is checkable." 

East European governments have be- 
gun to make concessions. East Germany 
lets objectors work in construction units, 
though it insists they take the military 
oath. Hungarian officials say privately 
that they will shortly announce steps to 
"solve" the issue. Poland, having altered 
its military oath, has announced a plan for 
a civilian alternative service. Student ob- 
jectors may work in hospitals or other so- 
cial service for two years, longer than their 
military obligation. 

Glasnost or no, the Soviet authorities 
continue to oppose "dangerous paci- 
fism", fearing that if they once yield, they 
will merely face new demands. They are 
probably right. Polish pacifists now plan 
to fight for a shorter call-up, and the right 
to practise religion during it. | 
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like this. These four divisions are deployed 
in the south-east of Turkey, but they are 
only a couple of hundred miles from the So- 
viet border and would obviously wish to at- 
tend any war between the two alliances. But 
Turkey's allies are going along with its de- 
mand, so the mandate talks now have to 
search for a way of making it acceptable to 
the Russians, possibly by drawing the Atlan- 
tic-to-Urals line so as to exclude some Soviet 
troops in the Caucasus as well as bits of 


Turkey. 
What the West might offer 


Even if an emergency August huddle in Vi- 
enna produces a mandate for the new talks, 
it is by no means certain that similar emer- 
gency huddles among NATO allies (this week 
in Rome, next week in Paris) will produce a 
detailed opening western proposal. NATO 
may have to settle for putting a set of general 
eas on the table when the talks begin. 

The alliance is in principle united on 
the proposition that the talks should start 
by trying to limit not manpower, as was at- 
tempted in the MBFR, but things that would 
be essential to a surprise attack, such as 
tanks and heavy artillery. (Mr Gorbachev's 
offer puts more emphasis on manpower 
when the cuts begin.) West Germany would 
like to include other sorts of equipment, 
such as armoured troop-carriers, on the 
ground that the fewer tanks there are the 
more potent these lesser machines become. 
The allies differ on when, eventually, limits 
on manpower should enter the talks and 
how the count should be made (divisions? 
numbers of men!?). 

They also differ on the question of a 
sub-zone in Central Europe. Both NATO and 
the Warsaw pact need to be sure that not 
too many of the opposing side's troops and 
weapons sit close to the front line. The west- 
ern alliance would not want all the Soviet 

lantic-to-Urals forces to be deployed in 
rast Germany. Most NATO countries favour 
setting up a Central European zone within 
which ceilings on deployed forces could be 
established. But France, always fearful of 
anything that smacks of block-to-block 
talks, prefers using a complicated mathemat- 
ical formula to limit the forces of any one 
country deployed inside any other. It wants 
the same sort of arrangement for specifying 
limits on each country's own forces—it has 
no wish to have its army lumped with those 
of its NATO allies. 

Can these differences be made to van- 
ish, and how fast? In West Germany the for- 
eign minister, Mr Hans-Dietrich Genscher, 
has always wanted to move quickly. The 
chancellor, Mr Helmut Kohl, has in the past 
been less enthusiastic. Mr Kohl now realises 
that his voters prefer the Genscher line. A 
recent Allensbach opinion poll showed that 
44% of West Germans now want to go neu- 
tral, compared with 3196 in 1980; and 6896 
oppose paying more for defence. Another 
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poll indicates that Mr Gorbachev is nearly 
as popular in West Germany as Mr 
Genscher, who is by far the West Germans' 
favourite politician. This is a case for mov- 


' ing fast. 


France used: to prefer tortoisery. The 
French have never been keen on talks about 
non-nuclear force cuts. This is not just be- 
cause they still shy away from anything that 
connects them too closely with the NATO 
organisation. France genuinely worries, per- 
haps more than any other West European 
country, that Europe cannot really be de- 
fended by fewer troops than it has now, par- 
ticularly if large numbers of Americans go 
home. But it is keen to keep in step with the 
West Germans, and in the past few weeks 
has come round to the view that the new 
talks should start as soon as possible. 

That does not mean the hare has won. 
The United States is preoccupied with its 
forthcoming presidential election. The Brit- 
ish government contains powerful people 
who share that old French doubt about the 
desirability of cuts. Similar qualms can be 
heard, here and there, in other parts of 
Western Europe. Despite the calls to show a 
bit of pace, the alliance is still looking more 
like a tortoise. 





Soviet Union 


It hurt him too 


FROM OUR MOSCOW CORRESPONDENT 


OWN in the Caucasus, a long hot sum- 

mer of protest seems to have come to a 
sudden end. In Armenia the vast rallies have 
stopped, the factories are working again. 
Across the border from Armenia, in the 
neighbouring republic of Azerbaijan, the 
Armenians of Nagorno-Karabakh have, for 
the present, given up their dream of being 
united with their brothers in Armenia and 
have ended a strike that started in March. It 
looks like a triumph for Mr Gorbachev. For 
months he withstood the blandishments of 
the two feuding groups of Caucasians. Now 


And then they went home 


EUROPE 


calm has returned. How did he do it? 

The answer lies in his handling of the 
decisive session of the praesidium of the Su- 
preme Soviet on July 18th. Mr Gorbachev 
never had any intention of giving in to the 
Armenian demand for the transfer of Na- 
gorno-Karabakh. He rudely interrupted and 
criticised every Armenian who spoke at the 
session, even those who talked of compro- 
mise. But he also deployed softer language. 

He spoke of "hands stretched out to 
each other". Transferring the territory, in 
Mr Gorbachev's view, would merely con- 
firm the rupture between Azeris and Arme- 
nians; there should be a way of using the 
conflict to mend the rupture. Was he think- 
ing of the idea of raising Nagorno-Karabakh 
from the rank of an autonomous region to 
that of an autonomous republic) Mr 
Gorbachev said that was "worthy of study”. 

This may be a crumb of comfort for the 
angry Armenians. An autonomous republic 
has more prestige, and more clout, than an 
autonomous region. It sends 11 deputies to 
the Supreme Soviet instead of five. It even 
has its own constitution, though the most 
important decisions are still taken at higher 
levels. In principle Nagorno-Karabakh, with 
160,000 inhabitants, ought not to be an 
autonomous republic. It is too small; and all 
the other such bodies were created for na- 
tionalities living within one of the 15 Soviet 
republics that previously had no national 
territory of their own. If Nagorno-Karabakh 
is upgraded, the Armenians will become the 
only Soviet people with two territories. Still, 
it could be a way of not giving the Arme- 
nians a flat no. 

While the constitutional debate grum- 
bles on, the Soviet government is sending a 
troubleshooter to the Caucasus. He is Mr 
Arkady Volsky, an economics adviser to two 
former leaders, Andropov and Chernenko, 
and now a senior Central Committee offi- 
cial. His job is to make sure that Armenians 
and Azeris work together to implement the 
Kremlin's package of economic and cultural 
benefits for Nagorno-Karabakh. Another 
small consolation for the Armenians. 

Then the slap on the table. The Soviet 








41 
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... Net investment income o 707,830 630,035 - 
7 Technical interest allocated to Life funds _- 368,926 . | — 315,242 
Insurance underwriting result 00.7. 7 79,2060 — 81,587 
Sundry income and expenditure | a om 8359. = 21,222... 
Operating profit | BEEN 320,819 ud i UL cMN 1 984 M bn 
- Profit on sale of properties and securities SEE 71,653 A ^ 11, 489 ET 
Unrealized capital losses on securities | — 94,472 © 12,465 `. 
Allocation to reserve for realized 








capital gains to be reinvested | BEEN n. ou 18,920 


.— Totalother items - 2 “703, 379 = 25,504 
Profit for the year i M 4400 | 186,480 ws 


All of alus "m figures have been eain at 





* Gross premiums written by the Coupan totalled © The echdi ineluding the € profit 
US$ 3,787. 4m of which US$ 1,375.9m for Life and reached US$ 1,373.4m showing an increase of US$ 
US$ 2,411.5m for Non-Life. 187.6m over the previous year. 


* Total investments reached US$ 8,546.9m showing e The dividend amounts to. US$. 0.513. per share, E 
a growth of 21.8%. . showing an increase. of 20% over 1986 taking into ~~ 
mE account the increase of the capital frou: 350 to n A20 E: 

€ Net investment income totalled US$ 707.8m showing billion Lire. Ba | 

| a growth of 12. 3%. The average yield has been 9%. 
Realized capital gains generated from the sale of - 
securities amounted to US$ 65.4m and from the sale 
for properties to US$ 6.3m which were allocated to 
| the reserve tor realized capital gains to be reinvested. Aa 


. The year’ s profit, show a growth of. 16. 696 over 
the previgds year, amounted to US$ 217.4m of which 
| r fe and uss 124. 1m for Non- Life. 









1987 _1986, | 
1.085. 1066 . 
0.513 , 0.513. 























| ASSETS (000 US Dollars) 


Building and farm — 
Fixed-interest securities - 
Starts slinoludius oo 











; Hark deposits and other assets. j 
LIABILITIES (000 US Dollars) - 


Provisions for insurance liabilities 
Reinsurance deposits 
Other liabilities = 

Minority shareholders interest 
Shareholders surplus 

Profit for the year 

Total 


of of exchange of Lire 1,160.25 to the Us Dollar.. 





_« This: Balance Shoat consolidates 54 ‘insurance: - E 

companies operating in some forty markets, (including T 

.6 Europ Assistance companies), 17 financial, 24 - 
property and 4 agricultural companies where Generali. 


directly or indirectly holds : more than 50% of the 
shares. 


* Gross premiums amounted to US$ 8,310.5m 
c^ (423.995), of which US$ 2,643.8 for Life and |. 
-US$ 5,666.7 for Non-Life. The geographical. 
breakdown is as follows: Italy 34.396; other EEC 


Countries 42.396; rest of tipo 19. 8956; rest of the 
: x 3.6%. 


Pw. ciam total US$ 20,457 -Am (19.296). 


/ * Investment income amounts to US$ 1,686.2m 
— (+12.5%) of which 63.4% is produced by fixed- 
interest securities, 17.596 property, 6.596 shares, 

4. 296 bank deposits and 8.496 pner investments. 














ated Statement 


1987 





11,343,805 
2,564,747 


1,191,738 
532,891 


970,388 
| 2, 277,007 


23,034,456 


18,086,479 
248,125 
1,920,285 


2,069,994 


359,633 — 
| 23,034,456 | 


18, 086 5m (+20.5%). 








1 em m 
454,277 
737,872 


19,383,348 


15,012,644 
-218,673 
1,738,797 
302,793 
1,767,938 


^. 19,383,348 





: provisions. for | insurance ‘liabilities amount to 


i? a cease surplus amounts to US$ 2; 378. Bm 


_ and 87% belongs to the Parent iai , the minority 
. interest being 13%. 


.* The profit for the year increased by 5% to seed 359.6m 
and originated from: 


(000 US Dollars) 





Parent Company’ s B 


Profit of the other 


Companies 


Consolidation 
adjustments 


Consolidated profit 


Minority interest 
Profit for the year. 


Parent Company: Assicurazioni Generali 


—26,276 
400,774 








359,633 


~21,987 
385,831 . 
(—43,328 













































FROM OUR MADRID CORRESPONDENT 


E LOOKS looks like a Giorgio 

| Armani model on the brink of mid- 
| dle age, and he is well known in the 
nightclubs of Bilbao. His name is Super- 

| intendent José Amedo, once head of the 
| Bilbao police force's Pure Intelligence 

Squad, although he crops up on various 

hotel registers around the Iberian penin- 

sula as Mr Genaro Gallego. A Madrid 
| judge, Mr Baltasar Garzon, says he was 

the organiser and leader of a band of 
hired killers. Was he? 

Starting in 1983, shortly after the So- 
cialists came to power in Spain, the so- 
called Grupos Anti-terroristas de 
Liberacion (GAL) claimed responsibility 
for the deaths of 23 people, apparently in 
a private war against the Basque terrorist 
organisation ETA. Most of the bombings 
and killings carried out by GAL were in 
south-western France. Most of the vic- 
tims were members or supporters of ETA. 
Some, including a three-year-old child, 
were not. Many were Spanish citizens. 

Mr Amedo has been put in jail while a 
higher court decides whether he should 
be charged. Judge Garzon is meanwhile 
waiting for a decision from Spain's su- 
preme judicial body on whether he is en- 
titled to an answer to a key question in 
the case: if Mr Amedo was a killer, was he 
bankrolled by the government? 

One of his superiors has already said 
that the cost of a visit to Lisbon during 
which, the judge concluded, Mr Amedo 
recruited mercenaries, was paid for out 
of the interior ministry "reserved 
fund". The government, while insisting 
that it did not approve the setting up of 





government abruptly made it clear that its 
patience with Armenian protests had run 
out, by deporting one Armenian national- 
ist, Mr Paruir Airikyan, to Ethiopia (from 
where he is to go to live in the United 


States), starting criminal proceedings 
against some Armenian strike-leaders, and 
launching a press campaign about the dam- 
age done by the strikes. From Mr Gor- 
bachev's domineering performance on July 
18th onwards, the message to Armenians 
was clear: this is our last word, you might as 
well get back to work and shut up. The Ar- 
menians, now deeply embittered, sullenly 
did so. 

This is, however, a damaging victory for 
Mr Gorbachev. He has brought Armenia 
under control, at least for the moment. But 
his reputation among Soviet intellectuals— 
the one bit of public opinion that has been 
pretty solidly behind him—has taken a beat- 
ing. Most of these people sympathise with 
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Mystery GAL, mystery guy 











| 
GAL, has refused to divulge any more in- | 
formation about the fund. It admits that 
it has never investigated GAL. 

In the cabinet reshuffle earlier this 
month the interior minister, Mr José 
Barrionuevo, was moved to. another 
post. During a heated debate in parlia- 
ment last week the prime minister, Mr 
Felipe Gonzalez, promised legislation to 
strengthen the rule of law. Opposition 
leaders suspect, perhaps harshly, that 
what he has in mind is a bill to make it 
more difficult for the likes of Judge 
Garzon to ask awkward questions. 








Who paid for Amedo? 





the Armenian case, and like the idea of dem- 
ocratic self-determination for the Armenian 
majority in Nagorno-Karabakh. Television 
showed the designer of glasnost refusing to 
listen to good arguments on July 18th. A lot 
of intellectuals, shocked, are no longer quite 
as euphoric about perestroika as they were. 





Spain 


Cops and other 
criminals 


FROM OUR MADRID CORRESPONDENT 


OR months now, Spaniards have been 
gazing fascinated at a succession of sen- 
sational trials and judicial investigations in- 
volving alleged murders and other crimes by 
policemen. Much of what has. emerged 








points to a conclusion some had already 
drawn from the GAL affair (see box). It is that 
many-of Spain's policemen—especially its 
plainclothes detectives—are continuing to 
behave in much the same way as they did 
under the Franco dictatorship; and that the 
Socialist government is either unable or un- 
willing to rein them in. 

The most disturbing accusations have 
emerged from a court where seven detec- 
tives have been on trial since April in con- 
nection with the disappearance in 1983 of 
Santiago Corrella, a criminal known as “El 
Nani". It is alleged that he was tortured to 
death at police headquarters and his body 
ditched somewhere in the vast expanse of 
the Spanish countryside. 

The trial has a political twist. El Nani 
was held under legislation that most Span- 
iards had supposed was reserved for terrorist 
suspects. The then minister of the interior, 
Mr José Barrionuevo, told the court that tk - 
anti-terrorist law was applied "from i 
promulgation and during the four years it 
was in force to particularly dangerous and 
active armed groups, even when they were 
composed of common criminals.” 

One theory is that El Nani was got out 
of the way to prevent his giving evidence 
about police involvement in some of the 
armed robberies which swept through Ma- 
drid in the early 1980s. Six policemen and a 
policewoman, including two defendants in 
the El Nani case, are waiting for a decision 
on whether they are to stand trial in connec- 
tion with a raid on a jeweller’s shop in Ma- 
drid four years ago. The public prosecutor 
accuses them of killing the robbers in order 
to make off with the loot. His report de- 
scribed the official police version of events 
as “an insult to the intelligence”. This was 
not the only recent clash between police and 
lawyers. A judge investigating alleged police 
spying On opposition parties has been told 
by the police that the relevant files a 
missing. 

People might take a more relaxed view if 
the police were thought to be otherwise do- 
ing a good job. But is clear to anyone living 
in a big Spanish city that they have failed to 
reverse the growth in crime which started in 
the late 1970s and early 1980s, as Spain 
moved into democratic freedoms. For the 
first time in its modern history, Madrid has 
a “no-go” area, located to the north of the 
decaying splendour of the Gran Via, that is 
ruled at night by whore-mongers and drug- 
traffickers. 

The gripe of many decent policemen on 
the beat is that the prestige, resources and 
higher pay continue to go—as in Franco’s 
day—to units such the anti-terrorist squad 
and the sAs-like Grupo Especial de 
Operaciones. Both are currently under fire 
for their failure to find Mr Emiliano Revilla, 
a tycoon kidnapped by Basque terrorists five 
months ago. 
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. Switzerland 






Here’ S to il e U No 


FROM OUR SWITZERLAND CORRESPONDENT 


EN the: Swiss lash out in foreign 
‘policy, they tend to remind you of 


your maiden aunt uncorking the sherry bot- . 


tle. The latest piece of Swiss boldness is the 


creation of a corps of observers to help i in 


United Nations peacekeeping operations. 
. Other people may not think this particularly 
- adventurous, but to the Swiss, who in a 
- 1986 referendum confirmed that they did 
- hot want to join the UN, it is a daring amend- 
-. ment to their policy of pure neutrality: - 
"^. No need to stand by in Beirut for the 
Swiss brigade: the new proposal excludes 
. sending any armed men to trouble-spots. As 
from next year, however, a few score volun- 
ers from the country's tiny core of profes- 
inal officers will be trained, probably with 





help from the Swedes, and then be ready to 


go, uharmed, wherever the UN needs them. 
They will be joined by some part-time sol- 


m 


July in the EEC 





Politics 


tnagetvttttvsbsvsyovsny ASHTECH RP THER OTE Sea REE b*t*tzte*kvsttw reret 


Mis Thatcher decided to remove Britain's 


Lord. 


i 

| 

| two European commissioners, ! 
| Cockfield and Mr Stanley Clinton Davis. 
| She is replacing Lord Cockfield, who had 
| become too "European" for her taste in 
the way he ran the EEC's 1992 project, by 
i 

ł 


- Mr Leon Brittan, a former trade and in- 


dustry minister. The Greek prime minis- - 


ter, Mr Andreas Papandreou, appointed a 
namesake, but no relation, as the new 
Greek commissioner to take office next 
January. Mrs Vassos Papandreou will be- 
come the first woman to serve as commis- 
sioner in the EEC's 32-year history. 


















president on July Ist. 


Trade & industry - 

.| Ministers decided to tighten trade EN to 
make it harder for outsiders to dump 

products on the EEC market. Japan an- 


GATT against existing Community rules 
which seek to stop Japan creating “screw- 
driver” assembly plants. The EEC says Ja- 
pan uses them to get round anti-dumping 
penalties on finished products. © 


-| Agriculture 


S9 Pehhrus eene sede ashhatsecovóottotese SES bt" h***éttvoestras 


reece accepted a few dollops of e ecus in 
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Greece took over from West Germany for 
. its six-month stint as the Community's | 


nounced it was opening proceedings in . 


diers PE Switzerlánd s militia army, plus 
radio specialists and doctors. 

Switzerland usually feels more comfort- 
able when it is helping UN peacekeeping 


_ «With a cheque-book. It gives contributions 


to the UN forces in Cyprus and Lebanon. A 


| ieu bearing UN markings is M Pa at 
Jerusalem airport, paid for and staffed by th 


Swiss; it is used to help supervise truces in 
the Middle East. The UN would like another 
Fokker for the India-Pakistan truce supervi- 
sory group. The Swiss have decided to treble 

the amount they are ready to spend on 


| peacekeeping activities, earmarking SEr60m 


($40m) for the next. {our years. 


More central to Swiss foreign die is 
the matter of the European Community. 


Might Switzerland join the EEC? Doubtful. 
Since May, an official body has scrutinised 


_ every proposed law to see whether it would | 
be compatible with EEC legislation, should 


the Swiss decide to join. The head of foreign 


economic affairs, Mr Franz Blankart, says 


Switzerland should be ready to join the 


Community, ' but that doesn't mean it will N 


necessarily do so”. The foreign minister says 


» Pollution "n "i : 


Vr sa bene etna Mieten eine rt nenne 


exchange for lifting its veto on 1988-89 
farm prices, which now come into force 
after a three-month delay. The EEC’s bud- 
get ran out of money for subsidising grain 
exports. Only 1.6m tonnes will be ex- 
ported during the next two months. Nor- 
mal sales will resume in October when 
they can be charged against the 1989 bud- 
get. Russia agreed to buy 120,000 tonnes 
of cheap EEC butter. 


Finance 


|-*tbutt*t HVEREOHER PER OAEE SEH OOTESHTEE HERE REET EEO OEE ERE EREEEDHEVEDE, 


Sete e nmm reese rra a ma RIAA hy 


fears that the new ni 












the position. is “nether never, | 
joining the Coi ulis de 


tion of labour i is s one problem. Facies 


than many $ 
insisted on pu 






weh atn virt an 









ie acteptsd d thé dul) ast month. . 
Without France there is no majority in fa- 
vour of the norms, which would apply to 

y "Mitre engine size. Frar 











Ministers fixed a set of anti-raidet rules to — The« 
protect EEC companies from hostile take- — : 


overs. From 1990, investors will have to ` E. gains 
. disclose their holding i ina company once < healtl h gre 


it reaches 10%. 
Competition’ " 


SORVG MERE EERE HE ES dni dud 





"esa $493*^5^*959429454k 


Britain was the P E several compe- 6l 


tition rulings from the European Com- 
mission. British Sugar was fined: 3m ecus- 
($3. 12m) for trying-to squeeze a small 
competitor out of the retail sugar market 
in Britain. Commission. and. antictrade 













100, 000. ui for no permitting "ore 
bim: to it 
joined th 





SOC ation. "Te commission 


ordered the British government to reduce | 
_ the subsidy offered as part of the sale of ~ 
the Rover Group- to British ss 

M from £800m. to to £547m. 2 i 












iei dor be's SO ni as phá: 
was, well frozen. | 


The bard-working’ oe 

about to get. some help. Mi 
| proved the « | 
| à court tob first | instance—t 


` and EEC staff matters and thus. speed the - 
course of Eurojustice... Because of the 
- court's workload, the average time taken 













cóurt in che: areas sofi competition. policy 


for a tuling at present is about two. "years. 



















































“Look after 
this planet, 
it’s the only one 
we have” 


A personal message from HRH The Duke of Edinburgh, 
WWF International President 
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Acid rain. The pollution of soils, lakes and 
rivers. The imminent extinction of species. The 
destruction of tropical forests. All these have been 
headline news for many years 

But they're only the tip of an iceberg. Put them 
all together and add in the stories which never make 
the news, and you begin to see the hammering the 
world is taking from its huge and ever-growing 
human population 

This hammering is cumulative. Every new case 
is added to the damage that has already been donc, 
so that we are constantly accelerating the process 
of destruction. 


Our life-support system 


All life on earth is inter-connected, dependent 
upon the physical processes taking place in the 
atmosphere and the oceans 

his natural system is our life-support system, 
and if we damage any part of it we are putting our 
own survival at risk 


Conservation, money and people 


The purpose of WWF - the World Wide Fund 
for Nature — and ali the other nature conservation 
bodies, is to limit any further serious damage and 
to restore the balance between man and his natural 
environment 

his takes moncv, but money alone is not 
enough. We also need people 

We need people to make a personal contri 
bution by taking a responsible attitude towards 
nature in their daily lives 

We need people in positions of political 
power to take into account the needs of nature in 
their decisions 

We need people in international aid agencies 
to ensure that development plans respect nature 

We need people in industry to manage their 
businesses without damaging the environment 

We need people who communicate and who 
help to form opinions, to pay more attenuon to 
the conservation of nature 

And we need leaders of religious groups 
to emphasise the moral imperative of treating 
nature with respect 

Please take an interest in the health of 
our planet, itis the only one we have 
Write for further information to 
WWE International, 
CH-1196 Gland, 

Switzerland. 














WWE World Wide Fund 
For Nature 


WWF acknowledges with thanks the donation of tbis space by The Economist Advertisement prepared as a public service by Ogilvy & Mather 


8ist NORTH-WEST-GERMAN STATE-LOTTERY 
81. STAATLICHE NORDWESTDEUTSCHE KLASSENLOTTERIE 


Now: each and every Friday 
a million to win... 


This extraordinary chance and others are offered 
to you by the state-controlled NORTH-WEST-GERMAN 
STATE-LOTTERY. Extraordinary! More than every 3rd 
ticket-number wins guaranteed within the period of the 
lottery. Total winnings for the 81st lottery will amount to 
about 206 million DM. The Super-Jackpot by itself 
amounts to 30 million DM. 


The maximum Super-Jackpot 


alone comes to 3 x 2 million DM. 





The prize-money is paid in DM, one of the strongest cur- 
rencies in the world. The lottery runs over a period of 27 
weeks. One drawing every week. That means 27 draws 
and 27 chances in total to become a millionaire! The prize 
money increases from draw to draw. All draws are super- 
vised by state auditors. 






Secure your chance to win now! Mail your coupon today! 


| Mail to: Walther Ruge ' Heidenkampsweg 32 - D-2000 Hamburg | - West Germany 
Please write in German © English O Mr. O Mrs. O Miss © 
Clear letter-printing please 


First name eS a eS en VERS TER; 








Surname ee ÉL ee a ee cn a UDS 
Street 
P O. B. aan paaa S A O O O O 1L 4 a O O Lo Ld e 


CN LAcnL acu ek a j WE NT 
COMME ALL seme 
Charge my O DINERS CLUB O AMERICAN EXPRESS O EUROCARD O VISA 
Name of Cord Holder 











— 





——Ó— 4 ld 











Acct. No. Los E U VEE 
Expiration © er eal 
ne LL ÓÉÉÁÉÁÁÁ FESS d I. 


Valid only where legal Not available 
to residents of 





The 81st NORTH-WEST-GERMAN STATE-LOTTERY runs from September 23rd to March 23rd, 1989 
— Mail to: Walther Ruge - Heidenkampsweg 32 - D-2000 Hamburg 1 - West-Germany 


The 81st NORTH-WEST-GERMAN STATE-LOTTERY runs from September 


controlled 


= x“ 
Sraat\* 





It's easy to participate: 


@ Please send us the order coupon - or if missing - a 
letter. 





Q Attach payment for the tickets you want, using either 
cash by registered airmail-postage, international post- 
al order, personal cheque, cheque drawn by bank or 
travellers cheque. You can also pay for your ticket after 
receipt of the invoice. 





We send you the tickets, further information and the of- 
ficial draw schedule. After each class you receive the of- 
ficial winning list as well as your ticket for the next class. 





Within days you will be notified each time you win. Your 
prize-money will be transferred by cheque to any place 
you wish to. The prize-money is paid to you free of Ger- 
man Tax and the whole amount will be paid without any 
deductions. You remain absolutely anonymous. 





We guarantee fast, reliable and confidential service 
world-wide. 


This is why it is interesting for you to join 
the lottery: 206 million DM prize money 


3 x 2 million DM as maximum prize-money 


19 x 1 million DM 
5 x 1 million or 50 x 100.000 DM 


and in addition: 


240.390 x prizes up to 500.000 DM 





Only 600.000 tickets form the basis of the lottery. Out of these 
tickets 240.417 numbers win in the course of the lottery: So, we 
can guarantee winnings for more than every 3rd ticket-number! 





Order-Coupon 











23rd to March 23rd, 1989 


Win 100% with a 1/1 ticket, or 50% with a 1/2 ticket or 25% with a 1/4 ticket. Don’t 
forget: either way, every 3rd ticket number wins guaranteed! Try your luck! 





Please fill in the number of tickets you want to order with 
this coupon 







*The quoted US $ or € equivalents are only a rough estimote 
For exact exchonge rates please osk your bank 


DM 741,- (approx 458,- US $ or 240,- £)* 


| DM 381,- (approx 238,- US $or 124,- £)* 


———————— 


| DM 201,- (approx 128,- US$or 64,- £)* 





1/1 ticket 









| 1/2 ticket 





1/4 ticket 








* Your prize money will be transferred confidentially by cheque to any address or bonk 
in ony part of the world. 

" Payments through personal cheque in DM, £, or US $ will be accepted or through o 

bank droft, American Express, Diners Cord, Eurocord, Access, Moster Cord or Viso 

All prices are for all 6 closses including air mail postoge and winning list ofter each 

class. No additional chorges! Volid only where legal! 


British Aerospace's record in the regional airline 

market is without equal. 

But then, so is our experience of designing and 
building aircraft with the very special features and qualities 
which that market needs. 

That experience has given the world a unique trio of 
regional airliners, the Jetstream Super 51, the ATP and the 146. 
No other manufacturer fields a team that is so popular with the public, both 
those who travel and those whose concern is for the environment. 
No one else matches technical support with such a depth of technical excellence. 
And no other company is making such an impact on today's regional market, or is 
so ready for the conditions that deregulation is now creating. 

If that's the market you're competing in, you should be talking to British Aerospace. 
You'll be surprised at the difference our track record can make to your performance 


J3l, ATP 146- regional champio 


For further information contact: 
British Aerospace, Civil Aircraft Division, Marketing Operations Centre, PO. Box 35, Stevenage, Herts SG! 2DG, England. Tel: 07072-68125 Telex 826876 





— d BRITISH AEROSPACE 


British Aerospace pic, 11 Strand, London. 


British Aerospace Inc., PO. Box 17414, Washington Dulles International Airport, Washington, D.C. 20041-0414 Tel: (703) 478-9420 Telex: 89517 
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Not every hotel offers you your very own butler. A butler trained to anticipate your 


iv 


every desire. From packing or unpacking your bags to replacing a missing button. 
Yet this is precisely the style of service we are so proud of at Sheraton Towers. 
The name we've given to the special floors of our hotels designed specifically for 
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senior executive guests. 


$83 O01 


370714111 











v NY3W SONIMHI 





101 








v 


1 


For those businesspeople who've come to expect such individual attention, it's 


more like staying at a private club, than a large hotel. 

With your own butler, who is miraculously only there when you need him, but not 
when you don't. At Sheraton Towers, it is often a little thing like privacy that keeps our 
guests coming back. 
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RESERVATIONS AT ANY SHERATON HOTEL WORLDWIDE CALL - HONG KONG 3-739-3535 - SINGAPORE 732-6000 - KUALA LUMPUR 243-7522 BANGKOK 236-3535 - JAKARTA 380-7032 Tha rempasity peopie of TT 


YOU MUST FEEL A 
BIT Vulnerable IF 
YOU'RE NOT USING 
TRADED OPTIONS 
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managers and imstitutional investors in exposed 
positions. it made them acutely aware of the need! 
pr tect their Dx MtTeli Ss and rmarne ;€ their GSAPOs rt 


to risk. The flexibility of traded options in ine ke 





role of controlling risk is second to none Whichever 


Girection the rnarket is neading. you are able to 
hedge your securities or cash rather than assume 
the risk of adverse price movements Options are 
also one of the best ways to out-perforrn the market 
as many Companies and financial institutions have 


found. Investors can enhance incorne Dy writing 


Options against existing stock inventories and 


vestment portfolios. The dramatic upsurge in the use 
of traded options has made the LTOM the fastest growing 
equity derivative products market outside the USA and 
Europes leading traded options market. In fact. more 
options were traded on the LTOM iast year than in the 
previous rune years put together and the range of oppor 
tunites is constantly growing. Today. its unique in trad ng 
oprons on about GO leading UK equities plus the FT-SE 


100 index. gilt edged stocks, currency options and three 


French equity options. The latter are but an hors doeuvre 


to the plans for the internationa! expansion of the LTOM after the success of its first ten 
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ideo. the options analysis and pricing diskette. and the various Training Courses 


years Bo why mot learn how to use traded options with confidence yourself? 
I] Sirnply send for our brochure ‘A GUIDE TO OPTIONS’ and details of the LTOM 


STOCK EXCHANGE Expert assistance is also available on this inforrmnation line 01-628 1054 c 








——————————— 
THE LONDON TRADED OPTIONS MARKET © THE MARKET TO MANAGE RISK 
eng E EE AME NM WB M NP US 


THE LONDON TRADED OPTIONS MARKET THE STOCK EXCHANGE | ONDON ECON t HP 


THE PRICE OF ALL INVESTMENTS CAN FALL AS WELL AS RISE 








BRITAIN 






Brotherly love wears thin 


T IS July 1998. At the regular ten-yearly 
gathering of the worldwide Anglican 
Communion in Canterbury (see box), all 
eyes are on the Right Rev Ann Other, an 
American and the first woman to be conse- 
crated a bishop nearly ten years ago. She is 
not the only one: since the last Lambeth 
-»nference in 1988, women have also been 
used to the episcopate in Canada and New 
Zealand from the ranks of women priests, 
now numbering thousands . . . 

This prospect sends shivers down the 
spines of traditionalist opponents to wom- 
en's ordination. Yet it will probably happen 
in the aftermath of this year's Lambeth con- 
ference. One result is that the Archbishop 
of Canterbury, the Most Rev Robert 
Runcie, will probably resist the temptation 
to retire until the debate is satisfactorily 
concluded. 

The conference, due to end on August 
7th, has met amid talk of impending schism 
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What Harry wrought 


HE Anglican Communion is not the 
biggest Christian grouping in the 
world (the Roman Catholic, Orthodox 
and Lutheran churches are bigger). But it 
is, after the Roman Catholic church, the 
most widespread. It has long since ceased 
to be "the church of the British empire”: 
its 70m or so members are spread across 
| 164 countries in 27 self-governing 
churches made up of 430 dioceses, 30,000 
parishes and 64,000 individual 
congregations. 

Born when King Henry VIII rejected 
the Pope’s authority in England—because 
he would not allow the king's remar- 

| riage—the Church of England gave birth 
to Anglicanism in the seventeenth cen- 
tury, through the colonisation of Amer- 
ica, Australia, Canada, New Zealand and 
southern Africa. These outposts were ini- 
tially controlled by che Bishop of London. 
After the American War of Independence 
| Samuel Seabury of Connecticut was con- 
| secrated in Scotland as the first bishop of 
| the Anglican Communion outside the 
| 


British Isles. Soon this precedent was fol- 
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within the Anglican Communion over the 
question of women priests and bishops. Ear- 
lier this year the so-called Ash Wednesday 
declaration (by now signed by 115 Anglican 
bishops, 70 of them at Lambeth) challenged 
the right of any single church to change the 
historic tradition of male priesthood. Such a 
change, said the declaration, ought not to be 
made until the whole church—ie, Rome and 
Constantinople as well—had had a chance 
to consider it. In reply came the Pentecost 
declaration by 141 bishops led by the bish- 
ops of Bristol, Manchester and Southwark. 
It claimed that the ordination of women—as 
bishops, priests and deacons—was vital for 
the church's mission. 

The fact that several Anglican provinces 
had already ordained women priests was dis- 
cussed by the 1978 Lambeth conference. It 
merely observed that, since the provinces 
had legal autonomy, each should respect the 
convictions of the others. Why the renewed 





lowed in Canada, then India, Australia, 
New Zealand and South Africa. 

The second stage of Anglican expan- 
sion began in the mid-nineteenth century 
as a result of the missionary work of the 
churches in England, Ireland, Scotland 
and Wales. Most of these new churches 
became constitutionally independent af- 
ter the second world war—usually before 
their countries achieved political indepen- 
dence. 

The Anglican Communion has no sin- 
gle head (indeed, the Queen is the head of 
the Church of England, though not of the 
Anglican churches in Scotland, Ireland 
and Wales). The Archbishop of Canter- 
bury is its most senior bishop. But the 
Communion résts on four foundation 
stones: the scriptures, the creeds, the sac- 
raments (baptism and the eucharist) and 
the episcopate, which traces its line of de- 
scent directly from Christ's apostles. Had 
those gentlemen included a woman or 
two, the bishops would now be able to 
concentrate on other issues of social jus- 
tice—or even on religion. 
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fuss? Because this time the issue is not simply 
women priests, but women bishops. Seve 1 
churches, notably those in the United 
States, Canada and New Zealand, say they 
intend to have women bishops—though 
not before the rest of the Communion has 
been "consulted" at Lambeth. Before the 
conference, though, senior figures in these 
countries made it clear that episcopal or- 
dinations would go ahead, whatever hap- 
pened at Lambeth. : 
The debate is no longer over internal ju- 
risdiction, but over relations among the in- 
dividual churches of the Communion. 
woman bishop could not officiate at a ser- — 
vice held in a country—such as England— 
that does not ordain women. Neither could 
priests—whether men or women—who 
been ordained by women bishops, even as. 
guests specially invited to do so by parti 
bishops and congregations. 3 
n? 
No pope at Canterbury r 
The dilemma for the Anglican church is — 
that, unlike the Roman Catholic or Ortho- — 
dox churches, it has no central source of au- 
thority. In his opening address at the confer- 
ence, Archbishop Runcie told his fellow- — 
bishops that there was a real danger of - 
"gradual fragmentation”, as each province 
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went its own way. The archbishop called for 
a re-examination of the old Anglican doc- 
trine of “dispersed authority", to prevent 
that authority being "dispersed to the point 
of dissolution and ineffectiveness". He 
would like to put a limit to the present virtu- 
ally unlimited provincial autonomy. 

One interesting possibility has been put 
forward by the Anglican Church in Wales. 
The Primates’ meeting, a body which was set 
up by the 1978 Lambeth conference and 
meets every two or three years, should be 
given power, subject to consultation, to take 
decisions affecting the whole Anglican 
church. The Archbishop of Canterbury, 
symbol of Anglican unity, would speak for 
the meeting. Important changes would re- 
quire the agreement of at least two-thirds of 
the churches. Any church which could not 
accept this would leave the Communion. 

This proposal has had a frosty reception 
at the conference, not least from the 
churches in America, Canada and New Zea- 
land. The Archbishop of Canterbury in his 
own speech disclaimed any intention of 
"developing an alternative papacy”. Logical, 
given the fact that the Church of England 
began by revolting against the Catholic 
Pope back in the sixteenth century. But how 
else to prevent the “gradual fragmentation” 
that the archbishop fears? 

The answer may emerge next week. It 
could turn out to be another fudge, not un- 
like the one that kept the peace at Lambeth 
in 1978. The compromisers’ idea is that 
those Anglican provinces which want to ex- 
periment with women priests and bishops 
would go ahead and ordain them, while oth- 
ers would stand back and watch with an 
open mind. Eventually all the churches 
would consider the experiment and, if nec- 
essary, abandon it. The traditionalists fear 
this is designed to neutralise the opposition 
until the ordination of women priests and 
bishops becomes a fait accompli. How could 
the church get rid of all those women priests 
and bishops, even if the experiment were 
judged a failure? 

If the fudge is accepted, some fear that 
the Anglican Communion will take a fur- 
ther step towards becoming a sort of 
churchy commonwealth—amiable, even in- 
fluential, but not quite a communion. This 
is in a sense what it has always been. Most 
Anglicans seem to want to stay together and 
are prepared to pay almost any price to do 
so. But their problems may not be over. The 
debate about women priests and bishops is 
only one aspect of a serious battle between 
traditionalism and liberalism. As is clear 
from the sharp polemics at the conference, 
and in the pages of the British press between 
the Bishop of London and the Bishop of 
Newark (the Right Rev John Spong, a lead- 
ing American liberal), that battle will con- 
tinue. It is one which is being fought in the 
other western churches, too. 
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Cabinet changes 


Quiet, kind 


INISTERS can go off on their summer 

holidays confident for once that they 

will still have their jobs when they return. 

Mrs Thatcher's reshuffle was as unexpected 

as it was bloodless. It had been kept even 

from her senior colleagues until the morn- 
ing of the day it was announced. 

The size of the cabinet increases by one 
with the entry of Mr Tony Newton, a popu- 
lar workaholic. He takes over responsibility 
for inner cities, and becomes spokesman in 
the House of Commons for Lord Young's 
trade and industry department. 

The vast Department of Health and So- 
cial Security is split (see box). Mr John 
Moore keeps his cabinet post but is given 
the less controversial social-security half of 
his old department. Responsibility for 
health goes to Mr Kenneth Clarke, an affa- 
ble lawyer who, like Mr Moore, has occa- 
sionally been spoken of as a future Tory 
leader. 

Some of the most interesting changes 
were made at the environment department. 
There, Mr Nicholas Ridley has lost his 
clever second-in-command Mr William Wal- 
degrave who, after successfully guarding the 
Tory green vote for five years, and shep- 





Clarke on the rise 


herding through the housing bill, goes to 
the Foreign Office. His next step could be 
into the cabinet. In his place comes Mr John 
Gummer who, since his removal in 1985 
from the powerful post of party chairman, 
has been re-establishing his reputation as 
the Ministry of Agriculture’s man on coun- 


Farewell, Crossman’s monster 


HE Department of Health and Social 

Security never reached its 21st birth- 
day. Created for Richard Crossman in 
1968, presided over by corporatists like 
Lord Joseph, Mrs Barbara Castle and 
Lord Ennals, scrapped by Mrs Thatcher; 
its passing will not be mourned by those 
who thought it absurd for one cabinet 
minister to control 45% of public 
spending. 

The pHss survived its first 20 years 
only because its two concerns never hit 
crises simultaneously. Mr John Moore 
had the bad luck to be in charge (and iron- 
ically in poor health) when they did. He 
has paid the price of demotion to what is 
seen as the junior of the two halves, social 
security. 

In fact social security should still be ex- 
citing. It will have the biggest depart- 
mental budget. Its 500 local offices have 
just introduced a revamped welfare system 
with three entirely new benefits. Three 
big challenges lie ahead: 

@ Moving from central administration to 
devolved management. One recent report 
concluded that local offices should be 
freed from central control and turned into 
autonomous agencies. Another report 


said that chunks of the department 
should be moved out of London. 

e Improving liaison between benefit, un- 
employment and tax offices. The DHss's 
new computer system is being put into un- 
employment offices to ensure compatibil- 
ity. The head of the employment service 
on the social-security board. A merger be 
tween benefit and unemployment offices 
looks likely. 

e Tackling the "dependency culture". Mr 
Moore regards the new social-security sys- 
tem as only a first step. The poverty trap, 
though less fierce, still deters some people 
from working. Mr Moore is keen on 
America's workfare. But he will also want 
more cash. 

It is, however, health that will grab the 
attention over the next 12 months; a fact 
demonstrated by the swap in jobs between 
the DHSS's permanent secretary, Mr 
Christopher France, who is moving from 
social security to health, and his deputy, 
Mr Michael Partridge, who is switching 
the other way. The new health secretary, 
Mr Kenneth Clarke, was a splendid 
health minister under Mr Norman Fowler 
from 1982 to 1985. He is returning at a 
crucial point in the government's review 
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-tryside affairs. He- 1as been give 
responsibility for local governmer 
Responsibility for town: and country 
Planning goes to Mr Michael Howard, a law- 
yer who will also have the job of steering wa- 
ter privatisation through the House of Com- 
mons. Mr Howard will have to cope with 
Tory hostility to more development in the 
south of England. He specialises in unpopu- 
lar causes; h has just carried through the 
"tax legislation. Housing, once seen as 
tain’s main political battle- 
x du another peer—Lord Caith- 







"s Now that the cabinet no linge includes 
either Mr Michael Heseltine or Mr Norman 
. Tebbit, it has started to look increasingly 
short of real political, as distinct from ad- 
_ ministrative, flair. Some of those holding se- 
^X posts, such | as Mr George Younger at 
nce, are almost unknown to the British 
 püblic. Indeed, some of Mrs Thatcher's 
younger ministers—Mrs Edwina Currie, 
still at. the health department, Mr David 
Mellor, who joins her there, and Mr Peter 
Bottomley, at the transport ministry—are 
better known than some of the faces round 
the cabinet table. How they must long for a 


return to the ministerial sackings of the ear- 
lier 1980s. 
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of the NHS. Under him will be the bump- 
tious Mr David Mellor: relations be- 
tween him and his equally irrepressible 
junior, Mrs Edwina Currie, could be 
frosty: . 

Mr Clarke will be more cautious than 
Mr Moore about radical change to the - 
NHS. That will endear him to the medical 
lobby (and to the House of Commons so- 

-services committee, which is also. 
wing for caution). But he was tough. 
with doctórs and the pharmaceutical in- 
| dustry | in 1982-85. He will need to be 
- again if he is to turn this autumn's white 
paper into a genuinely consumerist new- 
< system. He should be eager to give NHS 
local managers more freedom, since ‘he ~ 
appointed many of them. And he would 
be wise to chair the NHS management 
_ board himself, rather than | leave the job 
“to Mr. Mellor. 

The Duss’s top management he just 
| moved from a ghastly building at the Ele- 
“phant and Castle, on the wrong side of 
- the Thames, to an expensively restored 
Georgian terrace opposite . Downing 
Street. Mr Clarke and Mr Moore are al- 

- ready battling for the right. to stay. It is 
fitting that Crossman's "monster of 
stealth and total obscurity” should ex- 
-pire with a fight over offices and status 
-that would ae be worthy of "Yes, Minister”. 
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Local government 


Knocking down the town hall 


Mr Nicholas Ridley has just presided over the biggest shake-up of local go j 


ernment for c centuries 


HE bill 


on L'coninetitive tendering got 


royal assent in March. The poll-tax bill 


followed this week. The housing bill is 


nearly home. After a year of battle in and 


out of Parliament, Mr Nicholas Ridley can 
go on holiday content. It is not just on the 
green home counties that Mrs Thatcher’s 
controversial environment secretary has left 
an indelible mark. Local government will 
never be the same again. 

lake Mr Ridley's three new laws to- 
gether, add more over the horizon, throw in 
Mr Kenneth Baker's education bill, and the 
total represents the biggest shake-up of local 
government not just since it was reshaped in 
the early 1970s but in centuries. Out go do- 
mestic property rates, whose history dates 


back to the poor law of 1601. Out with them. 


goes the still more ancient right of local 
councils to raise their-own taxes on busi- 
ness. In come the poll tax and (save in Scot- 
land) the uniform business rate, set nation- 
wide by central government. 

Council housing is just over a century 
old, compulsory schooling at the council's 
expense a little older. Both have hugely ex- 
panded—grown like bindweed, Mr Ridley 
would say—ever since. Both will now be cut, 
to make room for private enterprise—the 
very system, Labour would say, whose fail- 
ures caused them to be invented. 

Conservatives:might accept half of that 





stead of doing the job themselves, they will: 




























gibe: the state, through its local arms, did 
sometimes have to step in. The trouble was 
that, having stepped, the state stayed. a 
spread. Now councils are to get back tow 
the new Tories think is their proper role: 


provide the framework for private ent 
prise to do it, and fill the gaps only wh 
that fails. The process will make local ge 
ernment less political. If it happens toun 
dermine Labour's town-hall bastions, thi 
government will not complain. 
Mr Ridley s reforms are changing th 
almost as fast as he could have hoped; 
faster than his critics thought possible: 
€ Poll tax, payable at a flat rate by (in p 
ciple) all adults in a given district, was wi 
damned as unfair. But it has been for 
through minefields and ambushes in C 
mons and Lords alike, and emerged ba 
scathed. Due to be in force in 1990, it: 
prove the administrative horror that: 
predict: even the new software is full of 
But Mr Ridley can draw on the expe 
of Scotland, which is a year ahead. The 
the signs are that—albeit with splutters a 
bumps, and at twice the cost of collecting 
the rates—the Scottish version will be up 
and rolling next spring. 
The iust remarkably, has agreed to 
exclude council spending financed by pol 
tax from its public expenditure ' planning 
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making councils mo ountable to vot- 
ers, will in fact bring them more un yün 
der central control. In future, only 25% of 
their revenue (less in Scotland and Wales) 








om the centre. Mr Ridley’s planned new 
) stem of capital controls will have a simi- 









on for other landlords to take over council 








ay change. Many councils—like Glouces- 


f stock, to Scit. using a associations. 








































vate capital, notably to partner the public 
ds of housing associations. So far, the 
oney is only trickling in. But one or two 
big associations and building societies, and 


which has set up a special subsidiary), are 
keen to make that a flood. Although it will 
be years before councils are reduced to the 
safety-net role in housing that Mr Ridley 
thinks. their due, he may have sartea a 


p Ministers’ zeal to depolitirise local au- 
horities is clear in the new code on council 
ublicity. Even after much redrafting, Tory 


ovoked it—still find it too restrictive. An- 
Other sign was last week's response to pro- 
posals in the 1986 Widdicombe report. 
These would force council committees to re- 
flect the party balance of the full council; 
ban officials in senior or sensitive posts from 
political activity; and limit councils’ spend- 
ing on economic development. 

» The real mark, though, will be made by 
the law on competitive tendering. More 
and. more councils are seeking outside 
nders for services. But—except in build- 
g, where it has been compulsory for 
years—the proportion of their spending in- 
volved is:small. From August 1989 all coun- 
is will have to put certain services out to 
nder, starting with cleaning, catering and 
refuse collection. Thar list will grow. Some 
councils are already happily extending it. 
For Mr Ridley has at last given their manag- 
ers a big stick to wave at the workforce: 
more efficiency, or else". Even Labour 
councils are privately glad to have it. 
The effect. may be one already seen in 
: the health service: few contracts won by pri- 
. vate firm $ thanks | to widespread improve- 











them. The new finance system, advertised as 


ill arise from their own decisions, the : rest 


The fine print of the housing bill will i | 
set only in the autumn. But already its provi- 


ouses is having an effect. The signs so p d 
e that most tenants would opt to stay with | 
council, if the council wants them. That 





> of 4.6% in June, and could 
 Torbay, Salisbury and Swansea—are 
oking at ways to transfer. most or áll-of. 


cain hopes rest on an ante of. 


least one big institution (the TSB group, - 


yuncils—let alone the Labour ones who 





-at least. promises of im : 
‘in in-house organisation and labour 


roctices. Already the catering industry is 
© bitter about “unfair” in-house competition; 

the biggest firm is threatening not to tender. 
~ Could it be that Mr Ridley, in forcing coun- 


cils out of politics into management, is giv- 
ing them a new lease of life? 
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~HE official. de omir E intlari 
- will rise above 5% in eae from a rate 
hit 6%. by the 
end of the year. This is the direct result of 





. the-government's efforts to check inflation 


through tighter money. 

In Britain. owner-occupied housing en- 
ters the retail price index as the average cost 
of mortgage interest payments. Increases in 





interest rates therefore seem to increase the 





rate of inflation. For example, the rise in 
mortgage interest rates by an average of 134 
percentage points on August Ist will add 
about three-quarters of a point to the index. 
If mortgage rates remain fixed the biggest 


impact on the 12-month rise will come in 


December, because the mortgage rate fell by 
one percentage point in December 1987. 


Atm UU anana an na aaan naaar r ena n aran e 


Ancient historians 


HEN you were at university, how 

many of your lecturers were under 
40? Half of them? A third? In British uni- 
versity history departments, according to 
a new survey", the figure is only one- 
fifth. Only 11 out of 943 historians are 
under 30. A similar study carried out re- 
cently by the Institute of Physics found 
that A one university physicist in 
seven is under 35. Most academics are 
now in n their 40s, 50s and 60s, for two 
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‘they are hired on short-term contracts 


since they expanded ten years before 
| ing hat C 
. new appointments. With the abolitiori of 
academic tenure, universities may be less. 


 Cautious. about hiring. permanent. staff 


gu k with. them i in leaner times. | 



















“Retail price index ^ *| 
X 96 increase a year earlier is da 













Source: Ti reasury 


Similarl y, and. still n more Depas the re- 
cent cut in income-tax rates reduced the 
value of tax relief and thus—through this 
definition— pushed up inflation. es 
The flaw with this method is that 
treats mortgage payments purely as con- 
sumer spending, whereas they actually in- 
volve a large element of investment. Ideally, 
payments should be adjusted for the benefit 
to households of capital gains. . | 
Apart from Canada, Britain is the only 
big industrial country which includes 
mortage interest payments in its consumer- 
price index. Most countries use the so-called 
"rental equivalent" approach—ie, the 





simple reasons: lecturers recruited in the 
expansionary 1960s are growing older, 
and in the 1980s there has been virtually 
no new blood. Between 1981 and 1987 
only 58 historians were hired by British 
universities áslecturers. 

Today's students may find that odd. 
Are not many of their teachers youngish? 
Yes, but they do not stay around long: 
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and were not included i in-these surveys of 
university staff. | i 
The. Ere a conducted the 
durvey. have told ministers that this is a 
dangerous state of affairs. American uni- 
versities have a similar bulge, but older, 


Britain's did. There it is already becom- 
to find replacements for retiring 
worthies. One solution might be for 


more departments: to earmark cash for 














when money is available, for fear of being 


ron Dr G w Bernard, Department of 
ity of Southanipeon. . 
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rental income forgone by living in a house 
rather than renting it out at a market rate. 
The snag with this method, which was used 
in Britain until 1975, is that Britain’s rental 
market is heavily distorted. 

The Treasury would love to publish a 
monthly index which excludes mortage-in- 
terest payments. They already calculate it ev- 
ery month. During the past four years the 
12-month increase in the RPI has swung be- 
tween 2.4% and 7.0%; knock out mortgage 
payments and it hovers in the narrower 
range of 3.1% and 5.6% (see chart 
opposite). 

The Treasury lost its battle to get inter- 
est payments taken out of the index in 1986. 
The independent Retail Price Index Advi- 
sory Committee—which represents trade 
unions, employers, the government and the 
retail trade—then considered the treatment 
of mortgage-interest payments, but it recom- 

nded no change. 

The accuracy of the rp! is of more than 
accademic interest. A large chunk of govern- 
ment spending, including social-security 
benefits and pensions, is linked to the index. 
If inflation is overstated by just one percent- 
age point, then spending which is statutorily 
linked to the RP! will be between £500m and 
£1 billion a year higher. The Rr! also has an 
influence on trade unions' wage demands. 

If the Treasury did publish a more accu- 
rate index, which just happened to show a 
lower rate of inflation, it would be loudly ac- 
cused of fiddling the figures. And with some 
justice. Remember the tax and price index 
which was introduced in 1979 when the gov- 
ernment financed a cut in income taxes by 
almost doubling var? It was intended to 
show. that pay packets were not being 
eroded as fast as the RPI suggested. The gov- 
ernment lost interest in it once it started to 
rise faster than the RPI. Same with any new 
index this time? 





British film industry 


Up an Elstree 


HERE is something romantic about the 

idea of an old film studio where Alfred 
Hitchcock made his early films and 
Laurence (now Lord) Olivier and Ralph 
Richardson made their debuts. Elstree was 
founded in 1926 in Borehamwood, Hert- 
fordshire—the nearest place to London free 
of fog. Earlier this month the Cannon 
Group, an entertainment company that 
bought the studios from Thorn EM! two 
years ago, announced its sale for £20m to a 
property consortium formed by Tranwood 
Earl, a small merchant bank. Film-makers 
argue that the studios—one-third of Brit- 
ain’s film-making capacity—should be saved 
for commercial as much as sentimental 
reasons. 
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When Elstree was bought by the Can- 
non Group in 1986, the company pledged 
to keep it open and to make at least ten films 
a year in Britain. But the group as a whole 
lost £57.5m ($98.3m) in 1987, so decided 
that Elstree had to go. 

Elstree's own difficulties began in the 
early 1980s. British film technicians are ar- 
guably the best in the world. But their re- 
strictive practices drove up costs to such an 
extent that, with the exception of Steven 
Spielberg pictures, such as the Indiana Jones 
series, American blockbusters left Elstree 
for America and Canada. Then in 1985 





A sale of mystery and suspense 


came the abolition of the Eady levy, which 
had paid film-makers a levy on cinema seats, 
and the scrapping of capital allowances, 
which had allowed the cost of making a film 
to be written off in the first year. As a result, 
even fewer films were made in Britain. 

Mr Bryan Forbes, an English film writer 
and director who ran the studios in the early 
19705, says that the failure of Elstree reflects 
the commercial incompetence of those who 
run Britain's flm industry. With the right 
management, he thinks Elstree could easily 
make a profit. Proper film studios have to be 
purpose-built—for sound proofing, rigging 
and so forth. It would cost many millions to 
build new ones elsewhere. The demand for 
films, say optimists, will be boosted by the 
advent of satellite television stations—Mr 
Rupert Murdoch predicted this week that 
more than 6m British homes will have cable 
or satellite television within four vears. 

Tranwood Earl has not yet said what it 


intends to do with the studios. Elstree's local - 
council fears it wants to build on the site, — 
and has placed a preservation order on it to 
prevent demolition or serious alteration for- 
six months. Mr Otto Plaschkes, head of the — 
British Film and Television Producers Asso- 
ciation and a former Cannon employee, is 
hoping that the Department of the Environ- 
ment will decide to list the buildings. His 
association has also tried to enlist the sup- _ 
port of members of Parliament, including — 
Mr Cecil Parkinson in whose constituency 
Elstree lies. Described by one expert as “a 
small series of early 1920s sheds", the stu- — 
dios are hardly of stunning architectural 

interest. ! 5 
Mr Spielberg now says he is trying to 
put together a group of film companies to. 
buy Elstree studios. At one point it was 
rumoured that a white knight might emerge 
in the shape of Sir James Goldsmith, a finan- — 
cier who has just started investing in films. — 
But Sir James says he is not interested. Per- 
haps Tranwood Earl could look at Universal 
Studios in Los Angeles, which combine 

film-making with a tourist attraction. A - 
Hitchcock theme park might be just what — 
outer London needs. | 





Business studies 


Brains for industry 


OULD-BE undergraduates will be - 

biting their fingernails over the next 
fortnight, waiting to find out whether their 
A-level results are good enough to get them 
on to the course of their choice. None will 
bite them shorter than aspiring medics: 
most will need grades of A or B to get on a 
course; Oxbridge applicants will usually 
need straight A grades. But medicine attracts 
clever candidates, and half will succeed. A 
candidate for business or management stud- 
ies will need less brilliant grades, but is less 
likely to get them. Last year only 29% got 
places—fewer than in any other main sub- 
ject except pharmacy. 

Ten years ago business studies attracted 
mainly mediocre candidates to mediocre 
courses in mediocre universities and (more _ 
often) polytechnics. Last year, for the first — 
time, more university applicants wanted to — 
read business studies than English—and 
many of them were clever. Because business- 


studies departments can offer only two- 


thirds as many places as English ones, they 


can now afford to ask for good grades. To ` 


read business at places like Warwick, Bath 
and Salford these days, you need three B 
grades. Undergraduates reading business get 
better grades, on average, than students in 
many of the established disciplines—includ- 
ing physics, history and most kinds of 
engineering. 

Like general social-studies courses fas 
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NE sign that business studies is 
no longer seen asa bogus degree | 
subject is that Oxford and Cam- | 
bridge universities want to get on the 
bandwagon. Dons worry that many 
good students go elsewhere to study 
business. Committees chaired by Sir | 
- Claus Moser in Oxford and Mr Da- 
vid Thompson in Cambridge are 
drawing up plans to expand both un- 
dergraduate and graduate courses in | 
business. | 

Cambridge will get a Centre for 
Management Studies. Oxford is | 
thinking of setting up a full-blown | 
school of management, incorporating | 
Templeton College, at present out- 
side the university. It would become 
easier for undergraduates to combine 
other subjects with business studies, | 
but they would not be able to study | 
business on its own. | 

On the graduate side, both univer- 
sities have recently decided to set up 
MBA courses. Oxford would offer a 
conventional two-year course which 
could be taken full- or part-time; it 
plans to start with 72 students a year. 
The Cambridge MBA, at its new cen- 
tre, would take some 27 weeks spread | 
over three summers, and be linked to 
students’ work experience. Present | 
plans envisage 20 students each year, 
growing eventually to 200. 

The Oxford and Cambridge | 
courses are bound to cause a stir out- 
side Britain. The MBA has become an 
international degree; many British 
students now take one in France, 
Switzerland or America. With its two | 
most prestigious universities in the 
field, Britain has a chance to make a 
bigger splash in the competitive inter- 
national market for aspiring execu- 
tives. | 











ionable in the 1970s, business and manage- 
— mentstudies degrees attempt to teach a 
wide range of knowledge and disciplines, 
contrary to the British university tradition 
of concentrating on a single subject. Unlike 
social studies, business studies is of obvious 
practical relevance. Most big companies 

. now welcome graduate recruits who know 
something about accounting, maths, man- 
— agement theory and economics, with some 
practical experience of industry. The large 


—  work-experience element in business studies 


gives students a foot in the door. Roughly 
half of iBM's sandwich-course interns are 
studying business or management, and one 
intern in five is eventually hired by the com- 


pany. 
60 





Not everybody is convinced. Some ca- 
reers officers fear that students opt too 
readily for business studies simply because it 
sounds like a passport to a good job. Indus- 
trial recruiters do not always find that it pro- 
duces the best graduates. One large London- 
based company observes that business 
graduates. perform well at first interview, 
where they are tested on their knowledge, 
but often flounder at the second, where 
their reasoning and behavioural skills are 
tested in groups. Business studies, the com- 
pany's recruitment officer concludes, may 
broaden knowledge and experience but not 
sharpen the mind. But she is reassured to see 
courses improving, involving students more 
in seminars and critical case studies rather 
than just sit-and-listen classes. 





Labour ideas 


Tanking up 


ABOUR politicians watched the Demo- 
cratic convention in Atlanta with a 
mixture of awe and envy. Four years ago the 
American party was prostrate. Now it stands 
a good chance of winning the presidential 
election. Labour too needs to make that 
long, slow climb back to credibility: to fight 
the battle of ideas, to break the intellectual 
ascendancy of the right. At last year's La- 
bour party conference, Mr Neil Kinnock 
called for a new think-tank of the left to do 
just that. Now he has it. 

This week a clutch of academics, trade 
unionists and businessmen launched the In- 
stitute for Policy Research, nominally inde- 
pendent of any political party, but with a 
strong Labour leaning. Tessa Blackstone, 
who chairs it, is a Labour member of the 
House of Lords. Mr John Eatwell, its secre- 
tary, advises Mr Kinnock on economic pol- 
icy. They have exploded the myth that com- 





panies will finance only right-wing think- 
tanks: the IPR has raised a modest £1 m for its 
first five years, but only a third of that has 
come from trade unions. Its treasurer, Mr 
Clive Hollick, runs MAI, a financial-services 
and media company; and Mr Philip Hughes, 
chairman of the Logica computer company, 
is one of its trustees. 

Plenty of dons think anti-Thatcher 
thoughts. Remember the 364 economists 
who signed an angry letter in 1981. But aca- 
demics have tended more often to complain 
about cuts than to offer any alternative ideas 
to capture the public imagination. Now the 
IPR is hoping to swap that venom for vision. 
Four professors, a Cambridge don and the 
master of a London University college sit on 
the board of trustees; more may be mar- 
shalled to conduct research. 

Why cannot they do all this under the 
aegis of the Fabian Society, still going strong 
at the age of 104? Partly because its found 
Sidney Webb, insisted that the Fabians wc. . 
not allowed to espouse any common policy. 
The society can publish pamphlets (still ar- 
chaically called "tracts"), but it has to print 
a disclaimer to say that the views expressed 
are those only of the author. 

Besides, the Fabian Society has to keep 
the loyalty of its 3,500 members in local 
groups around the country, mainly afhliated 
to constituency Labour parties. It is also 
constitutionally intertwined with the party: 
it sends delegates to the annual conference 
and is part of the party's electoral college. 
Could such an organisation unanimously 
suggest that Labour should embrace freer- 
market economics? Or abandon unilateral- 
ism? Not easily. 

For the IPR, that may be possible. In- 
deed, the Kinnockites know that the policy 
review will be easier if the think-tank backs 
their revisionist views. It could be the first 
step on the road to appearing modern a" 
capable of Dukakis-like government. 
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The arts 


Worth paying for 





EN Michael Jackson plays to thou- 

sands at Wembley, the government 
taxes the tickets. When Liverpool's new 
Tate gallery puts on an exhibition of ab- 
struse modern art, the government 
subsidises it. Fair? No, but it may make eco- 
nomic sense. A report* by Mr John 
Myerscough, just published by the Policy 
Studies Institute, will delight the arts lobby 
by discovering a number of beneficial eco- 


Come for cul K ; 


uumic effects of the arts. 

The arts, as anybody who saw the recent 
production of "Aida" in London will testify, 
are a labour-intensive business. They em- 
ploy almost 500,000 people. They have a 
turnover of £10 billion a year—as large as 
the British car market. But more important 
than the direct economic impact of the arts 
on spending and employment may be the in- 
direct effects on tourism and on regional 
development. 

That tourists like to go to the theatre 
and take in an occasional museum is well 
known. But the study contains new figures 
on overseas earnings. Foreign spending ac- 
counts for 3496 of the turnover of the arts, 
compared with 2796 for British manufactur- 
ing as a whole. The arts earn £4 billion of 
foreign currency a year, and are the fourth- 


* “The Economic Importance of the Arts”, Policy Stud- 
ies Institute, 100 Park Village East, London NW1 3SR. 
Price £19.95 
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biggest invisible earner. They also encour- 
age some foreigners to visit Britain who 
would not otherwise have come. After try- 
ing to exclude "deadweight" spending by 
visitors who—say—came to Britain for the 
Harrods sale but spent an evening at the the- 
atre, Mr Myerscough reckons that some 
27% of total earnings from tourism are 
attributable to arts attractions. 

That, he thinks, ought to make the tour- 
ist authorities think again about the way 
they sell culture to foreigners. The "big red 
bus" approach is wrong, and anyway is 
aimed mainly at Americans. Yet the tourists 
who spend most are also the ones who 
spend the highest proportion of their 
money specifically on the arts: visitors from 
the rest of Europe who come for short stays 
in the winter. 

A different emphasis on Britain's cul- 
ture might also help to spread the load of 
summer tourists away from London. The 
natives know, for instance, that there is 
good theatre outside the metropolis: indeed, 
that may be why attendance per perfor- 
mance at London theatres has declined. The 
coach trade has dwindled, and been re- 
placed by audiences more likely to be young, 
single and male. But do foreigners know, for 
instance, that Ipswich is planning a 2,000- 
seat theatre? And if they did, might they pre- 
fer an evening there to one in squalid 





TH 1992 round the corner, an 
American trade bill imminent and 
a round of international trade talks in 
progress, you might think the market for 
research on trade issues would be boom- 
ing. Yet the Trade Policy Research Cen- 
tre (TPRC), one of the world's best think 
tanks on protection and free trade, is on 
the point of closing. On July 20th the 
centre's council was summoned to hear 
an emergency report on its finances. It 
was told that the TPRC's deficit was head- 
ing towards £500,000 by the end of the 
year, thanks to “overtrading and finan- 
cial mismanagement”. 

The TPRC was founded 20 years ago 
by the late Harry Johnson, a celebrated 
and energetic economist, and Mr Hugh 
Corbet, a journalist specialising in inter- 
national economics. Mr Corbet has run 
it alone for the past 11 years. A measure 
of the centre’s quality is that under him 
it has only once had an application for a 
research grant refused. 

But its finances have flopped. Its jour- 
nal, The World Economy, clears less 
than £5,000 profit a year; books in its 
Thames essay series cost £8,000 to pro- 
duce, but yield only £500 apiece. The 
more it has published, the more it has 
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Shaftesbury Avenue? ; A 
A more tentative discovery by the study 
was that good local arts make people feel 
happier about the region they live in. A 
carefully worded questionnaire (excluding: 
turn-off words such as “arts” and "culture"). 
found that, in three regions studied in de- 
tail, more than 90% of the people wanted 
good theatres and museums to be available, 
even if they did not use them. Most claimed 
to be happy to foot the tax bill entailed. Lit- 
tle difference between social classes emerged 
on the general view people took of good arts - 
facilities; although the better-off were muc 
more likely to say that they used them than - 
the poor. £3. 
Lively arts may help a region another 
way. Interviews with senior executives. 
showed that they thought local culture was 
an important bait when they were trying to 
hire people—and the brainier the people, 
the more important the bait. In rez ity, 
those being wooed often did not think the 
arts as important as did their prospective 
bosses—until they took the job. The quality 
of local arts was then often highly important 
in encouraging them to stay; certainly more 
important than sporting facilities. Perhaps - 
Scotland should stop boasting about its golf 
courses and concentrate on the Burrell col- 
lection instead. 





sunk into debt. The centre had no com- 
puterised accounts until recently; it still - 
has no desktop publishing system. Its re- 
search grants have covered the cost of 
paying outside researchers, but not the 
centre's own overheads. 

The ‘professors of economics on its 
council had hoped they could persuade 
the company chairmen who are their fel- 
low-members to stump up £!2m for the 
TPRC’s overdraft, and the same again to 
relaunch it with a decent capital endow- 
ment. After all, the council's members 
include bosses or ex-bosses of multina- 
tional companies with a combined turn- 
over of more than £60 billion a year. But 
the businessmen met again privately, and 
decided the price was too high. They re- _ 
solved to wind up the TPRC quietly. The | 
chances of their resurrecting it are slim. 

Their view is understandable. The 
TPRC's work is mainly useful to govern- 
ments; its corporate backers benefit only 
indirectly when the centre's work prods 
policy-makers away from protection. 
Still, more globally minded American 
businessmen are happy to support re- 
search into international economics. Is 
there no European bigwig ready to do- 
nate £1m for the cause of free trade? 
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ing high. Machine-tool or- 
ders, a strong indicator of 
investment levels in industry, 
were up 8496 in the first half 
of 1988 compared with the 
same period of 1987. 


The mood in Britain is simi- 
lar, according to this year's 
third quarterly survey by the 
country's employers' group, 
the Confederation of British 
Industry (cBi). Only 3196 of 
industry is running below 
available capacity, the lowest 
percentage in JO years. During 
the year the CBI expects invest- 
ment to be 1096 higher than 
in 1987. 


Are reforms in Russia bearing 
fruit? Economic activity is 

rowing, but not in all the 
ught directions. The govern- 
ment's figures claim a 5.596 
growth in labour productivity 
in the past year, and a 696 rise 
in wages. With few signs of a 
real improvement in the sup- 
ply of food and consumer 
goods, there is a danger of in- 
flation. With vodka harder to 
get, roubles are seeking other 
homes. 


Rules, rules, rules 


France gained permission 
from the EEC Commission to 
block imports of television 
sets made by Japanese compa- 
nies in other countries within 
the Community. The new rul- 
ing is expected to stop the im- 
port of 300,000 sets worth 
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$150m this year. The French 
have already imposed an an- 
nual quota on sets imported 
direct from Japan. Now they 
say the sets made by Japanese 
companies in Europe have less 
than 45% local (European) 
content and must therefore 
count as imports, too. 


Italians must drive more 
slowly, which could hurt some 
of its biggest companies. Un- 
der an experimental pro- 
gramme, autostrada speed 
limits are being cut from 140 
km (87 miles) to 110 km (68 
miles) per hour, until mid-Sep- 
tember. If it sticks, the new 
limit could dent sales of more 
powerful cars, which have 
been growing in recent years. 
Fiat, which has been raising 
production of luxury cars, is 
cross. 


Finance 
Mellon Bank plans to spin 


off $1 billion in non-perform- 
ing domestic assets into a 
"junk bank", to improve its 
balance sheet. Mellon expects 
to take a loss of 5096 on the 
assets it is turning over to the 
new company, which will be 
capitalised by an issue of junk 
bonds by Drexel Burnham 
Lambert. 


Russia launched a DM500m 
($269m) bond, led by the 
Dresdner Bank. The deal fol- 
lows a smaller SFr100m 
($74.3) bond issue in January, 
which ended a 70-year absence 
from international capital 
markets. The bond issue, by 
Moscow's Bank for Foreign 


Economic Affairs, is likely to 
be followed by others. 


HIS WEEK 








Nomura, Japan's largest se- 
curities broker, paid $100m to 
buy 2096 of Wasserstein 
Perella, a mergers and acqui- 


‘sitions boutique set up five 


months ago by two former em- 
ployees of First Boston. The 
deal marks a change from No- 
mura's past strategy of going it 
alone in America. | 


People 


Jean Dromer was dismissed 
from his position as chairman 
of France's largest insurance 
company, Union des Assur- 
ances de Paris, by the compa- 
ny's owners, the new Socialist 
government. He was replaced 
by Jean Peyrelevade, a banker 
and political insider. 





Philip Smith, above, former 
chairman of General Foods, 
has been appointed chairman 
of Pillsbury, which is Ameri- 
ca's fourth largest food and 
restaurant concern, and 
owner of Burger King. Ana- 
lysts are giving Mr Smith a 
year to sort out Pillsbury's 
many troubles or face the 
threat of takeover. 


Magic labels 
Boris Becker, à West Ger- 


man tennis star, lost his multi- 
million dollar promotion con- 
tract with Puma, a West 
German sportswear and 
equipment maker, weeks after 
his second failure to regain the 
Wimbledon championship. 


Eurotunnel, the Anglo- 
French consortium that is 
building the Channel tunnel, 


has found a new source of in- 
come on the French side of 
the project. Nearly 250,000 
tourists have come to peer 
down the hole in the ground 


near Calais. Eurotunnel made | 
FFr18,000 ($2,870) from sou- 
venirs the gapers bought on. 
the Bastille holiday weekend 
alone. Some money may be 
needed to make up for losses 
in construction time on the 
British side, where tunnelling 
speed so far is half the ex- 
pected 200 metres a day. 


Bottom lines 


Profits at British banks for 
the first half of 1988 were x 
sharply higher than a year ear- | | 
lier. National Westminster 
continues to be Britain's most 
profitable bank with pre-tax. 
profits of £702m ($1.3 bil- 
lion), followed by Midland's 
£313m; and Barclays’ £618m, 
up 1796. NatWest's profits tre- 
bled, but allowing for last 
year's heavy hits for bad debts 
its underlying profits rose by 


only 2.996. 


Ford Motor had a terrific sec- 
ond quarter. Its net profit— 
$1.66 billion—was up 1196 on 
last year. Thank the Europe- 
ans; expensive incentives to 
dealers trimmed income in 


America by 2096. 


American oil companies en- 
joyed good second-quarter _ 
and first-half results. Net in- 
come in the second quarter of 
1988 at Mobil, the second big- 
gest, was up 6096. There was a 
much smaller rise of only 496 
at Exxon, the biggest. Profit- 
able chemical and refining op- 
erations made up for smaller 
margins upstream caused by 
falling oil prices. 
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VCLEROTIC it was, and so it remains. 
Europe's economy has grown by an aver- 
age of 1.8% a year since 1980, compared 
with 2.7% in America and 3.8% in. Japan. 
This year the Community is again expected 
to lag, with growth of 2-212% in West Ger- 
many, France and Italy—too slow to prevent 
a rise in unemployment. The big exception 
is Britain, where GNP is set to grow some 
315956 this year. | 
"Ttue, the picture is M EN six 
months ago. The OECD has revised its fore- 
.cast of growth in West Germany this year to 
mingly respectable 214%, from 14% 
-rast December. Yet this is less robust than it- 
seems. If GNP simply remained at its first- 
"quarter level for the rest of 1988, the statis- 
; tics would show an average growth of 234% 
"for the whole year. This is partly because 
- growth last year was concentrated in the lat- 
«ter half, and partly because of a further jump 
- in output in the first quarter of 1988, when 
-the weather was unusually mild. So the 
2496 forecast implies a slump in output dur- 
Ang the rest of this year. This is already show- 
ing up in the figures for industrial produc- 
.tion: in the year to May, West Germany's 
-industrial output crept up just 0.6%. Japan's 
-rose 9.196 in the year to June. 
- - More bad news for those who hoped 
that West Germany could once again be Eu- 
_ fope’s locomotive: most of the upward revi- 
sion in its growth this year reflects not rising 
ic demand but stronger exports. Al- 
Vest Germany's trade surplus with 


is falling fast, its surplus with other 
which doubl led to DM62 bil- 

















































lion ($35 billion) in the two years to 1987, 
continues to widen (see chart on next page). 
Although the D-mark has risen sharply 


against the dollar in recent years, West Ger- 


man exporters have been enjoying a com- 


petitive advantage within Europe. So West, 
Germany’s total current-account surplus is 


forecast to fall little this year; by contrast, 
France and Italy (like Britain) will slip fur- 
ther into deficit. 

A forthcoming study by economists at 
American Express Bank suggests that these 
widening trade gaps and differences be- 
tween countries over economic priorities 
could present the EMS with its greatest test to 
date. Until the past year, the discipline cre- 
ated when countries tied their currencies to 
the D-mark—and hence their monetary pol- 
icies to the Bundesbank's—was important 
in squeezing inflation. Now that most coun- 


tries’ inflation rates are within a couple of 
percentage points of West Germany's (the 


gap between West Germany and France has, 
for example, narrowed to only 11296), their 
priorities have shifted from fighting infla- 
tion to seeking growth, 
On cue, mid-July brought a public 
slanging match, when Mr Pierre Bérégovoy, 
the French finance minister, attacked the 
Bundesbank for failing to consult him be- 
fore it raised interest rates and intervened to 
hold down the dollar. This reflects a deep 
policy rift. West Germany's priority is still to 
fight inflation, despite a current rate of only 
1.196. Hence its fear that a weaker currency 
will push up prices. The Bundesbank has 


raised interest rates several times this sum- . 


=. Bm independ ent dash for growth. Now it 


‘the D-mark. France's new Socialist go 

ment does not want to be blamed fo: 
€ West Germany, the only country 
both arrexternal surplus and a comfo 
budget balance, could loosen its fiscal p poli 


-ny’s fiscal and monetary policies alre 


look fairly expansionary. Money suppl 


payments to the EEC and slow growth: N 
` year the West German government is: 





mer, and West German shorter mo 
market rates have risen by over 11^ peri 
age points since April During tbe 
period French rates have fallen by m 
than halfa point. | : 

West Germany’ S duak growth a and it 
obsession. with inflation have therefor 
turned the. discipline of the EMS into a strait 
jacket. Countries cannot grow faster than. 
West Germany for long before they bump. 
into a balance-of-payments constraint 
France discovered to its cost in the e rh 
1980s what happens when a country makes 


keen on the creation of a common Eu 
pean currency under the control of a Euro 
pean central bank; it thinks that should help 
to dilute West Germany'i $ influence; on it: 
economic policy. "ug : 
~ [n the shorter term, thet tensions in ath 
EMS could be resolved in one of two ways. 
@ A big currency realignment—perhaps 
10% devaluation of the French franc 





and try to grow faster, pol UNE 
The Kohl government | idi m. 
Bundesbank refuse to budge. West 


still growing well above target, whil 
ernment's total budget deficit is fore 
rise to almost 3% of GNP in 1988—t 
gest of the big five economies. This is 
the government's intention, but due mai 
to lower profits from the Bundesbank, lare 


ning the tightest fiscal. policy of. any big 
dustrial country. It intends to trim its bu 
get deficit, partly by increasing consum 
taxes, in order to make room for. 
















































Sources: OECD; Bundesbank 


promised income-tax cuts in 1990. 

[n its recent survey of the West German 
conomy, the OECD criticised the govern- 
ent's policies. It argued that West Ger- 
any was trapped in a vicious circle where 
low growth today breeds slow growth to- 
norrow. Sluggish growth is depressing busi- 
ess confidence and investment—and, in 
‘n, output. If this slowness in investment 
ntinues, a fiscal stimulus would soon run 
; inflationary bottlenecks. 

^ Germany's weakness is not its macro- 
'conomic policies, but its lack of progress in 
ackling supply-side rigidities: inflexible la- 
sour markets, vast subsidies and the bur- 
ensome regulation of services. The govern- 
-ment's. limited room. for demand-side 
expansion makes the case for structural re- 
_forms more pressing. 


YYY SACKING the boss of France's 
. BY biggest insurance company, the state- 
-owned Union des Assurance de Paris 
(UAP), the French government has pro- 
.. voked conservative charges of a Socialist 
^ "witch-hunt" in nationalised companies. 
|. The dangling of consolation prizes has 
not smothered the row. UAP’s ex-chief, Mr 
| Jean Dromer, a backer of the neo-Gaullist 
party, was offered. a grand European em- 
bassy (London was mentioned) or a posi- 
tion as head of the oversight commission 
of the French stock-exchange. Declining 
both, Mr Dromer has stomped off. 
It is easy to see why the new govern- 
. ment wanted its own chap at UAP. The 
- company manages some FFr170 billion 
($27 billion) of assets and: has stakes in 


blue-chipones. —— —— ! 

|. The Socialists’ choice for the job is Mr 

< Jean Peyrelevade. An adviser to Mr Pierre 

«Mauroy, a former prime minister, who is 

ow head of the Socialist party, Mr 

|e Peyrelevade quickly won respect as head 
| of Groupe Suez in 1983-86, when it was in 





—statehands |^. ^ 


about 100 companies, including many 









*Forecast — ^ t Annual rate based on first three months 


Europe has a chance to break out of 
slow growth by building a single internal 
market by 1992. This should boost eco- 
nomic growth directly through efficiency 
gains and lower costs, and indirectly 
through its impact on business confidence. 
The European Commission's report on the 
single market says that the direct gains 
could, over six years, amount to an extra 
41596 of the Community's GDP. 

If, at the same time, governments 
adopted more expansionary measures GDP 
could be boosted not by 41/96 but 7%, with- 
out risk of inflation or unfavourable budget- 
ary effects—or so says the commission. Too 
good to be true? Yes, indeed, if West Ger- 
many refuses to allow Europe to expand and 
hence capture the full benefits of 1992. 
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: The politics of business in France 


Rolling such a prominent head as Mr 
Dromer's was hardly a confidence-boost- 
ing signal to French business, which. 
would like some continuity after years of 
political switches. Yet, hand on heart, Mr 
Pierre Bérégovoy, the finance minister, 
says the government is not playing party 
games. So why risk a row? 

The answer may be the Socialists’ wish 
to dissolve the “hard-core” shareholdings 
in those groups privatised while conserva- 
tives were in power. These shareholdings 
set aside around a fifth of the shares sold 
for small coalitions of "stable" institu- 
tional shareholders. 

These so-called “hard-core” holdings 
were a campaign target not just for Social- 

- ists but for many disgruntled centre-right 
politicians, including Mr Raymond Barre. 
The “hard-cores” made little business 
sense. At least to begin with, they were of- 
ten parcelled out in little amounts to a 
dozen or more stable shareholders. By the 

purest coincidence, a lot of the bosses of 
the favoured companies were political 
friends of the neo-Gaullist prime minister, 
Mr Jacques Chirac. UAP has holdings in. 








*OREIGNERS hoping to beat the Japa- 

nese in Japan are now looking to its ser- 
vice industries—especially the newer busi- 
ness services or those that transcend 
national boundaries. That is where they 
have expertise, and can usually avoid local 
competitors. Services, moreover, are harder 
to shackle with local “standards”. The inter- 
national business of express parcel-delivery 
seems a textbook case. As so often in Japan, 
all is not as it seems. | 


Express delivery and other courier ser- 


vices are booming in Japan—in three years 
the market has doubled to Y30 billion 
($226m) a vear. That reflects the changing 
nature of Japan's trade. As Japan shifts m 
production offshore, exports of electro 
components and machine-tool parts—more 
suitable for sending by air than by sea—are 
rising. Japan’s own imports of components 
and of perishable goods like luxury foods are 
climbing too. - EMI 
Some 28 firms operate an international 
express service in and out of Japan. Only 18 
are purely Japanese. Two of the ten foreign- 
affiliated companies. are among the four 
firms that dominate the business, with a 
healthy 10-1596 market share each. These 





: | 1 

several of the privatised groups. | 
. ]n France, the "hard«ores" are less | 
odd than they may look. It is common for | 
friendly shareholders to sign agreements | 
giving each other first refusal on sale of | 
their shares. After a story, no doubt en- | 
couraged by the government, that there | 
was a secret shareholding cabal at CGE, a | 


now-private telecommunications group 
its boss, Mr Pierre Suard, readily acknowl- 
edged that about 15% of his company was 
held by a six-member group of "friendly 
shareholders", including uar, with a mu- 
tual first-refusal agreement. 5 os 
Keeping politics out of business in this 
context is not easy. For the time being, 
France looks stuck with a decidedly mixed 
economy: two other big insurance compa- 
nies, two of the big three commercial 
banks and several large industrial groups 
are state owned. The president cam- 
paigned -against further privatisations. 
Though bound by that, the prime minis- 
ter, Mr Michel Rocard, is thought to fa- 
vour letting state-owned firms raise mi- 
nority capital on their own, and Mr 
Peyrelevade seems to agree. Asked in 
April if he would return to head a 
nationalised company, he said, yes, on 
sar ds dini e or more of its 
capital on the stockmarket. - | 
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ars we mismanagement, while 
ls allow governments to appear 
budget deficits without having to 
€ taxes. The catch is that many 
owned companies are monopolies. 
~ Once privatised, they may ‘behave like any 
P monopoly: charge excessive prices, do lit- 
tetocutcosts. — 
| The ‘ideal solution is to Bd up 
 monopolies and expose them to compe- 
“tition, But many public utilities have ele- 
ural monopoly: because of 
t of installing a competing network 
| of electricity cables or water pipes, it is 
"more efficient to have just one company 
serving a given area. So governments 
| must devise ways to protect con- 
|| = sumers and to encourage efficiency. - 
||. There are two traditional ways of. 
I| doing this. 
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| has two defects: 
| € There is little incentive to im- 
|] prove efficiency. If by cutting costs 
<a firm earns bigger profits these will 
clawed back in lower prices. — 
t^ may encourage, over-investment, 





| The second method of regulation, ap- 
| plied to Britain's recently privatised utili- 
] ties, is known as “RPI minus x". This al- 
: lows prices to increase by no more than 
> the annual rise in a country's retail price 
> index less X percentage points, where X is 
determined by efficiency improvements 
"expected from the industry. For example, 
in 1984 the newly privatised British 
Telecom (BT) was instructed by Oftel (the 
"regulatory agency for telecommunica- 
d" tions) to reduce its average prices in real 
| terms by 3% annually for five years. 
^— CAE first sight this looks better than a 
“rate-of-return ceiling. Profits depend not 
on how much capital is used, but on the 
difference between the efficiency im- 
ments expected by the regulator and 
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| j | Privatising. a publicly one m 


Simplicity: 


) dies have an incentive to expand their — 
- Capital base (on which the rate of return is 
| allowed) to increase their absolute profits. 


"(and Ro, a fair rate of return. In 


any is Shien easier than answering a 
ow is it to be regulated? 





those actually made. If the utility's perfor- 
mance beats expectations, it keeps the ex- 
tra profits. This encourages efficiency and 
removes the incentive to over-invest. Yet 
the formula still has flaws: 

e It applies only to average prices. BT can 
still reduce some prices to fend off compe- 
tition (eg, in sales of telecommunications 
equipment) and increase them where it 
has a monopoly (in local calls). | 
@ The regulatory agency depends on the 
monopoly for information on its potential 
for efficiency improvements. Because the 
monopolist has every reason to mislead, 
the price ceiling may be too generous. 


AGood reg zulation g guide 


The first is rate of return regu- RPI-X S aeris MN rale 
lation. In America state regulators | (UK) (USA) of return with 
/ prevent ee pube i | . quality controls 
monopoly power by contro ing Operating - x * 
their profits. Regulators fix maxi- Efficiency wee w dais 
© mum prices to ensure that the util- Appropriate 
ity makes no more than a "fair" capital —  — x Ye Awr 
rate of return on its capital. If the investment mE 
utility makes more or less than this, ON Curbing — i - 
prices are lowered or raised. This — vere ee ee beer oe 


1 The pei on er has’ to be re- 
a :Oftel says that BT's 
i minus 4.596 (to 





that case the formula is no different to 
rate-of-return regulation, and suffers the 
same flaws. 

If, by contrast, the regulator attempts 
to set prices on the basis of expected op- 
erating costs rather than on rate of return, 


_ the monopoly may be deterred from mak- 


ing capital investment aimed at cutting 
those costs. Firms will balk at spending on 
more efficient equipment if they expect 
the regulator to respond to lower costs by 
cutting its prices. 

To counter those dees some econo- 
mists, such as Mr John Vickers and Mr 
George Yarrow of Oxford University in a 
recent book*, advocate dividing national 








dtr ten ” British water hont: 
sets pues $0 > that collectivel oe ten au 











new T | will d ends on eis 
formance—so the actions of ; 
water board will have only a 
pact on the aggregate rate of 
As a result, the deficienci 
return régulation are largely eli 
no water board need worry that 
ments in its performance will 
lower price cap next time, and t 
tive to over-invest is greatly reduced. B 
ter still, the monopoly of information | 
possible cost reductions is broken. 
short, the regulator gets a “yardstick” € 
set each company against. = 
Regional companies may face differen: 
cost and demand conditions, so the reg 
lator may vary prices by region. Each ce 
ing would depend partly on what woul 
allow each firm a fair rate of return, anc 
partly on what would give all ten 
firms a fair rate of return. 
. Monopolies are quite able to in 
crease their profits by lowering ser 
vice quality. Even if customers aro 
willing to pay for better service, | 
there is no incentive for firms to^ 
provide it if they are already charg- 
ing the maximum allowable price 
Inefficient firms will not be: 
characterised by lower profits (as is 
desirable) but by poorer service 
quality—as many have said of BT 
since privatisation. - | E 
So price regulation ideally need 
to be linked to service quality 
Companies offering a superior ser- 
vice should be allowed a more gen- 
erous price cap, while those that 
circumvent price regulation by lowering 
quality should be punished: For this, the 
regulator needs to know how much con- 
sumers value better service and how much 
it would cost. That would be easier i 
monopolies were broken into a number o 
comparable companies. The regulator 
would be able to compare the services on ^ 
offer, and estimate the cost of i improve- 
ments in quality. 
However, the big drawback of a rate ~ 
of-return yardstick with quality controls is 
its complexity. The greater the element of ^ 
discretion in regulation, the more costly - 
and complex it becomes—and the greater 
the regulator's interference in running a” 
privatised monopoly. That may be a price 
governments and companies must learn 
to live with. 


































































































*"Privatisation: An Economic Analysis". 


By John 4 
Vickers and George Yarrow, MIT Press. s 
















































the market in 1979, and Federal Express, 


ness, 90% is generated by their own distri- 
ution networks in Tokyo and Osaka. 


he trans-Pacific routes which account for 
round two-thirds of volume. Nippon 
'usen's air-cargo subsidiary is the most re- 
ent Japanese firm to cut its rates and im- 
ve services to America. Last month it 
tarted new door-to-door delivery services to 
merica's Midwest, now bristling with some 
50 Japanese car and car-parts factories. 
Federal Express has the Japanese firms 
unning scared. It already undercuts some 
ivals by half on equivalent routes. To lower 
ts costs still further, and to speed up deliver- 
es, Federal Express decided to fly its own 


A . 


he first foreign firm to use its own fleet 
ather than a commercial airline. Enter into 
he story, at that point, what look suspi- 
usly like non-tariff barriers. 

argo flights between Japan and the 
Jnited States are governed by a bilateral air 
greement which, in 1985, was extended to 
cover parcel deliv ery services. Under the 
deal, the American authorities gave their ap- 
 proval to Federal Express in January to fly 
four flights a week in each direction between 
"Portland, Oregon, and Tokyo's Narita air- 
port. The required matching approval from 
Japan's ministry of transport was not ob- 
tained until this May. 
Underlying the delay was a dispute, still 








service last month, over how much paper- 
work was required at Narita for parcels en 
route from America to non-Japanese des- 
tinations like Hongkong or Seoul. Nor was 
it clear whether such parcels were subject to 
the ME s term that limited parcels to 
32 kgs or less. Japan reckoned that they were 
entitled to stop flights landing.at Narita if 
they carried parcels heavier than this, even 
if the packages were bound for or coming 
‘from somewhere else in Asia. _ 

The squabble has surfaced in bilateral 
air talks now being held in Washington. Ja- 
-pan’s real concern is not the weight of par- 


parcel service as a springboard into the gen- 
ral air-cargo business. By flying its own air- 
craft, Federal Express can shift huge car- 
goes, neatly parcelled up into 32-kg boxes. 
“Steel bars could not be shipped in bulk this 
“way—but parts and microchips can. 

. Japanese rivals suspect this is Federal 
Express's intention. Its four flights a week 
give it twice the capacity of the present 
"weekly volume of Japan-American parcel 
shipments by Japanese firms. How else is it 


‘by becoming a general air-cargo shipper? 

. The stakes are high. General air cargo is 
< ten times as big as the express-parcel market. 
It is dominated by two entrenched Japanese 


68 


firms, 
market leader in international express. par- 
cels}, and Kintetsu Express. They would be ~ 


re DHL, which was the first foreigner into 


which set up in Japan i in 1984. Of their busi- 


lt is a competitive market, especially on. 


ircraft between Japan and America. It was 


- hot settled when Federal Express started its 


:cels; it is that Federal Express may use its _ 


oing to make that pay, they wonder, save - 
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"Nippon Express (which | is s alio the 











E to see a potential and feared low-cost 
rival denied a foothold. So would the small- 


er Japanese operators, many of which are 


losing money. Already some are muttering 
darkly about American freight “dumping”. 

diede Express is alreadv preparing an 
assault on Japan's air-cargo customs prac- 
tices to speed up customs clearance. It wants 
the Japanese to offer advanced customs 
clearance and the sort of 24-hours customs 
operations enjoyed by Japanese firms at 
American airports. Dutch flower importers 
could tell the Americans that it takes vears 
to batter down such Japanese non-tariff bar- 
riers when they protect a powerful domestic 
industry, even one in services. 
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Hotol 


A wet blanket 


HE idea of flying from London to 


Toyko in under an hour grips the imagi- 


nation of futurologists and aerospace engi- 
neers, but not that of calculators and econo- 
mists. The British government will no 
longer foot the bill for research into Hotol, a 
British hypersonic spaceplane. Protests that 
another brilliant invention was set to be lost 
abroad rivalled the sonic boom the aircraft 
would have produced. 


British Aerospace (BAe) has always ` 
known it could never build Hotol on its- 


own. In its 1987 annual report the company 


admitted that the costs and risks of aero-- 
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"ned. ‘without [Kar e. 


Having paid half the £3m ($5m) cost of a 


. two-year study of the spaceplane concept by 
BAe .and . Rol Is-Royce, the government 


knows that such collaboration would be 
needed for Hotol. | 

Even ifa partner could be found, would- 
be passengers will probably have to wait un- 


til 2030 before they can book a seat. 
Spaceplane projects have little to do with. 


passengers at all, as America will shortly dis- 


cover. Some $3 billion will be required to 


get an experimental prototype of America's 
X30 spaceplane airborne. This | joint 
project—between the Department of De- 
fence and NASA—was described by Presi- 
dent Reagan in his 1986 State of the Union 


address as the space-age "Orient Express”. 


Actually, | like Hotol (which could fit 70 peo- 
ple in its cargo bay, at a pinch), the X- 
main role will be to put satellites quickly c — 
cheaply into orbit. Passenger-carrying ver- 
sions are two or three or more generations 
of spaceplane away. t | 
The American aerospace. companies in- 


volved in the x-30 face formidable technical 


hurdles in propelling ic out of the atmo- 


sphere at 25 times the speed of sound. Rolls- 


Royce reckons it has, a novel engine for 
Hotol, called the: RB545, which is a combina- 
tion of j jet engine and rocket, and might do 


_ the trick if it is ever seen; it has been classi- 
fied an official British secret. West Germany 
also has a spaceplane | project. Three Japa- 
. nese companies, Mitsubishi, Kawasaki and 


Fuji Heavy Industries, have submitted pro- 


; posals for experimental hypersonic aircraft 


to Japan's National Aerospace Laboratory. 
Can any of these projects make sense? In 


- principle, they could. Something that can 
< use conventional runways, dump satellites 
. into orbit, land, and get back into the air 


within 48 hours is a sensible goal. If new 
gines allow spaceplanes to do that withuu. 
piggy-backing a tide on rockets or 
carting tons .of liquid oyxgen 
around, the cost of satellite launches 
will tumble. A telecommunications 


satellite costs. $70 100% Launching them 


costs as much, again. Cheaper, faster 
— launches. J would. - boost the 
|. commercialisation of space and al- 
. low poorer countries to employ 
satellite technology. 

‘Satellite-launch costs, however, 
are re alnéady being driven down by com- 
petition. Russia and China now cheekily of- 
fer to put western satellites into orbit with 
plain old. tockets. By contrast, the cost in- 
volved. in one. country developing a 
spaceplane would. be enormous; while the 
rows over financing, technology. and team- 


work that would follow any. multinational 
spaceplane project raise the. spectre of Con- 
psi Magnified. 
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: : Buy. me a Boeing 


T IR travel i in Asia and the Pacific ought 
| to be a breeze. The region's airports 
are generally good (Singapore's Changi is 
superb); there is little air-traffic conges- 
tion; cabin service is of a standard that 
American carriers never match and Euro- 
| peansonly rarely. Why then do travellers 
. in Asia still complain? 

i. Because there are too many passengers 
J|. trying to fill too few seats. Last year the 
4. passenger load factor—jargon for the pro- 
=i- portion of seats filled—for all commercial 
^L aircraft flying within East Asia was 68.1%. 
. Since those figures include unpopular des- 

tinations and airlines that travellers prefer 
. to avoid. (such as China's CAAC), they 
barely reflect the pressure felt by the bet- 
er airlines. Singapore Airlines’ (SIA) pas- 
- senger-load factor in March was 78.8%, 
|. which in practical terms means that most 
flights were packed solid. 
The solution is neither easy— 
because governments decide how 
|! many foreign aircraft they will al- 
-low to fly into any given airport— 
nor instant; but it is obvious. The - 
region's airlines have to buy more 
aircraft, of the right size and range, 
and governments have to allow 
more competition. 
This December siA will take de- 
livery of two new Boeing 747-400 
.. jumbo jets. Three months later, 
Hongkong’s Cathay. Pacific, siA's 
| regional rival, will get its first deliv- 


Stitcher arabe 


ae ere 








Camera industry 


OW for Kod ak 
NCE as safe and predictable as the 


9 smiles on granny’s Christmas snap- 
n shots, America's photography industry is 
ripe for revolution, Mr Roy Disney’s $2.3 
i billion bid for Polaroid may provoke a 
= change that has been long spoken of. 
* Traditionally, Kodak and Polaroid dom- 
nated sales of both cameras and film. Prod- 
^ ucts were designed so that camera sales (at 
o low profit margins) locked in customers for 
- film (at extravagant profit margins). The two 
big firms' market power is now declining— 
-though for two different reasons. Those best 
"positioned to take advantage of that trend 


























< Minolta and Pentax, and Japanese film- 
. maker Fuji. | 

| Polaroid has runc its near-monopoly 
on instant photography, but that market is 
shrinking. Instant cameras now account for 
only.a tenth of the $1.75 billion worth of 
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are Japanese camera-makers like Canon, 


ery of this new dae Japan Ke (ines 
(AL) has 20 of the 400 type on order; Ko- 
rean Air nine; Taiwan's China Airlines 
five. Since each jumbo costs around 
$125m, all this is g good business for an air- 
craft not yet in service. | 
Boeing, in a sentiment shared. by other 
manufacturers, - predicts that air travel 
across the Pacific will increase between 
now and 2000 by an average of 7.2% a 





Deliveries of jet airliners 
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ud as % of tota 


$28 tbn" 








cameras Americans bought in 1987. In most 
cities, shutterbugs can get conventional 
photos developed in an hour, so they are un- 
willing to pay more for instant ones. Polar- 
oid is now selling less than half as many in- 
stant cameras as it did in 1978, and film and 
camera sales are falling at about 1076 a year. 

Despite the de 
still have two good réasons to snap up Polar- 
oid. The first is cash. Polaroid's profits re- 
main- healthy.. lt. is expected to get about 
$1.5 bilion in settlement of the patent in- 
fringement suit with which it defended its 
instant photography monopoly against Ko- 
dak. The second reason is to use Polaroid's 
distribution network to launch an attack on 
Kodak's conventional film business. Polar- 
oid's management announced just such a 
plan days before Mr Disney's bid. Now Wall 
Street expects one of Kodak's Japanese ri- 
vals to try to get a slice of the action by bid- 
ding against Mr Disney. 

Kodak controls 80% of an American 
film market worth $2.4 billion in 1987. Fuji 
has just 1096, and Agfa-Gevaert 596. Yet 


changes in the camera market have made it 





























































— in film customers—leaving it more open to 





year. . No airline i in Asian | | 
out on such an opportunity. Nor ca 
manufacturer. 
Europe’s Airbus induscrié end A 
ca $. Mone M Douglos € can see Asi 


clear io Poeni 5. ‘Baby th pilus airl 
that can carry 400 passengers 8,000 r 
without refuelling. This means that Asi 
airlines will be able to offer non-stop s 
vices from Singapore to London, Taipe 
to Los Angeles, Hongkong to San Fran 
cisco, or Tokyo to Paris. 

. Foreign competitors have ha 

to match the Asian buying spre 
simply to hold on to their share 
demand. Hence the launching or 
der for ten 747-400s by America's. 

- Northwest. British Airways has 16. 
on order; West Germany's 
Lufthansa is buying ten; Air France 
has ordered 16. Nice for Boeing, 
but a larger truth is hidden in its: 
order books. In today's aviation. 
business, it is not America, not Eu 
rope, but the Asian market that. i 
the dominant presence. | 


harder for Kodak to use camera sales to loci 


competition than it has been for decades. 
Throughout the 1960s and 1970s Ko 
dak prospered on the back of easy-to-us 
Instamatic cameras, which used speciall 
signed cartridges of film. For the 1980s, 
dak hoped to switch its customers ove 
cameras which use specially designed: 
of film instead of rolls. The customer: 
murred. Disc cameras accounted for: oi 
3% of camera sales in America last yea: 
stead, snappers defected to an easy-to4 
new breed of cameras using 35mm film. — 
While Kodak was working on its di: 
camera, the Japanese were busy simpli 
the 35mm camera traditionally used by 
fessionals. With electronics to automat 
erything from setting exposure and focus t 
loading film, they created high-quality cam: 
eras that even a mediocre snapper could no 
misuse. By volume, such 35mm cameras ai 
counted for about half of American sales i; 
1987; by value, three-quarters. | 
Loss of camera sales stings Kodak, 

though it has recovered some market's 













































Can you see the predators yet? 





with its own 35mm camera. Perhaps more 
portentous, however, is the growth of 35mm 
- film. According to Mr Ted Fox of the Photo 
- Marketing Association, 35mm film in 1975 
M accounted for only about one photo in ten; 
án 1987 it accounted for two in three. 

odak is a formidable competitor in 
35mm film. Its distribution network is sec- 
ond to none, and includes agreements 
which ensure that only Kodak film is sold at 
40 of America's most popular amusement 
parks. Kodak also leads in film technology. 
. The hard fact is that neither of those advan- 
tages provides the same grip on the market 
às its proprietary film formats once did. The 
challengers are lining up to take a swing at 
_ the giant—with Polaroid, or without it. 








NEW YORK 


| EALTH-conscious Americans eat 
| about $6 billion-worth of fresh veg- 
etables a year. The crop is growing fast. 
| Even McDonald's is offering McSalads as 
| an alternative to burger and fries. The 
| trend has already made McDonald's salad 
| supplier, the American subsidiary of Brit- 
| ain’s Dalgety, the biggest buyer of lettuce 
in America. Because one of its small take- 
| overs has been rather clever, Dalgety now 
hopes to take another $500m-a-year bite 
out of the American vegetable business. 
| Last year Dalgety bought a small Cali- 
| fornian vegetable distributor called 
| QOshita, named after the Japanese brothers 
| who had founded the firm. Oshita's sales 
| of about $20m a year are typical of the 
fragmented vegetable-distribution mar- 
| ket. Tucked away among Oshita's lorries, 
| warehouses and other assets, Dalgety saw 
| a patent with which it hopes to expand 





Europe's farm policy 





Sow what? 


N THE coming weeks, Europe's farmers 

will have something new to ponder as 
they clamber aboard their combine harvest- 
ers. Brussels has taken up the American idea 
of “set-aside”, a euphemism for paying farm- 
ers not to grow crops. The plan requires 
member countries to propose national 
schemes in which farmers can opt to take at 
least a fifth of the land they cultivate out of 
production for five years. As a way of cut- 
ting the common agricultural policy's cost 
or of edging down Europe's food moun- 
tains, this is less than promising. 

Its timing is lousy. America's drought 
will lead many European farmers, hoping for 
fat profits from next year's crop, to refuse 
money-for-nothing. That thinking is almost 
certainly wrong; the drought has not driven 
world prices to the dizzy heights of Euro- 
pean support prices. In any case, set-asides 
will amount to little this year. Farmers need 
time to munch over the pros and cons; most 
will have planned their autumn sowing be- 
fore they know their minds. Only Britain 
and West Germany, the two most enthusias- 
tic supporters of set-aside, have had their 
schemes approved in Brussels. 

The commission expects to pay 300m 
ecus ($370m) for set-aside in 1991; national 
governments will pay twice that. The total 
looks cheap by comparison with the 27 bil- 
lion ecus spent by the EEC on Europe's farm 
support. Alas, set-aside schemes are very ex- 
pensive to administer. In America, they re- 
quire armies of officials snooping around 


May your greens gleam 





sales 25-fold within five years: a still-secret 
washing technique that should extend the 
shelf-life of fresh vegetables . without 
preservatives. 

Dalgety owes its opportunity to an un- 
sung—and largely unrewarded—Florida 
inventor. Despairing of selling his inven- 
tion to a food company, he sold it to a bar- 
ber he met in a bar in Salinas, California. 
The barber, in turn, sold the patents 
cheap to Oshita, which did little with 
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fields to make sure farmers have not sown 
the land they promised to leave fallow. In 
Europe, satellites will be used as well. 

The scheme will hardly reduce the total 
area of land under cultivation. In America, 
farmers are told they cannot be eligible for 
government support unless they leave a pre- 
scribed acreage fallow. Europe's optional 
scheme could remove 4! m hectares of eligi- 
ble agricultural land from a total of 70m 
hectares. In America 28m hectares were set 
aside last year—a sixth of its total. 

Europe's scheme has some merit. Amer- 
ica's system forces millions of farmers, effi- 
cient or not, to take land out of production. 
Europe's ought just to weed out marginal 
producers. Mr John MacGregor, Britain's 
agriculture minister, has pitched low the 
compensation he will pay farmers, trusting it 
will appeal only to small or inefficient farms. 

If the object is to promote efficient farm- 
ing, set-aside is unnecessary. "Srabilisers' 
the EEC's farm budget, agreed in Febru: _ 
will cut prices paid to farmers for their pro- 
duce if cereals output exceeds 160m tonnes. 
With technology increasing yields by 2-396 a 
year, less and less land will be needed to pro- 
duce the same output. So less efficient pro- 
ducers should be driven out in any case. 

Moreover, set-aside can be easily re- 
versed. Mr Richard Lyng, America's agricul- 
ture secretary, has brought more than half 
the set-aside land back into production for 
next year. So 1990 will probably see the re- 
turn of worldwide agricultural surpluses. Eu- 
ropean politicians may then realise that 
farmers will stop growing more than con- 
sumers want only when they have to sell 
their produce at market prices. 





them. But the patent caught the eye of Mr 
Peter Gardiner, head of Dalgety's Ameri- 
can operations, as he shopped for an ac 

quisition to take the company into thc 
vegetable business. 

Dalgety's ambitions for its new tech- 
nology have soared. It hopes to sell to the 
fast-growing restaurant market a specially 
washed spinach which, it claims, can last a 
month in the refrigerator. Not only 
should this cut the cost of shopping, it 
should also reduce the time and money 
spent cleaning grimy greens. 

Dalgety is also using its technology to 
offer fresh herbs. Fresh herbs are about 
six times the price of dried herbs—and, 
without treatment, they spoil within 
hours. Dalgety says it can keep chopped 
herbs fresh for weeks. To display them to 
best advantage, its marketeers brought an- 
other new technology to the food indus- 
try. Their special, free-standing refriger- 
ated cases were originally designed to keep 
fresh a different sort of merchandise in a 
Long Island mortuary. 
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E conomic change in East Germany and Russia 


ermany's sad miracle 


If communist countries are to grab a bigger share of world trade, it will not 














be enough 


PEE 


mall town in E Cenan are a 
-proud lot. They pat their shiny machines 
 fthesorts that chop books, wood panels and 
the like, not heads) with craftsmen’s plea- 
“sure in a job well done. Most of their ma- 
chines are exported to 72 countries. Their 

firm is called Perfecta. The Drema machine- 
al business in Leipzig has a less catchy 
~ me, but its bosses and workers are just as 

keen to show off their pet products—multi- 
spindle, automatic turning and cutting de- 
vices. “As smooth-running as a Swiss 
watch," they beam. 

Those are two of East Geemany’ s model 
companies, less well known than Carl Zeiss 
Jena, the. opticals business, but still able to 
hold their own in western—let alone east- 
ern—markets (see chart). Both know the 
foreign competition well (much of it West 
German) and have pushed into microelec- 
tronics and robotics so as to keep up with 
technological change. It is firms like these 
which so far have kept East Germany top of 
the Comecon class. | 

Ask why they do well and you get a Gen 
manic lecture about thorough training, hard 
work and tradition. Perfecta has been mak- 
ing guillotines for 92 years. In 1936 it built 
the world’s biggest cutter, four metres wide, 
for the Russians—then, as now, valued cus- 
: ~aers.. Drema's origins, go back to the 
“paler machine-tool business, founded in 
Leipzig a century ago. After the second 









| Perestroika in parts 
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B8 plan 






make their companies more efficient; those firms must be able 
rith rivals in the West. In the next two pages we look at East 
Ye Comecon country with the bi 
maki and at the extent o 


est number of internationally 
Russian industry’s dependence 


world war a group of executives and engi- 
neers left with American help and set up a 
separate company, Pittler AG, which still 
thrives in West Germany. The rest. stayed; 
their successors still feel that they, not the 
lot over the border, are Pittler's true heirs. 
By comparison with other countries in 
Eastern Europe, East Germany is a relative 
economic success. Relative only; nearly half, 


by value, of East Germany's exports to West 


Germany are of semi-finished or basic 


goods, while only 15% are of capital goods. 


Still, chat is good enough to draw admira- 
tion from elsewhere in the East. 

Tt should not draw imitation from Mr 
Gorbachev. Solid Germanic virtues, under- 
pinned by the example of sister-firms across 
the Elbe, lie behind its winners. The virtues 
of the much-touted Kombinate—which 
have been given high marks by Mr 
Gorbachev—do not. 

The Kombinate were created in a 
sweeping industrial reorganisation in the 
late 1970s. They are big state combines, with 


an average labour force of 20,000 each, link- . 
ing factories in related product fields across: . 
the country. Drema, for instance, is part of 7. 


Oktober, a machine-tools combine; Perfecta 
belongs to the Polygraph combine. The aim 
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behind in. the microelectronics neede 
stay competitive in. ‘computerised £ 


5 and is snooty a other 1 | 
of the reform was to achieve economies of -. 
scale, as well as speedier decision-taking. Its 
supporters say it has done both, a bit. The - 
bosses of the combines, called general direc- 
tors, have some scope for poe manoeuvre, 


1 is ife trying to mend the pres 


mains ratepy t to encourage innov; i 
d mand . 


party der. is Dersonalle identifie se wirk 


E _ policy of heavy state subsidies to ensur 
rent, t, food and Fansport stay ie N 


n teu West ` German counterp: 
| somehow Sep their ns system worl 


| Geran style. 





although n they are ans 
party and ministry. Some of them (I 
workaholic Mr Wolfg: g Biermann i 
Zeiss) have achieved star st Ea 









nessman.- in a communist coüntry. 


Mr Gorbachev would find it i difi A 


















































tively few hice 
and Mr Giinter 
economic plannet 
"father" of the co 
German hiccoughs are 
March, Mr Mittag « 
duction of consumer gc 
He said sectors like vehi 
making enough.use o 
chided comrades who t 
duction, not of costs à 
Mr Mittag s criticisms : 
lemma. True, the combines | 
streamlined over the years, andar 
ting a little more scope to invest f 
own profits instead of handing. 
money to the state—a  predece 
perestroika.. East German firms get 
the back, and maybe more, if they fulfil. 
plan targets. 1 
But the combines have no domes 
competition to speak of, and most prices: 
set by aae administrative decisions, 
meeting the. plan (or ideally doing just a bi 
better to show you are trying) merely implie 
avoiding risk. This stifles innovation. Per 
fecta is an example of an export-orient 
company which had to act differently. 
cause it is so exposed abroad. It briefly fe 











and responded by buying componen 
the Japanese. Now it makes and : 
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look plaing Introduce more com 










age effort. Equally plainly, h 
X ne > of this is going to happen i 
.. Mr Mittag, aged 61, has ` spe 
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Weaning Russia 
off the West 


NLIKE East Germany, Russia has had 

few industrial success stories. In the oil- 
boom 1970s this did not matter. Like many 
other countries with third-world economies, 
Russia could rely on the price of its com- 
modities to finance imports. Those days are 
now gone. 

Russia is supposed to need advanced 
western technology to help modernise its 
rusty factories, so some western companies 
assume that a bonanza in east-west trade is 
nigh. They should instead note the two awk- 
ward questions that face Mr Mikhail 
Gorbachev when working out his aims for 
trade with the West. 

These are: how much trade does he 
want? And how much can he afford? The 
first question is not as simple as it looks. Al- 
though every Russian factory manager 
would like to buy foreign rather than buy 
Russian, some of Mr Gorbachev's new ad- 
visers are saying that they shouldn't be al- 
lowed to. In the past, Soviet managers have 
too often used imports as an excuse for 
avoiding reform at home, and have ignored 
improvable domestic technology. 

As for the amount of hard-currency 
shopping Mr Gorbachev can now afford, 
the answer is a lot less than seemed likely 
when he came to power three years ago. 


Where’s the lifeline? 
72 


Disarming talent 


| N ENTERPRISING Swiss-German 
firm, Liebherr-Werke of Ehingen in 
West Germany, has had an original idea 
for beating the swords of the late twenti- 
eth-century into ploughshares. It is tak- 
ing the rocket launchers from Russian 
ss-20 missiles, due to be dismantled un- 
der the INF treaty, and converting them 
into mobile cranes. 

Under a joint venture between 
Liebherr and the Soviet Heavy Crane 
Works, 80 launchers will be fitted with 
West German-designed, Russian-pro- 
duced cranes this year. Liebherr's gen- 
eral manager, Mr Friedrich Bar, says the 
only problem lies in shortening the 

launchers by 78cm, in order to meet the 
INF stipulation that they should never be 





The fall in the dollar and tumbling oil 
prices hurt Russia's policy of selling raw ma- 
terials for dollars and buying manufactured 
goods from West Germany, France and Ja- 
pan. Russia's terms of trade with the West 
deteriorated 4096 in 1986 and a further 1096 
in 1987. Falling oil prices wiped out almost 
$10 billion in Russia's hard-currency earn- 
ings in under two years. 

On Russia's figures, admittedly inaccu- 
rate because they compare real prices in 
trade with capitalist countries with the un- 
real ones used in trade with 
Comecon, the West has seen its share 
of total Russian imports fall from 
35.496 in 1980 to 22.896 in 1987. By 
these cuts Russia turned its usual 
trade deficit with the West into a 
small surplus in 1987. Soviet planners 
have been making a painful choice 
between various western inputs that 
factory managers said were all essen- 
tial to their efficiency. 

In the crucial machine-building 
and machine-tool sectors, Russia has 
had some success in reducing its de- 
pendence on hard-currency imports. 
Supplies from Comecon- partners 
now account for more than two- 
thirds of Russian imports of machin- 
ery and transport equipment. West- 
erners have been telling themselves 
that OECD machinery exports to Rus- 
sia rose by more than 2096 in dollar 
terms in 1986, to $6.5 billion, but 
nearly all of that was due to the fall in 
the dollar. In rouble terms, western 
suppliers saw exports of machinery 
stagnate in 1986 and fall in 1987. 

This austerity in imports has had 
its price. Relatively low levels of high- 
quality western inputs was one reason 
why the Russian economy performed 
so poorly in 1987. More than half of 








capable of launching missiles again. The 
cranes— no snip at about $1.5m each— 
will be made in Odessa and sold in Rus- 
sia only. Otherwise inquisitive western | 
intelligence agencies might want to ex- 
amine them. 


Russia's machine-building companies failed 
to meet their contractual commitments. 
Production of turbine generators, metal-cut- 
ting machines, tools and industrial robots 
were all lower than in 1986—and far behind 
the demands of the plan. This was partly be- 
cause of tighter quality control—ie, rotten 
Russian factories were not allowed to sell 
those of their machines that clearly 
wouldn't work. That may help to explain 
the hefty resurgence in Russian imports 
from western countries in the first quarter of 
1988. The imports will be needed if the am- 
bitious 796 growth target set for Russia's en- 
gineering sector this year is to be anything 
but a bad joke. 

Can Russia pay for them? One of its 
hopes lies in energy exports. Last year oil 
output rose 2% and gas production by 6%. 
Despite lower prices, buoyant energy p^ 
duction over the past two years has play 
big role in turning around the trade dehcit 
with the West—by volume, exports of oil 
rose 1896 in 1986 and 596 in 1987. 

Unfortunately for Mr Gorbachev, as 
new oilfields extend deeper into inhospita- 
ble regions, Russia depends more on high- 
quality western piping. West German, Japa- 
nese and Italian suppliers are holding on to 
their 8096 share of a $2.5 billion—and grow- 
ing—market. 

Outside these sectors, it seems unlikely 
that there is enough foreign exchange to al- 
low a boom in exports from the West. Some 
Russian economists are insouciant; too 
much western help, they say, could divert at- 
tention away from the need for internal eco- 
nomic reform and greater productive effort 
by Russian workers. Certainly, the 
Gorbachev technocrats are not foreign free 
traders. They are determined that Russia 
must not sink deeper into debt to finance a 
frenzy of import-led growth. 
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SIB under siege 


R DAVID WALKER, the new chair- 

man of Britain's Securities and In- 
vestments Board (sis), is having a baptism of 
fire. On his plate: rewriting his rulebook, 
directives from the European Commission, 
threats from international securities houses 
ift business from London, a new com- 

. . ation scheme and the disparity between 
SIB's rules and those of the Bank of England. 

A pressing issue concerns the London 
branches of overseas securities houses and 
banks. A row between siB and the Securities 
Association (TSA), the  selfregulatory 
organisation which represents the big se- 
curities firms, has left 220 branches with 
only "interim authorisation" for their se- 
curities business. These branches include 
those of top-notch investment banks such as 
Goldman Sachs International, Drexel 
Burnham Lambert and Credit Suisse First 
Boston Securities, as well as banks such as 
Banque Bruxelles Lambert, Manufacturers 
Hanover, Dai-Ichi Kangyo Bank, Crédit Ly- 
onnais and the State Bank of India. 

Interim status.is humiliating for such 
firms, and has some real disadvantages. 
Those subject to it do not benefit from a 
concession made by sis—the postponement 
of the implementation of section 62 of the 
Financial Services Act until October. That 
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means they can be sued by investors who 
claim that they have lost money because a 
firm broke the rules. They are not covered 
by the new compensation scheme for inves- 
tors who have lost money through a firm's 
insolvency (see next page), and that could 
lose them business. Their letter heads will 
have to disclose their interim status. These 
firms will be unable to take part in next No- 
vember's elections to TSA’s board. 

The Financial Services Act makes sib re- 
sponsible for all securities business in Lon- 
don. siB will sanction authorisation by TSA 
of the branch of, say, an Australian securi- 
ties firm, only if sis itself has signed a memo- 
randum of understanding with the securities 
regulators in Australia. Those regulators 
should agree to carry out prudential supervi- 
sion of the branch on a similar basis to that 
practised by siB. The board is finding it hard 
to get memoranda into place. This is be- 
cause although Britain and America insist 
on capital to support securities positions 
("position risk requirements"), no more 
than a handful of other countries do so. 

A team of the board's staff has spent the 
year talking to regulators in 40 countries. So 
far, only the Canadians have agreed on a 
memorandum. Talks with countries like 
America and Australia are progressing well, 


since they have non-bank securities firms 
and are familiar with position risk. 

Talks with Japan are said to be encour- 
aging. In continental Europe, by contrast, 
where securities business is generally done 
by banks, the authorities do not want to 
supply the information sib is after. French 
and German regulators, in particular, are re- 
luctant to participate in a British system 
when they expect the EEC to produce its 
own, different, one, 

So the branches remain unauthorised; 
there is little chance of many memoranda 
being in place by siB's own deadline at the 
end of August. TSA wants to get them 
authorised quickly; the rest of the world is 
unlikely to adopt British practices, sip’s ap- 
parent unwillingness to compromise has led 
TSA members to fear that ultimately, to gain 
authorisation, the branches will have to 
turn themselves into subsidiaries. That 
would cost time and money, and hence 
make London less competitive. TSA's board 
recently decided that rather than wait for 
memoranda, it would authorise branches it- 
self, so long as the branches could provide 
guarantees from third parties. sip then asked 
TSA to withhold authorisation, as it wanted 
more time to conclude memoranda. Some 
in TSA now mutter that it should consider a 
"unilateral declaration of independence", 
and refuse to obey siB's orders. 


Enter the Bank 


TSA hopes that siB is dealing in brinkman- 
ship: if it was seen to go soft, regulators in 
other countries would be under less pressure 
to sign memoranda. Mr Stani Yassukovich, 
chairman of TSA, thinks there is room for a 
compromise. He suggests a solution for 
branches of banks. siB could allow the Bank 
of England to ask whether the home super- 
vision of those branches' London securities 
activities is adequate. The Bank is already in 
touch with the branches' home regulators 
about their banking business in London; 
why not extend the principle to securities? 

Such monitoring by home regulators 
would probably not include position-risk re- 
quirements in the British sense. The Bank of 
England is happy, however, to let branches 
of banks take deposits from the public, so 
should be happy to let them sell securities. 
As for branches of securities companies, Mr 
Yassukovich points out that most of them 
are American, Canadian, or Australian, and 
should soon be covered by memoranda of 
understanding between siB and their home 
regulators. 

There could, however, be a legal diffi- 
culty with Mr Yassukovich's proposal for 
bank branches. The Financial Services Act 
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TF YOU run a securities firm, and you 
¿fear it might go bust, and, because you 
. are a nice person, you ey not want to 
— hurt your investors, call in the receiver 
]- early in the financial year. That way, your 
* investors will stand a better chance of 
] drawing on the curious compensation 
+ scheme which siB unveiled this week. 

2. The scheme is not a fund, but a levy 
-oñ all firms authorised by self-regulatory 
 organisations—except for building soci- 
|| eties and insurance companies. The total 
| levy in any one year cannot exceed 


Il titled to 100% of the first £30,000 they 


early in the year, however, the scheme's 
„managers will become cautious about 
ing out maximum entitlements—in 
è there is nothing left to deal with any 
urther insolvencies before the year ends 
on March 3lst. 
<< The £100m could csi: get used up 
"before then. The single case of Barlow 
“Clowes has swallowed more than £100m 
of investors’ money (these investors will 
- get nothing from the new fund, since it 
- only covers investment business: con- 
ducted ‘after August 27th). Because 
claims cannot be carried over to the next 
year, an investor whose firm crashes late 
in the year could get nothing. 
Small claims are to be met by firms 





-makes siB—not the Bank of England—re- 
sponsible for monitoring the capital of all 
firms. doing securities business in London. 
Moreover, the act seems to be incompatible 
with the European Commission's second 
banking directive, which says that once a 
bank is licensed by its home authority it can 
trade securities in branches anywhere in the 
~ BEC. That: directive is expected to go into 
- force by 1992, which makes siB’s efforts to 
get memoranda of understanding with Eu- 
| ropean regulators of London bank branches 
lo ok like awild goose chase. 

- ^ Thechase has proved expensive for SiB's 
- limited resources. In an interview with The 
© Economist, Mr Walker admitted that until 
| the question of branches and memoranda 
was resolved, siB would be unable to sort out 
crucial problems such as harmonisation of 
capital-adequacy rules both in the EEC and 
inside Britain—where sB and the Bank of 
England i impose different regimes. "Our en- 
ergy is not boundless,” he says. 


E urorivalries 

Mr Walker is sanguine about the risk that, 
in 1992, Britain could end-up with a much 
stricter- system of i DU than NE in 


| Silly, unfair and inadequate - 


= £100m ($173m). Investors should be en- `" 
lose, and 90% of the next £20,000. If. 


there are a number of calls on the scheme. 


within the relevant SRO; on larger claims 
the other sROs have to chip in on a pro 
rata basis in proportion to their reve- 
nues. This suits the small financial inter- 
mediaries grouped in FIMBRA, since their 
revenues are low and the risks of dealing 
with them are relatively high. It hurts the 
big securities firms in TSA, who account 
for more than half the revenues in the. 
scheme. Many TSA firms deal only witho 
professional investors, who are not cov- 
ered by the scheme. ` 


TSA members wanted contributions -— 
"to the levy to reflect the riskiness ofa | < 
business rather than revenues. The clear- | 


ing banks argued the same, since they | 
have large revenues but reckon. their — 
risks. ate minimal. The banks were livi 
that building societies and insurar 
companies, who could have provided a | 
big share of the scheme,-have been left. 

out. On the other hand, they have come - 
pensation procedures of their own. 
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other states in the Community. He points 
out that more regulation can encourage 
business, since investors like well- regulated 
markets. The. Eurobond market, for in- 


stance, having at first resisted the principle 


of reporting trades, now accepts it. Mr 
Walker believes the market will benefit: he 
knows of institutional investors who have 
been reluctant to buy Eurobonds because 
they have been worried by the market s lack 
of transparency. 

He accepts, however, that getting regu- 
lators in Europe—and, ultimately, every- 
where—to agree on capital requirements for 
securities positions will be difficult. Even in 
Britain he has his work cut out; there are 
crucial differences. between the capital re- 
gimes of siB and the Bank of Engl land, 

sip has delegated the supervision of the 
securities operations of banks in Britain to 


the Bank of England. Thus a bank such as 


Barings has to follow the Bank's position 
risk requirements; these are stricter and less 
flexible than those faced by a securities firm 
regulated by TSA. -Banks have to comply 


with the Bank of England's 
sure" rule. That means that any bank whose 


| total exposure to one company exceeds 25% 


London 3J international business tha ahe. 
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king che ae some cae banks : 
omarket have started to shift por- 


: tions Tof their business to affiliated compa- 


nies in continental Europe. So far, although 


bond unc erwritings, loan syndications and 


swaps have been "booked' in other coun- 
tries, the deals have been arranged in Lon- 
Y the long. run, sey Euromarketeers, x 
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; ‘If some. busines g 
" He says that the... 
fi ms E London i is 


ki it is an over-tight 
em, his staff are sim- 
‘which should also 


| ned to thiose that eves rest of Europe is is 


likely to adopt. - 

The new rulebook should be m by 
early 1989; Mr Walker denies that it will 
lower standards. He : says that the only sub- 
stantial change likely will be easier require- 
ments for customer agreement letters, which 
now sometimes run to 15 pages. He adds: 

"Previously, over-specific objectives led to 
very detailed rules, so people became con- 
cerned to comply with the letter rather than 
the principle. We want to re-infuse a spirit of 
commitment to the objectives." 

«Mr Walker also stresses the importance 
of perceptions about section 62. He points 
out that even without the section; com 
law enables investors to sue if they have iost 
money because. of firms' malpractice. Still, 
the securities firms:think the section, which 
achieves much the same effect, is terrifying, 
so it must be changed. Mr Walker thinks 
this could be done without legislation. Rules 
covering professional investors, for exam- 
ple, could give a securities firm protection in 
court so long as it could show that it had 
made its “best endeavours” to comply with 
the rules. Private investors, who are anyway 


-less litigious, will continue to be protected 


by section 62. 

If the government rods à new 
companies bill in the next parliamentary ses- 
sion; StB could use the opportunity to lobby 
for some revisions to the Financial Services 
Act. The revisions could not only modify 
sectión 62, but also ai a act eyin Eu- 

















t. October s stockmarket 
Sity seers said that the Lon- 
t had caught an interna- 
was unwarranted’ by the 
thee economy at home. In Lon- 
Optimists said, there was little 
incern: real E was growing at 
rate of nearly 412%, corporate 
| over 15%, while inflation was 
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E lied uds he year | in com- 
- parison with most other big mar- 
kets. In local-currency terms, the 

. FTSE 100 index has risen by only 
1.396 since the beginning of the 

` year, far behind Tokyo, and less 
than West Germany, France and 

“even (just) America. 

. . Investors are fretting that the 

deflationary impact of the crash 
was not nearly enough to cool an 

. economy that now threatens to get 
too hot. There are plenty of signs of 
overheating: 
eDomestic demand is surging by 

| around 7% a year, helped by record 

. bank lending. Admittedly, capital 
investment has also jumped this 

year, which will help eventually to 

- meet demand. Not enough, how- 

ever, to allow the economy to grow much 

ter than its sustainable rate of 3% a 








Inflation is heading upwards. In the year 
une, retail prices rose by 4.696, up 
from 3. 3% in the year to January. Many 
analysts expect an inflation rate of over 
6% before the end of the year, if only be- 
cause building societies plan to raise their 
5 mortgages by nearly two percentage 
points in August. Mortgages are included 
. (some say oddly, see page 58) in the retail 
| price index. — 

< eRegular surveys by the Confederation of 
] British Industry paint a picture of ex- 
| tremely tight industrial capacity. Accord- 
| ing to the last survey, published on July 
|. 26th, the number of firms operating be- 
bo low full Sed is only 3196, the lowest 
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a deficit for the yeat of £4 billion. By June 


it was already £5.6 billion ($10.2 billion), 
with more to come. | 
Most analysts currently are not 
overworried about the current-account 
deficit. They say that much of it reflects an 
inflow of foreign capital, which, when in- 
vested, will increase Britain’s ability to ex- 


~~ port: and that i it also reflects the import of 


capital goods. Besides, they say, if domes- 
tic demand really is outstripping supply, 
let the current account (which, at least for 
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the moment, can easily be financed) take 
the brunt. Better that than to have de- 
mand spill over into inflation, which 


would happen if sterling were allowed to 


fall. One snag is that sterling might fall 
anyway. The foreign investors who are the 
main financiers of the current-account 
deficit could lose confidence. The Bank of 
England would be unsure what to do 
then. 

Moreover, there are worrying signs in 
the make-up of the current-account defi- 
cit. Despite a booming world economy, 
exports (if the statistics are to be believed) 
have hardly grown for 18 months, while 
impotts continue to rise. Could manufac- 
turers, reacting to strong domestic de- 
mand and a buoyant pound have been 
switching their sales from export markets 
to domestic ones? That, plus the strong 
pound, is starting to trouble stockmarket 
investors. They like to see balanced sales: 
traditionally, 4596 of the profits of listed 
companies comes from abroad. Despite 
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sign of great t flatiotary sentiment 

Enough, however, to keep » 
vestors away from the stockmark 
even though company profits an 
dividends appear still to be grow- 
ing. Profits grew by more than 7% 
in the first quarter of the year, com- 

pared with the previous quarter. 
They will probably rise by 1296 this 
year, and dividends by perhaps 

10%. 

Institutions are sitting on heaps, 
of cash. They seem in no hurry to... 
invest it in shares. The proportion dj 
of cash and short-term assets in. | 
their portfolios is 6%, the highest 
in this decade and double the figure: 
before the crash. In the first half of ^ 
1988 takeovers and gilt redemp- - 
tions meant that pension funds and: | 

insurance companies were in pocket to^ 
the tune of £100m. 

-More than half of institutions’ cash- 
flow this year had already been earmarked 
for rights issues and final payments fòr- 
privatisation issues such as British Gas 
and BAA. Much of the rest has gone into 
Eurosterling issues, which—thanks to th 
strength. of sterling—came to a recor 
£6.5 billion in the first six months of 
1988, 

These days, investors say they hav 
learnt from October's crash that Londor 
is not sheltered from international winds: 
Rising interest rates worldwide (just like a 
year ago) confirm their view. That is why - 
they are excited mainly by takeover bat- | 
tles, such as those for Ranks Hovis 
McDougall and Rowntree Mackintosh. 
The International (formerly London) | 
Stock Exchange seems to de urs this: it 
has just introduced special short-term 
traded options to punt in contested take- | 
over stocks. E 













































NEW YORK 


XT year American investors may be 
forced sellers of $4 billion-worth of 
shares in South African companies. A bill 
now before Congress would impose stiff 
penalties, including a maximum of five 
years in jail, for American citizens who 
own South African shares or bonds. 
Although time for the passage of this 
legislation is running out this year, a vic- 
tory by Mr Michael Dukakis and the Dem- 
ocrats would make legislation a probability 
in 1989. Even if Mr George Bush were to 
be the next in the White House and 
wanted to veto the bill, it could still be- 
come law; a two-thirds majority in a Demo- 
crat-controlled Senate could overrule a 
presidential veto. That is what happened 
when Congress passed sanctions against 
South Africa in 1986. 

_ The threat is being taken seriously by 
brokers and investors in South African se- 
curities, especially gold shares. They have 
hired Washington lobbyists and commis- 
sioned a study by Wharton Econometrics, 
a consulting firm, on the consequences of 
a forced sale. The present bill requires 
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Dears at the door 


T ULL or bear market, it matters little to 

America's discount brokers. Their rev- 
enues depend on the volume of stockmarket 
trading, which has slumped by 4096 since 
the October stockmarket crash. If it does 
not pick up in the next six months, many 
will throw in the towel. 

Discount brokers offer a bargain-rate 
dealing service for private clients. They un- 
dercut by at least half (and often by three- 
quarters) the commissions charged by re- 
gional brokers like A.G. Edwards and the 
big wire houses—those with retail outlets, 
such as Merrill Lynch and Shearson Leh- 
man Hutton. Discount brokers are cheap 
because they have neither expensive re- 
searchers nor high-flying salesmen on their 
payroll. 

Even so, because of the fixed costs they 
have to carry, discounters’ profits this year 
have slumped by more than the fall. in 
stockmarket volume. The biggest discount 
broker, San Francisco-based Charles 
Schwab, made just $2.1m in post-tax profits 
in the three months to June, compared to 
$13.4m a year earlier. 

Quick & Reilly, a New York broker and 
the third largest discounter, made $2.6m in 
the quarter to May, compared to $4.6m a 
year earlier. The shares of both companies 


76 


White mischief on Wall street 


Americans who own South African securi- 
ties to divest them within 180 days of the 
bill's enactment. 

The Wharton study estimates that 
American citizens held about 14% of all 
South African mining shares at the end of 
1987— worth $4.5 billion then, although 
they have since fallen in value. About 7096 
($3.2 billion) were in gold-mining shares. 
The rest were in De Beers ($561 m), mining 
houses ($465m), and platinum mines 
($333m). 

Americans now own the bulk (6096) of 
foreign holdings of South African shares. 
The squeamish or nervous have already 
sold, spurred also by a shaky gold price. 
Total foreign holdings by value have fallen 
from 33.796 of all South African shares in 
1982 to 23.696 last year. 

Many American holders are individ- 
uals rather than' institutions. For example, 
International Investors, a mutual fund, is 
about 4096 invested in South African gold 
shares. It has around 120,000 sharehold- 
ers; the average holding is $6,800. These 
investors like South African gold shares 


are bumping along at about a third of the 
levels they reached at last year’s stockmarket 


Before fixed commissions on stock- 
market deals were abolished on May Day, 
1975, these brokers did not exist. There are 
now nearly 200, double the figure of ten 
years ago, thanks partly to a 1983 Supreme 
Court ruling which allowed commercial 
banks to own discounters. Throughout the 
1980s bull marker, business boomed. 

According to Mr Michael Goldstein, of 
Bernstein Research in New York, discount 


. brokers’ share of all retail commission reve- 


nue rose from 1% in 1980 to 10% last year, 
mainly at the expense of regional broker- 
ages. In 1986—the golden year for the se- 
curities industry—their average pre-tax re- 
turn on equity was 45%, more than double 
the returns of the big wire houses. 

As the business boomed, it became con- 
centrated. In 1980 the five largest discount- 
ers, including Schwab, Quick & Reilly and 
Fidelity, a Boston fund-management firm, 
accounted for around 60% of all business. 
They now handle nearly four-fifths. If these 
firms can now hardly make money, what 
hope for the small fry? 

Few commercial banks with discount 
arms have found a fit between the two busi- 








Losing Uncle Sam J 
because they pay high dividends (currently 
around 10%) at the higher commercial 
rand rate. Unlike Canadian or Australian 


gold mines, South African mines often pay 
out 10096 of their post-tax profits in divi- 


nesses. In 1984, Bank of America bought 
Charles Schwab, with the aim of using the 
bank's mailing list to sell shares. Tricky: de- 
positors do not make natural stockmarket 
punters, and nor are brokers necessarily 
happy working for a bank. Last year Bank of 
America sold Schwab back to its employees 
who then took it public—just before the 
stockmarket crash. 

Since October 1987 Schwab has been 
cutting costs in line with its new volume of 
business. (It currently handles 10,500 
gains a day, compared with a daily avera» w: 
18,000 last year, and 50,000 in the week of 
Black Monday.) lt has also tightened up its 
margin requirements (the amount of money 
a customer must put up with the broker to 
buy securities) and vets potential customers 
more rigorously. There are good reasons for 
the firm's rigour; one Hongkong. client 
alone lost the firm around $17m by default- 
ing on-margin payments during the crash. 

Schwab has laid off 596 of its staff this 
year. The remainder have taken pay cuts of 
596-2096, and have been encouraged to take 
"sabbaticals". Advertising has been slashed. 
Charles Schwab's eponymous chairman and 
chief executive no longer appears so fre- 
quently on the nation's televisions. 

Yet costs at Schwab will shrink this year 
by only 596-1096, because a large portion of 
its expenses is fixed. It has the ball-and- 
chain of a costly back office, with sophisti- 
cated but unbusy dealing and settlement sys- 
tems. That explains why Quick & Reilly 
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dends. 

A trickle of selling by American in- 
vestors continues, and would speed up to 
a torrent if Mr Dukakis wins. The Whar- 
ton study guesses that American holders | 
of South African shares would suffer a 
one-third fall in the value of their invest- 
ments as a result of any forced liquida- 
tion. [n terms of market values at the end 
of 1987, that would mean a loss of $1.2 
billion. 

The loss would probably be larger, for 
three reasons. First, American holdings 
are concentrated in mines near the end 
of their useful life, which means they are 
more speculative. Second, many Ameri- 
can holdings are in mutual funds. Legis- 
lation could precipitate a wave of re- 
demptions, forcing the fund manager to 
dump shares to raise cash. Third, in 

ipation of a sell-off, buyers might 

-~ off until the last minute, in the hope 
of getting rockbottom prices in a market 
dominated by sellers. 

South Africa saw a wave of selling by 
foreigners in 1985-86 after riots in the 
townships. Then gold shares bottomed 
only when they yielded 2096 for foreign 
investors, and South African govern- 


ment bonds Leite ceom pee D more than 3096. 










[^ He USQUE FRU GA 9 more money in the last quarter than 
Schwab did, even though it handles less 
than half the number of trades: it farms out 
its settlement to a separate agency, so its 
costs fall when business does. 

Quick & Reilly is lean. Its shabby offices 
on Wall Street are rented, not owned, and 
have second-hand furniture; profit and loss 
are calculated each month for each of the 
firm's operational centres, a discipline that 
e^7^7es many discounters. Thanks to a tight 
& — ncosts, the firm had one of the highest 
pre-tax profit margins of any listed securities 
firm during the bull market. 

Some discount brokers think the worst 
is now over. Schwab points out that it has 
opened 120,000 new accounts since the be- 
ginning of the year (it currently has just over 
2m); and that the value of the equities in its 
vaults is nearly $17 billion, the highest ever. 
That is some consolation, because discount 
orokers earn interest on investors’ funds 
which are deposited with them as margin. 
Yet persuading clients to trade their shares 
nore frequently is another matter. 

Unlike other securities firms, discount 
stokers do not have a cushion from manag- 
ng portfolios and selling insurance. Apart 
rom Fidelity, they have had little success in 
elling mutual funds—popular amongst 
niddle-American, middle-of-the-road inves- 
ors. Quick & Reilly has just picked up the 
liscounting branch of a Kentucky bank on 
he cheap. Other firms are bound to be up 
or grabs soon. 
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Japanese insider trading 
| Rampant rigging 


TOKYO 


OR how much longer will share spivvery 

be tolerated in Japan? Following the 
share-dealing scandal surrounding the flota- 
tion of Recruit-Cosmos—when several wor- 
thies lined their pockets—the Ministry of 
Finance is promising new, strict rules on 
dealings in new issues. And on July 26th the 
Tokyo High Court upheld guilty verdicts on 
two senior officials of Kyodo Shiryo, a Yo- 
kohama food processor, along with four ex- 
ecutives from the Nikko and Daiwa securi- 
ties firms. The charges concerned 
manipulation of the price of a new issue by 
the company in 1972. 

Kyodo Shiryo is the first firm to be 
taken before the courts for alleged stock 
manipulation, It was fined only ¥300,000 
($2,270) by a lower court. Mr Tatsu 
Kurizaki, 73, then a vice-president; now an 
adviser to the company, Mr Ryuichi 
Manabe, 58, the company's president, and 
the four securitiescompany executives re- 
ceived suspended prison sentences. A sev- 
enth defendant, an executive of Nomura Se- 
curities, was convicted by the lower court 
and did not appeal against his sentence. 

The High Court judge said that the two 
Kyodo Shiryo men conspired with branch 
managers of the securities firms to boost the 
price of the company's shares before a new 
issue. They bought 6.15m existing Kyodo 
Shiryo shares, and a further 870,000 shares 
when the issue came to market. Ramping 
the share price is said to have made the de- 
fendants an illegal profit of Y1.8 billion. It is 
illegal in Japan for firms to buy their own 
shares—Kyodo Shityo nevertheless put up 
Y1.3 billion for the purchases. 

For a securities house and its cronies to 
ramp a new issue is common—indeed re- 
quired—practice: the firepower that a se- 
curities firm can muster is one of the factors 


And two for the boss 





an issuer considers when it chooses an un- 
derwriter. Company insiders and favoured 
clients of stockbrokers are often tipped off 
before new issues so they can make a quick 
yen. Such rip-offs are rife; blame Japan's old- 
boy network of personal contacts, the ab- 
sence of an effective insider trading law, 
and, until recently, the similar absence of 
Chinese walls between the underwriting 
and sales sides of Japanese securities houses. 

Earlier this year, the Ministry of Finance 
tried to tighten the regulations on trading in 
new issues; it limited, for example, the num- 
ber of shares an individual may trade. The 
widepread use of fictitious names, primarily 
to hide gains from the taxman, continues to 
make a mockery of such reforms. In one re- 
cent tax-evasion case, 31 securities compa- 
nies were revealed to hold 404 bogus ac- 
counts for one investor. 

A list of 76 Japanese political and busi- 
ness leaders are said to have accepted Re- 
cruit-Cosmos's offer privately to buy its 
shares. On the list: Mr Ko Morita, an ex- 
president of the Nihon Keizai Shimbun, Ja- 
pan's leading daily business newspaper; the 
personal secretary to the prime minister, Mr 
Noboru Takeshita; two personal secretaries 
of his predecessor, Mr Yasuhiro Nakasone; 
a personal secretary to the finance minister, 
Mr Kiichi Miyazawa; and the personal sec- 
retaries of at least five former cabinet 
ministers. 

The Ministry of Finance has seen into 
law an effort to define more closely what is, 
or is not, inside information. The ministry 
had come under pressure from the Ameri- 

can government, which complained that 
foreign firms were excluded from the privi- 
leged information that circulates among 
their Japanese competitors. Many foreigners 
still find the new law imperfect. 

For their part, the Japanese firms within 
the magic circle see less of a problem, but 
have been prepared to accept greater self- 
regulation. Daiwa Securities, which was the 
underwriter for the Recruit-Cosmos new is- 
sue, has set up a four-man committee to 
draft rules on share dealings by its own exec- 
utives. Both the Tokyo Stock Exchange and 
the Japan Securities Dealers Association 
have drawn up similar guidelines. 

Nikko, one of eight securities houses 
raided by ministry officials in March on sus- 
picion of ramping the price of new shares in 
Koito Industries, an electronics company, 
has taken tougher measures. On May 25th it 
banned directors from dealing for them- 
selves in all securities except government 
bonds, Drastic, even by American stan- 
dards; probably necessary in Japan. 
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FINANCE 
Nomura Securities 


Big wheels, 


small deals 


TOKYO AND NEW YORK 


ALL Street and the City of London 

have learnt that it is impossible even 
for huge securities houses to become global 
financial ^ supermarkets.  Broad-based 
strength at home and specialisation abroad 
are the way of the future. Tokyo seems to be 
getting the same message. This week its big- 
gest securities house, Nomura, paid $100m 
for a 20% stake in Wasserstein, Perella, the 
mergers and aquisitions (M&A) boutique set 
up by Mr Bruce Wasserstein and Mr Joseph 
Perella when they left First Boston earlier 
this year. The acquisition also marks an ad- 
mission by Nomura that it cannot make a 
mega-acquisition in America. 

Nomura has effectively agreed to accept 
a minority position in a five-month-old- 
company whose management it does not 
control. A sign of desperation by Nomura 
whose president, Mr Yoshihisa Tabuchi, 
has shaken up the New York management? 
Or a testament to the famed negotiating 
skills of Mr Wasserstein and Mr Perella, who 
have been looking for Japanese capital with- 
out too many strings attached ever since 
they left First Boston? 

To date, Nomura has had it tough in 
America. In New York, it has failed to build 
investment-banking relations with Ameri- 
can companies for domestic bond and eq- 
uity issues. The cultural barriers have 
proved high. And Nomura's Tokyo head of- 
fice has been unable.to deliver Japanese 
companies to its New York M&A effort. 

Nomura has gone it alone in America 
since buying a small American equities re- 
search boutique in the early 1970s, only to 


Tabuchi makes a bet 
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see the star analysts walk out. By using the 
classic Japanese approach of high volume 
and low margins, it built up a range of se- 
curities and corporate-finance businesses. 
Even in seeking a primary dealership in 
government securities, its most important 
American business, Nomura opted to wait 
to get one fot itself rather than buying one 
as Industrial Bank of Japan did. American 
Treasury bonds have proved the biggest loss 
leader ever. Analysts reckon Nomura lost 
$200m last year in America's government 
bond market in a battle for market share. 
Mr Wasserstein and Mr Perella may 
know how to make money in fees by advis- 
ing companies involved in hostile takeovers. 
However, they now also want to act as prin- 


cipal investors in leveraged buy-outs and the 
like. That is why they want Japanese money; 
advisers do not need capital. 

There should be plenty of trans-Pacific 
M&A business for the new partners. M&A in 
the western sense has not been a prominent 
feature of Japanese business in recent years, 
but contested takeovers have a long (and 
bloody) history in Japan. The number of 
(mainly friendly) deals involving Japanese 
companies has been rising steadily, from 153 
in 1982 to 469 last year. The new Japanese 
economy requires more companies to move 
overseas by acquisition rather than a start- 
up. Last year, for the first time, the number 
of outward Japanese M&A deals exceeded 
purely domestic ones, by 228 to 219. 
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East European debt 


So have we learnt our lesson? 


Eastern Europe is sinking in debt. So deep that it threatens to become the 


Latin America of the 1990s 


N THE past couple of years some western 

commercial banks, which had been lend- 
ing like crazy to some East European coun- 
tries, have begun to have second thoughts. 
They needed to. Some communist coun- 
tries’ foreign-currency reserves are falling 
alarmingly, just when they are likely to be 
needed. Debt servicing is taking an ever- 
higher proportion of hard-currency export 
earnings in countries like Bulgaria and Hun- 
gary, just as some of their current-account 
deficits are beginning to appear long-term 
problems. 

Already Hungary has muttered a mud- 
dled and probably. unserious threat about 
rescheduling, Other countries, such as East 
Germany, are laying in stores of reserves in 
case bankers start to black Comecon bor- 
rowers. Romania is going for self-sufficiency, 
amid austere cuts that could lead to popular 
revolt. But Poland, Hungary, Bulgaria and 
Czechoslovakia would all like to attract for- 
eign capitalists. 

The price for new foreign investment 
has changed. As Latin America is now learn- 
ing, the world’s moneymen are increasingly 
wary of straight loans, and prefer equity in- 
vestment or participation in potentially 
profitable sorts of joint ventures. 

Hungary, Eastern Europe's biggest bor- 
rower, is experimenting hardest with eco- 
nomic liberalisation. It has signed joint-ven- 
ture agreements with General Motors and 
Levi Strauss jeans; these allow the compa- 
nies to build and own factories in the coun- 
try. Poland and non-Comecon Yugosla- 
via—trying to reschedule debt—are mulling 
over Latin-American-style debt-conversion 
schemes to subsidise foreign investment. 
Both are afraid of a lending strike by the 
western banks. 


East European net debt (ie, borrowing 
minus redeposits with banks) is rising fast. It 
jumped from $70 billion in 1985 to $99 bil- 
lion at the end of 1987. This is still only just 
over a third of the debt of Latin America's 
big three: Brazil, Mexico and Argentina owe 
$280 billion. But the banks never intended 
to have even one-third of a Latin problem 


in. 

The fall of the dollar over the past two 
years has hurt many East European debtors. 
A large part of Eastern Europe's debt is in 
currencies such as the D-mark and the yen 
which have strengthened against the dollar, 
and too many communist countries thought 
that holding foreign exchange meant hold- 
ing depreciating dollars. East German" "^s 
wisest. lt invested its reserves in Da s 
and other West European currencies. 

The Bank for International Settlements 
estimates that 5896 of the $4.4 billion in- 
crease (to $9 billion) in East Germany's re- 
serves over the past three years came from 
the exchange-rate gains. Other countries 
came unstuck. Hungary borrowed in yen 
and D-marks and invested in dollars, with 
dire results to its reserves-to-debt ratio. 

Despite these mistakes, Eastern Europe 
still pays little for its foreign money. Little 
comfort there; so did Mexico until just be- 
fore it announced in 1982 that it could not 
service its debts. 

Czechoslovakia is one of the banks’ 
favourite East European borrowers and is al- 
lowed to borrow at the cheapest rates. On a 
recent bank loan it paid only sth of one 
percent over LIBOR, the banks' wholesale in- 
terest rate. The spread over LIBOR is sup. 
posed to reflect risk. On that basis, bank: 
judge Czechoslovak loans as only one-fifth 
as risky as Greek ones. Thanks to such 
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For the 24th consecutive vear, 
H.J.Heinz Company surpassed all 
previous records for financial 
growth. 

Due in large part to the yields of 
our low cost operator programme, 
we have invested ample resources 
in strategies that will expand 
substantially the scope and size of 
Heinz enterprise. 

The responsibility for our 
prosperity and our prospects lies 
with our management, both senior 
and subsidiary, who share a driving 
imperative for change. Depth of 
management skill remains our 
greatest resource, as Heinz 
continues its reliance on the 
initiative and inventiveness of its 
people. 

Fiscal 1988 was a year of 
juncture, when established 
programmes matured and new 
strategies emerged. We 
transformed the company as we 
nurtured our existing markets. 

Perhaps the most profound 
transformation of our company ha 
been a transformation of though 
We have generated new met] 
to capture new markets ag 
new consumers. 

Heinz has been a4 
acute witness to 
consumer prefg 
nutrition and 
fashioned a g 
market wi 
worldwig 
and se 


ening 
roducts 
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weer Watchers label. 
P ec 'entry to emerging economies on 

he globe by purchasing companies of 
T kd . We expect to move in step with the 
| particularly in the Pacific Basin 
j , the People's Republic of China and 
prea. The projected 1992 lowering of trade 

IBEIS within the European Community opens the doors 
Ra market of more than 320 million people. This change, 
din imbined with recent acquisitions in Spain and Portugal, 
fe) afteans that the Iberian Peninsula has become a dynamic 
=““qnternal market for our tomato and fish products and 
; E ^ alow cost operator base for export to all of Europe 
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Sales 
$5,244,230,000 














Pre- Tax Profits 
$622,573,000 







. After Tax Profits 
$386,014,000 








Net earnings up: 14% 
Earnings per share up: 17.8% 






achievement. 












'osper and contribute 

our earnings and our 

fe have further increased 
| keting effort, devoting 

i Million, or 8.6% of sales, 


Du - more than triple the investment of 


a decade ago. Most important, 
half of our consolidated sales 
comes from products that are the 
number-one brands in their 
respective national categories. 
This is due in no small measure, 
to our significantly increased 
expenditures for marketing 
support coupled with competitive 
price and profit margin advantages 
made possible by low cost operator 
status at home and abroad. 
Heinz’s gross profits have 
practically tripled over the past 
decade. As a percentage of net 
sales, our gross profit margin this 
past year stood at 39.5%, an 
exemplary contrast with the 
32.7% recorded in 1978. During 
this same interval, our market 
capitalization grew more than 
eightfold. Within the past five 
years, investors who held Heinz 
companv stock and reinvested 
their dividends saw their shares 


almost quadruple in value. 

The rapid pace of change and expansion during Fiscal 
1988 makes even the recent past seem almost static by 
comparison. Furthermore, it has generated a momentum 
of performance that will carry us vigorously into the future. 

H.J. Heinz Company stands as a leader in its industry, 
rich in resources and progressive in outlook. We have been 
adventuresome, but not reckless, in extending our reach 
and expanding our product offerings 

With success as our tradition and our goal, we look 
upon this productive vear with satisfaction and impatience. 
The past must now serve as prelude to even greater 


Extracts from the statement to shareholders of H.]. Heinz € ompany by the Chairman, President and Chiet 


9 € 
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Executive, Dr. A.J.F. O'Reilly, for the vear to April 
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27th, 1988. 
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cheap money, Czechoslovakia’s net debt has 
risen by 50% in the past two years. Alarm- 
ingly, while its debt has been rising, Czecho- 
slovakia's economic performance has been 
deteriorating. Its implicit policy seems to be 
to use outdated machinery to produce 
shoddy goods for export to countries in the 





Bolshoi borrower 


USSIA is Eastern Europe's biggest 
and most favoured debtor. Earlier 
this year it even managed to return to the 
bond markets after an absence of almost 
15 years. The Soviet Bank for Foreign 
Economic Affairs borrowed SwFr100m 
($74m) through a public bond issue—its 
first such issue since the 1917 revolution. 
Then, on July 26th, it made its debut in 
the D-mark bond market. It launched a 
DM500m ($270m) issue and paid less for 
its money than the West German govern- 
ment. Although both deals were blacked 
by some banks which thought that old 
Czarist debts should be settled, most lend- 
ers were reassured by Russia's record as a 
cautious and reliable borrower. 
Russia's deals over the past 18 months 
have been done mainly with individual 
banks. This vear Russia has to pay off 
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developing world which do not pay proper 
hard currency for them. It wants to make 
these exports less shoddy, and to invest 
heavily in new factories. That could cost 
cost $20 billion-30 billion—or five times its 
existing debt. It will be weird. if western 
banks are willing to lend this. 

Two years ago, the banks rated Hun- 
gary almost as high as Czechoslovakia be- 
cause (a) it has liberal domestic policies and 
(b) it appeared to be a prudent borrower. 
Now it has a Grecian rating, and should 
probably have one even lower. It has so far 
kept up to date with interest and principal 
payments to its foreign banks, despite teeter- 
ing on the edge of default. 

Over the past 18 months, Hungary has 
started to run down its reserves to cover its 
current-account deficits. It will have to pay 
around $3.5 billion to its foreign creditors 
this vear; $2.5 billion will be in principal re- 
payments and $1 billion in interest, most of 


which has to be borrowed from banks and 


multilateral lending institutions. Meeting 


this year's principal and interest payments 
on its $18 billion bank debt will take 7096 of 
Hungary's hard currency export earnings. 
Bulgaria's problems are similar, although 
they are not yet compounded by Hungarian- 
style interest and capital repayments. Last 
year Bulgaria increased its foreign debt by 
3096. Simultaneously, its reserves fell by 
30%. Its hard-currency current-account def- 
icit totalled $1.3 billion—if the paper sur- 
plus with third-world countries is ignored. 
Romania, Poland and Yugoslavia are in 
an intractable mess. Romania is, bizarrely, 
paying off its debt while building up its re- 
serves. This policy should encourage banks 
to lend but does not. The banks do not trust 
President Nicolae Ceausescu's economic 
policies which produced a record hard-cur- 


loans of $4.5 billion, the same as in 1987. 
Like many borrowers it wants to roll them 
over—ie, pay them back and then imme- 
diately borrow the same money at a simi- 
lar interest rate for a similar period. It will 
probably have to cover a widening trade 
deficit in 1988, unless oil prices recover; 
but bankers expect Russia to increase its 
net debt by less than $1 billion during the 
year. 

When the terms of trade turn against 
Russia, the country usually battens down 
the hatches. After the oil price fell in 
1986, Russia sharply cut its imports, sold 
more gold and stepped up its borrowing. 

A similarly austere policy in 1987— plus a 
higher oil price—produced a small trade 
surplus with the West. Rather than take 
risks with its credit rating, Russia prefers 
to cut its foreign imports rather than to 


rency trade surplus last year of $2.8 bil- 
lion—but also food shortages, power cuts 
and political unrest. 

Yugoslavia should have few external fi- 
nancial problems. It runs a surplus on its 
hard-currency current account and pays its 
debts more or less on time. But it is re- 
schedulíng, largely because the government 
cannot reform the chaotic domestic econ- 
omy. Many Yugoslavian businesses do not 
repatriate all export earnings, which exacer- 
bates a shortage of foreign exchange. 

Poland built up so much debt in the 
late 1970s that it cannot service it, and is 
now building up its reserves by paying less 
than a third of the interest it should pay. 
This might conserve reserves but it starves 
the economy of new investment. Like Brazil, 
Poland got virtually no cheap export credits 
from western governments last year. 

Bankers’ wariness about Eastern Europe 
shows in their new choosiness about 
loans they now make. Several banks su.. 
switched away from general-purpose loans 
to government-sponsored export credits 
which fund projects such as new steel mills 
or petrochemical plants. 

Japanese banks and bond investors, 
which have increased loans to East Euro- 
pean countries, might turn out to be a friend 
in need. Japanese banks increased their 
loans to Hungary sixfold in the period from 
the end of 1984 until the end of September 
1987. The Hungarians expect this trend to 
continue. The Japanese now seem to prefer 
Eastern Europe to Latin America as a mar- 
ket for their exports of capital goods. One 
way of selling heavy industrial kit to Eastern 
Europe is to lend it money first, though you 
might think it was worth asking if the money 
was likely to be repaid. 
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borrow more. This policy also prevents 
from frittering western imports away 
inefficiently. 

At the end of March 1985, Russia's 
foreign-exchange reserves were down to 
$8.7 billion; by the end of 1987 they were 
up to $14.1 billion. The Russians have 
long realised the value of keeping deposits 
with western banks. They have therefore 
tried to roll over their gross foreign bor- 
rowing, and even increase it. 

At the end of 1987 commercial banks 
had lent Russia $33 billion dollars, over 
twice the amount they had lent at the end 
of 1984. The rise in bank borrowing 
helped to make up for a fall in trade cred- 
its for specific projects. At the end of 
1984, Russia's $25 billion foreign debt 
was divided almost equally between bank 
debt and trade credit. The latest figures, 
for the middle of 1987, show that bank 
lending now accounts for almost 6996 of 
Russia's debt. 
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SCIENCE AND TECHNOLOGY 


[he value of Einstein's 


error 


éé HEORY can be 
proved by experi- 
ment; but no path leads from 
experiment to the birth of a the- 
ory. That was Einstein's view, and 
many physicists would say it holds . 
reve today. But in particle physics, theo- 
know the constraints of experiment. 
| acit Orderly theory about the fundamental 
particles of matter, the prosaic-sounding 
"standard model", is a slave to its voracious 
appetite for experimental data. 

Before the standard model can make 
any predictions, it has to be fed with num- 
bers—such as the actual masses of the parti- 
cles it purports to describe. So though ders 
fists can say some things about the 
tantalising "top quark", until it is observed 
its unknown mass leaves a gaping hole in the 
equations. For the theory to progress, ex- 
perimenters will have to bring the quark to 
light in one of their huge, costly machines. 

A better theory—say some theorists— 
would be one that used experiment just as 
confirmation, not as raw material. It would 
*xplain not only how the standard model's 
motley crew of muons, neutrinos, gluinos 
ind their siblings behave, but also why it is 
that they act that way, and-what it is that 

have in common. A distant goal, but 

are some hints that it is not unobtain- 
ible. One such is the “cosmological 
'onstant'. 

In 1917 Einstein had a problem with his 
heory of general relativity. He needed the 
iniverse to be finite. Not too tricky: his the- 
xy was about the way that matter bends 
ipace. An even distribution of matter could 
end the universe back on itself until it had 
10 edges, like the surface of a sphere. But 
he astronomers of the day did not believe 
hat matter was evenly distributed. So Ein- 
tein invented the cosmological constant, 
vhich made space a little warped even when 
here was nothing in it. That let him close 
ip the universe and please the astronomers. 

Then, in the 1920s, astronomers started 
o believe in a universe full of galaxies. The 
alaxies were evenly spread; their mass 
ould bend the cosmos to the desired degree 
rithout any help from the cosmological con- 
tant. Einstein recanted: “away with the cos- 
nological term". Later he put forth the con- 
tant as an example of the worst scientific 
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crime ~he could think 
of—changing a theory to fit 
a prejudice. So the cosmologi- 
cal constant became a more-or- 
less dead subject. 

But it never quite vanished; 
and in the 1970s it started to be- 
come fashionable again. Among 
others, Dr Andrei Linde, of Rus- 
sia's Academy of Sciences, pointed out that 
the constant (now known as lambda) was 
important in theories about the early uni- 
verse because it was not, in fact, constant at 
all; it depended on the temperature, and 
thus indirectly on the age, of the universe. 
During the birth of the universe, the Big 
Dang, the constant was perhaps as much as 
10°—a one with 50 noughts behind it— 
times larger than it is today: a force to be 
reckoned with. 

Dr Larry Abbott, of Brandeis University 
in Massachusetts, thinks lambda may be im- 
portant now in another way. In order to see 
why, take a closer look at what lambda has 





become. It is now thought of as a measure of 


the energy in a piece of empty space. This 
improbable idea comes from quantum the- 
ory—where, under certain circumstances, 
something can come of nothing. 

"Virtual" pairs of particles can pop into 
existence in otherwise empty space. These 
pairs—which consist of a particle and its 
matching anti-particle—look like a free 
lunch at the expense of the law of conserva- 
tion of energy. But they are not a nourishing 
one. They can "borrow" energy to appear 











Making the universe fit the facts 


only if they pay the energy back by annihi- 
lating each other. Though they do not—by 
definition—stick around long enough to be 
observable, they have the cumulative effect 
of giving a vacuum some energy. And ac- 
cording to Einstein all energy has a gravita- 
tional field which distorts space. 

But the energy, and thus the degree to 
which empty space is curved, cannot be ac- 
curately predicted. Dr Abbott explains that 
in order to predict lambda, you need to 
know all the relevant facts about every possi- 
ble particle that can pop up in virtual form. 
Many of those facts are the sort that the 
standard model leaves to experiment, and 
some are a long way from being discovered. 

It is possible to make educated guesses, 
though. Consider the "up" and "down" 
quarks, which make up most of ordinary 
matter. If they were the only quarks around, 
Dr Abbott points out their contributions 
would make lambda about one. If all the par- 
ticles are independent, as the cna 
model assumes, then it is reasonable to 
think that, however many there are and 
whatever they do, they will combine to give 
a value to lambda of at least one. 
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Unfortunacely. if wee was one, ño 
body wandering more than a kilometre or 
two from home would ever return through 
the twisted wreckage of space. Nearby ob- 
jects would look hopelessly distorted, and 
light from any farther away would be man- 
gled into a useless mish-mash of microwaves. 
A glance out of the window shows that this 
not the case. The same truth has been 
roved by more sophisticated observations, 




















arried out by Dr Edwin Loh and Dr E 






kilometres away. On:that basis, lambda is 
1/10*6—a very small number indeed. 
< The monstrous - 
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ambda says nothing about the 
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, not the sort that starts a revolution. . 


2 : Clever databases 
 Tangling the web | 


NEW YORK 


OMPUTERS are PN to think lat- 
erally. To do so, they use a type of soft- 
ware called hypertext, which organises in- 
formation more flexibly than a conventional 
- database. Enthusiasts say it will revolu- 
tionise the way people work with computers 
and, eventually, the way they think. Critics 
say that hypertext is just a buzz-word to be 
* pronounced with an accent on the hype. 
` Products now entering the market will allow 
computer-users to decide for themselves. 
Hypertext is one of the oldest ideas in 
computer science. Its essence is simple. At 
the heart of hypertext is a sort of automated 
cross-referencing system. Instead. of storing 
data in fixed categories, liké a conventional 
database, it allows one to link just: about 
anything with just about anything else. . 

To imagine why this might be interest- 
ing, consider a hypertext version of Shake- 
peare’s sonnets. From “Shall 1 compare 


"Thou art more lovely and more temper- 
ate Lus "Hy ertext would allow the curious 


uch as a recent survey of distant galaxies. P 
 Spillar at Princeton University. They were" 


-unable to detect any distortion this side of = 
the edge of the observable universe, 109 — 


apii iE ka vin i 


M ee, rea E rto choose ‘on amenu at dion along 
mur ations before proceeding. One link. 





è built on. As Dr Abbott warns, chame 
pagne and streamers would be. premature. 


relationship except that it exists. The way in. 
too complex to theorize about on its own. It 


is the sort of anomaly that becomes beauti- 
- fully explicable after a new theory is in place, 


thee to a summer's day?", conventional text: 
proceeds inevitably, and beautifully, on to. 


night le adt to. a description of sixteenth-cen- 


-.^ tury British weather. Another might lead to 





an explanation of sonnet form. And so on. 

. In more mundane applications, such 
cross-references. could help a reader work 
hig: way through a complex technical man- 
ual. Or they could help a researcher see links 








“between. disparate bits of data. Or they 
^could take straightforward ideas and make a 


complete hash of them, something not un- 
known in the research laboratories where 


. .hypertext was developed. 


There have been some successes. Re- 


E ` searchers at Carnegie-Mellon University put 
their hypertext technology to work helping - 


sailors to navigate the voluminous and com- 
plex technical manuals of the nuclear- 
powered aircraft carrier USS Carl Vinson. 
Xerox’s NoteCard system has helped some 
writers to research and to write docu- 
ments—though others said they preferred 
an old-fashioned word-processor. | 
The creators of these large systems are 
now debating several possible revisions. 
Many are minor, but some involve changing 
the core of the system: the way in which the 
data are linked together. Today's hypertexts 
allow any piece of data to be linked tovany 
other piece for any reason. Too often, this 
creates a sort of logical spaghetti, hard for 
the user to untangle. | 
Instead, researchers want links which 
diea and consistently define a relationship 
between the data they join. À lot of that de- 
pends on the user; people have to be taught 
to write "good" hypertext, just as they need 


to be taught to write good prose. But there . 


are several ways in which hypertext could be 
made more idiot-proof. 


- . Instead of defining a E set of 
logical | links between data, some computer 


buffs propose a set of standard links: one 
type of link would move from the general to 
the specific; a goother would. bring up the 





able is to-have a diagraiti Qo 


people: will want to: 
“they want towe 
. formation, rese rchers and software compa- 






















screen. Still another is to add some ee artificial 
intelligence to hypertext so that the system 
knows how to answer questions with rele- 


vant information. 


Only experience can separate iod 


| hypertext ideas from bad. Experimental sys- 


tems have shown that hypertext.can be 
made to work. But they have not shown how 
ork with it—if, indeed, 
with it at all. For that in- 





nies alike are watching the fortunes of vari- 
us hypertext programs for microcomputers 


. «which are coming on to the market. » 


One popular success has been Apple’ s 


.  HyperCard program, which marries simple 
hypertext to the Macintosh's. easy-to-use 
` graphics. For BM computers, a software firm 


called. Owl-has released a program: c 
Guide. which is more powerful tuan 
rd, but ia more rac And. 





i eET are xu Laie on a successor 
to hypertext. Called. hypermedia, the next 
generation of hyperstuff. promises to link 
video and music as. well as text and com- 
puter graphics. So you could have your com- 
puter play Beethoven's Fifth as you read his 
biography, or listen to a Shakespeare sonnet 
while reading this article. 





Cancer and genes 


The off switch - 


HE bad news is that some genes can 

cause cancer. The good news is that 
other genes can stop it. In the 1970s some 
genes were found which were responsible 
for the unruly growth of cells in tumours. 
Like all genes; they contained recipes for 
making proteins. These particular proteins 
were messages that. told cells to grow. More 





recently scientists have discovered genes 


that tell cells not to grow. Damage to these 
genes can cause cancer, too; but when they 
are working properly, they guard against it. 
The genes that make cancers grow-— 
oncogenes—are not born évil. They are 
good genes gone bad. They start out as use- 
ful genes, making proteins that encourage 


cells to grow and divide when they are 


young, or when they need to, But when they 
re damaged they become hyperactive, mak- 





l ing the cells grow aimlessly and relentlessly. 






- -Detecting the pre 





e nce of Oncogene isa 


more straightforward task than revealing 
the absence of genes that stop tumours; it is 
easier to see something that is present than 
something that is not. The experiments that 
proved thé existence of suppressor genes 
started with the joining together of tumour 
cells, containing oncogenes, and healthy 
cells. The fused cells stopped growing, even 
though the oncogenes were still there. So 
the presence of oncogenes is not enough to 
make cells grow malignantly. There must 
also be something missing—something re- 
stored when healthy genes are added; That 
something is the protein made by the tu- 
mour suppressor gene. 

How do people acquire an oncogene or 
a faulty suppressor gene? Some people in- 
herit them, and in doing so inherit a pre- 
disposition for cancer. That is rare— natural 
selection discourages the passing on of can- 
cer-causing genes. More often, healthy genes 

bad over a lifetime of use. According to 
1 alfred Knudsen, of the Fox Chase Can- 
cer Centre in Philadelphia, the same genetic 
defects are responsible for both the inher- 
ited and non-inherited forms of most can- 
cers. Whether the gene was damaged last 
week or last generation makes little 
difference. 

So inherited cancers are not a special 
case. That is why studies of a rare eye cancer 
called retinoblastoma, which have revealed 
a lot about the genetic causes of the disease, 
are relevant to uninherited cancers, too. 
Two-fifths of the victims of retinoblastoma 
have inherited a predisposition to it in the 
form of a faulty retinoblastoma (RB) gene. 

The tumours attack when a victim can- 
not produce the protein described by the RB 
gene. So the RB gene actually prevents the 
cancer—a prime example of a tumour sup- 
pressor gene. The gene may also protect the 
body from several more common cancers. 
P---'e who have inherited a. predisposition 
t — tinoblastoma are also vulnerable to 
breast cancer and small-cell lung cancer, 
which accounts for about one-third of all 
lung cancers. Studies have revealed abnor- 
mal RB genes in breast and small«ell lung 
cancer tissue. 

Every cell contains two copies of each 
gene, one from each parent. One suppressor 
gene can produce enough protein to sup- 
Dress — tumorous growth; so for 
retinoblastoma to strike, both copies of the 
RB gene must be damaged. Dr Knudsen pro- 
doses that those inheriting the predispo- 
ition start out with one bad RB gene in each 
ell. If any cell then loses its spare copy of 
he gene, the cancer can start. When there is 
10 predisposition, the probability that a sin- 
tle healthy cell will lose both its copies of the 
i gene is low; so non-inherited 
etinoblastoma is rare. 

The RB gene is the only suppressor gene 
o have been copied and studied in a labora- 
ory. Dr Robert Weinberg of the Massachu- 
etts Institute of Technology, whose labora- 
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tory made the first RB genes, has found a 
chemical link between the suppressor gene 
and an oncogene. He used oncogenes found 
in a cancer-causing virus, called adenovirus, 
which contain a recipe for a protein called 
EIA. This protein can bind itself to the pro- 
tein described by the RB gene; that stops the 
RB gene from working. His results open up 
the possibility that some oncogenes do their 
damage by interfering with the function of 
tumour suppressor genes. 

Will any of this enlightenment on the 
causes of cancer lead to a cure? Possibly, but 
not for some time. Dr Weinberg suggests 
that suppressor genes could be réstored to 
tumour cells to halt their growth. But 
putting genes into a cell will be difficult for 
decades to come. And if some cells are 
missed, they will go on producing more ma- 
lignant cells. Dr Knudsen speculates about a 
far-off day when tumour cells can be at- 
tacked by a tailor-made virus, designed to in- 
fect them with healthy tumour suppressor 
genes. The emphasis would be on reforming 
tumours, not destroying them. 





Homeopathy and controversy 


Thought police? 


HE science magazine Nature does not 

often send out teams of ghostbusters; 
but then people do not often publish results 
that most other scientists deem impossible. 
Dr Jacques Benveniste and his collabora- 
tors, from the University of Paris-Sud, did 
just that when they reported that solutions 
far too dilute to contain a single useful mole- 
cule could provoke a response from cells. 
That might provide a scientific basis for ho- 
meopathy. It was a claim so extraordinary 
that Nature considered it, and called for re- 
visions, for more than two years. The editor, 
Dr John Maddox, eventually agreed to pub- 
lish it on the condition that Dr Benveniste 
agree to let him investigate his laboratory. 

Dr Maddox's two co-investigators were 
chosen for their skill at sniffing out mis- 
takes, not for being universally acclaimed ar- 
biters. Many people respect Dr Walter Stew- 
art, from the National Institutes of Health in 
Maryland, for his scouting through other 
people's laboratory notebooks in search of 
error, but he has also been widely criticised. 
Mr. James ("The Amazing") Randi is 
lionised by debunkers of the paranormal. 
He is also a professional magician, which 
makes others distrust him. 

The three of them watched Dr Benv- 
eniste and his colleagues do their experi- 
ments and looked for mistakes. They de- 
cided that some of the work was sloppy. 
They also found statistical errors. Dr 
Benveniste claims these are all but irrele- 
vant. Dr Maddox says that those errors can- 
not account for all the positive results. 
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The amazing Randi investigates 


From laboratory notebooks, they found 
that the experiments often failed to work for 
no apparent reason, and that the failures 
were ignored. A telling point: though many 
experiments are temperamental, one which 
forms the basis for an unlikely claim should 
be above reproach. Building on that point, 
the Nature team say that the atmosphere in 
the laboratory was not conducive to scien- 
tific objectivity, and that the experimenters 
saw the results they wanted. Again, a criti- 
cism that carries a lot of weight, even though 
it is doubtless true of many more mundane 
experiments: objectivity is an ideal infre- 
quently lived up to. 

The team concluded, in this week's Na- 
ture, that Dr Benveniste's laboratory had 
“fostered and cherished a delusion”. In a re- 
ply in the same issue Dr Benveniste says that 
it is outrageous to dismiss years of work on 
the basis of three experiments conducted 
"blind" —that is, without the experimenters 
knowing what to expect—in which no effect 
was found. He also accuses the investigators 
of astonishing incompetence. Dr Stewart, 
he says, had to be stopped from "scream- 
ing" at people, and Mr Randi kept playing 
tricks, trying to ease the tension. He invokes 
the shades of Salem and McCarthy. 

As more concrete criticism, he points 
out that one experiment, in which Dr Stew- 
art played a part, reproduced almost exactly 
some of his original results, and that other 
laboratories have conducted blind tests that 
did work. The Nature team agrees that that 
is relevant evidence, but says it did not have 
any way of evaluating those results. 

Some would say Nature should have 
waited and looked at everything. As it is, the 
report may end up being all things to all 
men. It gives those who doubted the article 
in the first place reasons for doing so, and 
allows heretics to scream of persecution. But 
not a lot will change. Homeopaths will con- 
tinue to sell their medicine; orthodox scien- 
tists will continue to say that there is, quite 
literally, nothing in it; and some patients 
will be convinced it has made them better. 
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"^^ [ Strategy and performance analysis 


- Databank is pl ease d y 









MARKET STRUC 
. The Mast service consists of 300 t 
covering as many industrial arid servi- 
ce market serctors of the Italian eco- 
nomy. Databank has taken the key do- 
ta and conclusions from its Competiti- 
ve analysis database to create a new 
series in English for its international cu- 
 stomers. MAST reports are structured 
in such a way that in just a few pages, 
. they provide all the information nee- 
| ded for a fundamental competitive 
analysis of the sector covered. 


23 MAST reports 
are available on the 
... . CHEMICAL& . 
. .. PHARMACEUTICAL 
D ou INDUSTRY 
Among them: | 
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"Price: Lst. 350 each 
Discounts are available for multiple 
--. purchases of MAST or for subsequent 
. purchases of complete in-depth com- 
pente analyses. — 








= Tolearn more, pléase fill in the coupon 
below or ring Rachel Smyth-Osbourne 
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| World Development | 


Indicators 1988 


Economic and Social Data Series | 


on Diskette from the World 
Development Report 1988 


| The Indicators comprise 33 statistical tables 

- that provide the most comprehensive, up-to- 
date data available on social and economic ^ 
development in 129 countries, and one table. | 
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of basic indicators. for another 34 least | 


poran countries. The diskette edition can 


used to re-sort any of the data, form new | 


subsets for specific countries, regions, or type 

of data, or incorporate the data into larger 

sets. Because the data have common attri- 

butes across all 129 countries; the diskettes are. 
ideal for comparative economic studies, re- 

gression analysis, or identification of system- 

atic relationships. 

New tables included in the 1988 Indicators 

look at the structure of consumption, health 


and nutrition, and women in development, 


The Indicators are available on double-sided, 


double-density Sjin diskettes that can be used | 
on any personal computer with a Shin ("flop- 


py disk drive using MS-DOS release 2.0 or 
ugher. The diskettes are available in. WKS 


format for use with Lotus 1-2-3 (release la or i 


higher) or in .PRN format for use with word 

processors and data base software that cannot 

read a worksheet file. Each set of diskettes 

includes instructions for use. 

A complimentary copy of the English lan- 
uage paperback edition of the World 
evelopment Report 1988 will be provided 


with each set of diskettes. 
 .WKS Version (&1B 1034), £85.50 (+ VAT 


£12.83—UK customers only). 
.PRN Version (#1B 1035), £85.00 (+ VAT 
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UK ACCOUNTANTS 
| This latest CompeTitors report ana- 
| lyses competitive structure and strate- 
| gies, focusing-on the top 20 accoun- 
| tancy firms who earn 90% of total fee 
income, an estimated £1.8bn. 
| Partner interviews at leading firms and 
| a Specially conducted opinion survey - 
of UK corporations are among the 
information sources for this compre- 
hensiveanalysis. —  . 
An impressive underlying growth ri 
of 2096 is threatened by intense co 
petitor rivalry, regulation; increasing: 
client sophistication and staff short- 
icludes that profits 
































.ages. Databank conci 
| will come under increasing pressure 
- leading to.a shakeout of weaker firms. 
Diversification. continues from audit 
which still contributes a core 53% of 
total income. Up to 50% of higher 
| value added business can, however, 
detive from audit clients. Issues such 
.as incorporation and the indepen- 
| dence of statutory advice are dis- 
cussed along with the consequences | 
of 1992. ne Sus 
PMM leads Databank's Key Success 
Factor ranking, a measure of future 
success potential but their position is 
challenged by PW in a separate ag- 
gregate ranking of performance 
| indicators. - | | 
| Profiles of the 20 major players plus a 
full analysis of the companies survey 
| also featüre inthe report. ^ 
For more details on this 250 pa 
| report ring Rachel Smyth-Osbor 
| em 1001 or fill in the coupon: 
below. 
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BOOKS AND ARTS 


In a Persian market 


NEST OF Spies. By Amir Taheri. Century Hutchinson; 305 pages; £14.95 
Best Laip PLans. By David Martin and John Walcott. Harper & Row; 382 pages; $22.50 
GUTS AND GLORY: THE RisE ÁND FALL OF OLIVER NORTH. By Ben Bradlee ]r. Donald I. Fine; 


F 


559 pages; $21.95. To be published in Britain by Grafton Books 


A IRANIAN Airbus is shot down by the 
American guided-missile cruiser Vin- 
ies, and America says it is sorry. But not 
sorry. Relations between the United 
States and Iran have become so full of bo- 
gey-characters and bad memories, for both 
sides, that it is often difficult for either coun- 
try to admit the humanity of the other. How 
this state of affairs came about is a labyrin- 





thine tale. Each of these books sheds light 
on à crucial part of it, without entirely pene- 
trating the darkness. 

Mr Amir Taheri, a former editor of 
Iran's biggest newspaper, Kayhan, intro- 
duces his thoughtful history by telling the 
story of Howard Baskerville, a young Ameri- 
can who got a teaching job in Tabriz in 
1909. Tabriz was then a hotbed of agitation 
against Muhammed Ali, the shah of the day. 
Baskerville took the side of the anti-monar- 
chists and turned his students into an armed 
militia. He was killed within a fortnight of 
starting his campaign, but became a legend 
among [Iranian revolutionaries. 


aa. 
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The innocent phase of America's rela- 
tions with Iran lasted up to and through the 
second world war. But a country floating on 
oil, abutting the Soviet Union and standing 
astride the Russian land route to the Persian 
Gulf, was always in danger of becoming a 
tool of American foreign policy. The Shah 
himself concluded that only close relations 
with the United States could protect his 
country from the dangerous superpower 
across his border. 

In the 1960s and 1970s American weap- 
ons and technicians poured into Iran. The 
United States had become Iran's principal 
trading partner. Yet in spite of this, Mr 
Taheri argues, relations between the two 
countries had become. progressively 
shallower. By limiting its interest in Iran to 
geopolitical and commercial matters, Amer- 
ica damaged the genuine friendship that had 
grown up slowly since the nineteenth cen- 
tury. And by throwing its weight uncritically 
behind the Shah, America was prevented 
both from finding its “natural, long-term al- 
lies” inside Iranian society, and from under- 
standing what was going on there. 

Most Americans assumed that revolu- 
tion was remote. They also underestimated 
the degree to which America was associated 
with the Shah's regime. The taking of hos- 
tages at the American embassy in Tehran 
was a rough shock; more shocking still was 
America’s powerlessness to rescue them. Af 
ter the fall of the Shah, as David Martin and 
John Walcott relate in their highly readable 
account of the Reagan administration's 
flounderings against terrorism, the United 
States was without intelligence in Iran. The 
release of the Tehran hostages on Mr Rea- 


gan's inauguration day made relations no 


easier. Throughout the terrorist crises of the 
following few years, the only consistent 
threads were the suspicion that, in many 
acts of terror— particularly the taking of 
American hostages in Lebanon in 1985. 
86—lran was the key; the knowledge that 
there was nobody in Iran with whom Amer- 
ica could reasonably work; and the awful 
memory of how President Carter's aborted 





























effort to rescue the Tehran hostages in 1980 
had cost him his political life. D 
Chapter by chapter, the authors juxta- 
pose the sufferings of the Beirut hostages 
(kept with bags on their heads, listening to 
their colleague William Buckley coughing — 
and hallucinating to death) with the.despair 
of those in Washington trying to save them. 
Any idea was worth pursuing, even if bad; — 
even if it meant selling arms to Iran. In 1985 — 
the Central Intelligence Agency produced a 
half-fanciful report speculating on Iranian — 
fear of Russia and the existence of “moder- — 
ates" to whom America could offer friend- 
ship. "Are there moderates in Iran?” asked 
Clair George of the CIA, airily, when he was 
under congressional questioning two years - 
later. "Does anyone play the piano in the 1 
Fiji Islands? Yes, somewhere." | | 
One man, however, believed it, and by 
the force of his belief drove the policy of 
arms sales smartly down the road to disaster. 


| NUS m 
B UN 
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Lieut-Colonel Oliver North knew nothing 
about Iran. He rose to prominence in lra- 
nian affairs because he was a master of the 
emotions—pity, fantasy and rage—on 
which relations with Iran were predicated. - 
Ben Bradlee, in a book which largely fails to 
catch the quicksilver Mr North, neverthe- 
less portrays him as the ideal man to deal 
with the representatives of a fanatical theoc- 
racy. He too was a fanatic to whom God's 
will and his leader's policies were the same 
thing: in fact, in the words of one of his Ira- 
nian opposite numbers, "another God- 
damned mullah”. The Iranians cherish mar- 
tyrdom; so too did Mr North, who was 


85 







E v 


Ty 
M 


» 


BOOKS AND ARTS 


thrilled to go to Tehran with a cyanide cap- 
sule in his pocket. But despite Mr Taheri's 
picture of the American side in the arms-for- 
hostages deals as nineteenth-century west- 
ern pioneers selling trinkets to the Indians, 
all the innocence and ignorance were on the 
American side. Messrs Martin and Walcott 
point out that both the arms for the “mod- 
erates", and the famous chocolate cake car- 
ried by Mr North to Tehran, ended up in 
the same place: in the hands of the extremist 
Revolutionary Guards. 

Without Mr North, would American re- 
lations with Iran have been different? Presi- 
dent Reagan was driven by emotion to 
authorise the arms sales; but without Mr 
North to pump up his fears, he might not 
have gone on so long. There was no compel- 
ling reason to re-open relations with Iran, 
and much justification for leaving it, for a 
time, alone. Yet the place is strategically irre- 
sistible. The State Department continues to 
hunt for moderates; the Ayatollah's succes- 
sor is worried over; murky deals are sug- 
gested for hostages. Certain mistakes may 
not be made again; but the groping goes on, 


as before, in the dark. 





The second world war 


Vipers coupling 


| THe DEADLY EMBRACE. By Anthony Read 


and David Fisher. Michael Joseph; 687 
pages; £19.95. To be published in the 
United States by Norton 


ITLER'S Germany and Stalin's Russia 
seemed to the rest of the world—at 
any rate to all but the very well informed— 
to be set in permanent opposition to each 





other. Then Hitler's foreign minister Rib- 
bentrop suddenly flew to Moscow, and on 
the night of August 23-24 1939 signed a pact 
between them. A week later, Hitler's armies 
invaded Poland and a world war began. 
Within a month, half Poland was governed 
by Hitler, the other half by Stalin. Within a 
vear, Stalin had provided Hitler's Luftwaffe 
with the aviation fuel on which they fought 
the Battle of Britain. (This book includes a 
photograph of a Russian and a German oil- 
tanker train, side by side, with pipes snaking 
between them.) Within two years, Hitler in- 
vaded Russia after all. 

Such zig-zag turns are not the normal 
course of diplomatic history. They are well 
enough known—in the West—to those 
whose business it is to teach or to write on 
mid-twentieth-century affairs. This book ex- 
tracts them from the dry and formal struc- 
tures of the study of international relations, 
and brings them vividly alive. The authors 
have moved over from writing television 
scripts to writing books; this is their third. It 
is a highly polished performance. 

The two dictators dominate the book, 
each of them often playing a part—Hitler 
pretending to be furious, Stalin pretending 
to be jolly (he drank water at his own par- 
ties, from a private flask). There is a full sup- 
porting cast. Ribbentrop, a former cham- 
pagne salesman, is overshadowed among the 
Germans by Graf von der Schulenberg, the 
elderly nobleman who was German ambas- 
sador in Moscow and knew how to behave 
at the court of the Tsar. Ribbentrop's oppo- 
site number, the stony-faced and stony- 
hearted Molotov, is well portrayed; so are 
many warriors on both sides, not to speak of 
Admiral the Honorable Sir Reginald 
Plunkett-Ernle-Erle-Drax, the head of the 
British delegation that was also trying to do 
a deal with Russia in August 1939. 





Hitler, even when he was winning bat- 
tles against great powers, comes out as bru- 
tally unstable; Stalin as more of a realist and 
an even more cunning schemer. Hitler was 
working from a position of temporary 
strength but long-term weakness; the oppo- 
site was true of Stalin. When this book be- 
gins, he had just deprived his armed forces 
of the bulk of their leadership, so that they 
had to be fully extended to defeat Finland. 
Four years after the book closes, they were 
able to defeat Germany. 





Modern poetry 
To speak, to 
dream 


THE GOVERNMENT OF THE TONGUE. 
Seamus Heaney. Faber & Faber; 172 pcs. 
£12.95. To be published in the United 
States by Farrar, Straus & Giroux 


N THE face of the world’s horrors, most 

poets come to wonder whether poetry 
does any good. In the age of Auschwitz, per- 
haps it is trivial to write verse; silence may be 
more appropriate. All through this book, 
Seamus Heaney—one of the finest poets 
now writing in English—considers the di- 
lemma. At home in Northern Ireland once, 
immediately after a bomb blast, he found 
himself too appalled to recite his poems. By 
the end of the book, however, he concludes 
that he ought to have tried. 

The violence of Northern Ireland pro- 
vides Mr Heaney with an opportunity not 
usually available to British poets: the experi- 
ence of living with present danger. He posi- 
tively envies the modern poets of Eastern 





Sermon on the mount 


N HIS show “Beyond the Fringe" Alan 

Bennett created a character who would 
have been a judge but never had the Latin 
for the judging: so he became a coal miner 
instead. Lee lacocca is like that. This sav- 
iour and boss of the Chrysler car company 
says he would have been president of the 
United States, but never had the politics; 
so he means to become a professor in- 
stead. He is setting up an lacocca Institute 
appropriately 
placed on a mountain in Bethlehem, 


at Lehigh University, 


Pennsylvania. 


Will his lectures be well-attended? Mil- 
| lions of worshippers, 6.5m to be exact, 
| bought his first book and his second— 
| TALKING STRAIGHT*—is at the top»of the 


American bestseller lists. But reading this 
| piece of lacocca is a bit like suffering the 


| 


loud opinions of a big-shot from a nearby 
bar-stool. Ronald Reagan, Sir James Gold- 
smith, Japan, OPEC, America’s declining 
values, its deficits, education sys- 
tem and product quality all come in 
for a poke. His mother says he wor- 
ries too much. 

What would Chairman Iacocca 
do as president? Why, tax con- 
sumption, oil imports and petrol, get Ja- 
pan and West Germany to pay more for 
defence, talk to “Gorby” and the Japanese 
twice a year and the Chinese yearly, and 
go to OPEC's meetings if they would let 
him. Health insurance for everyone, too; 
abortion "one to a customer"; a ban on 


*By Lee Iacocca with Sonny Kleinfield. Sidgwick & 
Jackson; 324 pages; £15. Bantam; $21.95. 







hand guns, and for second-offence hard- 
drug pushers, nothing less than death. 
Since Mr lacocca, however, must 
merely sit on the sidelines in the presiden- 
tial race, he advises his followers to be gad- 
flies: “Get mad and say ‘That’s enough!’ ” 
Many an executive or redneck voter 
would prefer Mr Iacocca in the White 
House to anyone else; they will have to 
settle for a nagging from Bethlehem. 





86 


THE ECONOMIST JULY 30 1988 



































surope—especially Miroslav. Holub, Zbig- 
riew Herbert and Czeslaw Milosz—the dif- 


:ulties under which they write. Poetry pro- 


luced in relative comfort, as in England, is 
vot worth as much. Only Wilfred Owen— 
vho felt he had to pay his dues in the 
renches before he was entitled to the indul- 
- of poetry —and Sylvia Plath, who by 
ad "gave herself. over compl stely as a 
vehicle for possession”, come close in Mr 
Jeaney's pantheon to the suffering Czechs 
ind. Poles. Patrick. Kavanagh, whose dark 
ns of Irish rural life were the greatest sin- 
con the young Mr Heaney, got 
iously muddy after a while; 


















ought English poetry as near as it 
en to the imaginative verge of the 
later put on his carpet slippers 
nc ly betrayed the craft. 
-. Mr Heaney's prose lacks the facility of 
iis poetry; he toils away passionately, but it 
s his poet’s eye for an image, or for other 
»oetry, that is the delight of this book. Thus 
Jsip Mandelstam, describing in "The 
‘ourth Prose" his break with the Stalinist 
egime, tears off “his literary fur coat" and 
uns' "three times round the boulevard rings 
f Moscow in nothing but my jacket in a 30 
frost ... if only not to hear the ring- 
| of silver and the counting of 






printer’s sheets.” 


uden, whose work in the early 


buries his poetry in jars in the garden; 
Czeslaw Milosz describes the act of creating 
a poem "as if a tiger had sprung out/ and 
stood in the light, lashing his tail.” But all 
poetry cannot be cathartic or redemptive, 
and one of the most striking quotations, 


from Derek Walcott, a Jamaican poet, shows 
the poet approaching history with a differ- 


ent step, half respectful and half prancing: 


„I met History once, but he ain't recognise me, 
. A parchment. Creole, with warts 
Like an old sea bottle, crawling like a crab 
through the holes of shadow cast by the net 
Of a grille balcony; cream linen, cream hat. 
I confront him and shout, "Sir, is Shabine! 


They say l'se your grandson. You remember 


Grandma, 


your black cook, at all" The bitch hawk and 


spat. 
A spit like that worth any number of words. 
But that's all them bastards have left us: words. 


Nicolas Slonimsky 


Hue in C major 


PERFECT PrrcH. A Lire Story. By Nicolas | 


Slonimsky. Oxford University Press; 263 
pages; £12.95 and $21.95 


EN he was six years old, Nicolas 
Slonimsky's mother told him that he 


was a genius. He went on to become one of 


the most famous living musicologists. His 
mother's remark, he reports in his exuber- 
ant autobiography (“rueful autopsy” is his 
own description), did not surprise him. He 
had been known as "Newtonchik —little 
Newton—for as long as he could remember 
and perhaps even before his birth, which 
took place in St Petersburg in 1894. 

The knowledge was a burden all the 
same. When, at the age of 17 or 18, he 
realised that he would have to go out and 
earn his living, he contemplated suicide. In 
1920, when it was becoming harder and 
harder for a Jew to survive in Russia, he left, 
with nothing but a false passport and his 
ability to play the piano. | 

In this way he made a living, first in 


Nazi art 
Out of the cellar 


BONN 


OR all that many Germans wish the 

Nazi era would go away, it will not; and 
nor will its art and artefacts. In cellars and 
locked rooms all over Germany lie paintings 
that used to hang in the offices of Nazi func- 
tionaries. A huge consignment of war paint- 
ings, produced by artists sent to the front for 
the purpose, has just been returned to West 
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froin de r " he rea year a pla 
ard saying “Je ne suis pas le compositeur." 
Much of his mischief was concentrate 
on his daughter Electra. When she was an 
infant he conditioned her to dissonance in 
music by rushing over with her bottle afte 
playing the opening chords of Schoenberg's 
"Opus 33a". He also taught her to speak 
Latin, She became fairly good at that, unt 
one day the truth dawned: “Daddy, other 
kids don’t speak Latin at-home.” ju; 
The reader is left with the i impression c o 
a lovable and thoroughly eccentric ma 
whose prodigious talents have, by their ver 
variety, prevented him from becomin 
genius his mother predicted. He could 
haps, have given himself to the ruthle 
suit of a chosen goal; on this evidence, 
would have been a shame. | 




















Germany from the United States; they ar 
now locked up in the Bavarian Army mu- 
seum, north of Munich. By and large, these 
office hangings are not good art. They are 
idealised, autobahn-building stuff; but it is. 
still what Germans, at one time, thought 
was good or dared not say was bad. — 

Should they be allowed to look at i 
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now? West German artists and museum con- 
servators cannot decide. To begin with, they 
do not all agree that the art is third-rate. 
Two years ago Mr Peter Ludwig, a chocolate 
millionaire who is West Germany's most 
flamboyant art-collector, commissioned 


busts of himself and his wife from Arno 
Breker, once Hitler’s favourite sculptor. Mr 
Breker's busts of the Ludwigs have a chill- 
ingly Aryan look, much like Nazi heroes. 
But he also takes on lighter subjects (he has 





just finished a bust of Salvador Dali, which 
is going to Florida), and Mr Ludwig defends 
him. He says that Mr Breker was never a 
committed Nazi, but in artistic commissions 
he did what he was told, as artists do. 

For many artists, writers and philoso- 
phers, however, Mr Breker and his kind are 
“traitors to art". Dozens of them signed a 
petition some months ago calling for Nazi 
art to be banned from museums. Mr Ludwig 
chastises them: 

| am against turning the period 1933-45 into a 
cultural terra incognita. The call for 'no Nazi 
art in our museums ' is in the spirit of Goebbels, 
who opposed art of another kind [entartete or 
‘degenerate’ art]... At least Goebbels showed 
the work of the so-called degenerates . . . His 
spiritual successors don’t even want to do that. 


To a degree, Mr Ludwig is right. Many of 
those who want to hide Nazi art are afraid of 
exposing not the paintings, but their own 
pasts. Others fear that the past, if exposed, 
may repeat itself. Members of the Green 
party hope that if the paintings are shown 
they will be laughed out of court and the 
laughter will “chase away the ghosts". On 
the other hand, they dare not take the risk 
that people may actually like them. 

Much more than official art is in con- 
tention here. Several musicians—among 


them Richard Strauss and Carl Orff—lived 
88 


so peaceably with the Nazis that they could 
be considered tame artists and their work 
contaminated. The contamination, indeed, 
extends to the whole history of the Nazi 
years. For a long time, the government of 
West Germany has been making plans for a 
museum of federal history: a useful conceit 
that would start history from the birth of the 
West German state, in 1945. Such a muse- 
um is to be built in Bonn, while a proper 
museum of German history, starting at the 
ninth century, is set up in West Berlin. The 
organiser of the second museum says brave- 
ly that he means to put the Nazi era in con- 
text: "Evil doesn't come to Germany in 
[933 and go out in 1945." There are still 
many, however, who wish the appalling 
brush with evil could be kept in that 12-year 
bracket and locked away. 





Rap music 


Starting from 
scratch 


HOSE who were unmoved by the Rev 
Jesse Jackson's speech to the Democratic 
convention might like to consider him less 
as a politician than as a high-powered rap 
artist. For some years now, "rap" —the art 
of rhythmic talking over a steady beat—has 
been the pre-eminent style of urban black 
American music. It has antecedents in 
“toasting” in Jamaican reggae, in the “soul 
raps" of gospel preachers, and even, way 
back, in the "griots" of West Africa who 
rapped the news from village to village; but 
modern rap comes straight from the sub-cul- 
ture of the Bronx, where it sprang up in the 
mid-1970s. Now it is high-tech and spread- 
ing everywhere: into the language (with 
words like "def" (definitive) and "chill" 
(cool)) and particularly into television. 
Whether performed in New York or 
Brixton, rap is essentially boastful, provoca- 
tive street-corner talk: 
My radio, believe me, I like it loud 
I'm the man with the box that can rock the 
crowd 
Walking down the street to the hardcore 
beat 
While my JVC vibrates the concrete. 
To many Bronx rappers, guns and: women 
are purely ornamental; and rapping has 
been a useful means, short of gang warfare, 
of asserting territorial rights. Not all rappers 
come from the ghettos (LL Cool ] lives with 
his grandmother in Queens); not all are 
black and not all are male. But most are, and 
they still use rap as a vehicle for social pro- 
test. Public Enemy, “the Black Panthers of 
Rap", have appeared on stage in paramili- 
tary uniforms. "Some ask us why we act the 
way we act/Without lookin' how long they 
kept us back," as they put it. 


— Ju 





Old-style rap had little to it, and a man 
speaking over a drum-beat gets dull after a 
time. À more sophisticated form, called 
"hip-hop", began to use the skills of the disc 
jockey to add on music and sound effects. 
The Dj, sitting behind the rapper and armed 
with twin record decks, would dismember 
records to create his own sound. By "cut- 
ting", or mixing, two copies of the same re- 
cord, he could make a five-second drum solo 
last for five minutes; by "scratching", or 
manually spinning the record backwards 
and forwards under the needle, he could 
produce a sound lovely to the ears of hip- 
hoppers. 

Gradually the Djs, emerging from the 
back of the stage, began to produce records 
of their own. Now electronic sampling ma- 
chines can add in any sound, from television 
theme-tunes to breaking glass, and the style 
has become a mosaic of effects. Academic 
post-modernists think well of hip-hop; 
the original art-by-collage. 

Within the past year, a spate of records 
created on the cheap by Djs in London clubs 
have climbed to the top of the pop charts. 
One was simply a sampling of the sound of 
an aerosol spray. Musical instruments were 
superfluous and so, for that matter, was mu- 
sical training; good hip-hop lies in the per- 
formance. 

The media have not been slow to jump 
on the hip-hop bandwagon. Television pro- 
grammes for the young have adopted a “vi- 
sual sampling” approach. The scratch video 





is now recognised as an avant-garde art 
form. Commercials—for everything from 
bank accounts to deodorants—pound out 
the hip-hop beat. All these developments 
have greatly extended the life of rap. It ain’t 
just one black preachin’ man/who can make 
his every slogan scan. 
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In 1987 seventy such people were su: 
ax for a career offering fresh and stimul: 
m Grade 7 Officer (Principal) in the Hom 
| allhad one essential characteristic - - a 
The kind of experience that enabled th 
a high level of ability to analyse and r present. mat 
x clearly and concisely, the ability to question, to challen: 
§ to innovate and to find practical solutions to complex 
RIICINIECS ANIATVCT a questions. : 
BUSINESS ANALYST. I We'Week peopté, ntainhiie Central TR dra 
| | Government Departments, who are able to assume varied | 
DII AAO KON OU DLO ae uA responsibilities including forward planning, managing - 
= departmental resources, shaping policy, establishing and | 
mE achieving. new objectives, and motivating and leading eL 
FINANCIAL DIRECTOR BEEN others. ad 
| if you are at least 26 and under 52, have substantial up 
| experience in, for example, finance, resource management : 
| or general administration including the Public Sector, we | 
| will welcome your application. There is. no requirement | 
|.. for formal educational qual ifications but the standard | 
|^: will be that necessary to obtain an nonours degree or ac | 
| professional qualification. 
| Starting salaries for posts in London £18,440- £23, 480: d 
_ thereafter further increments depending on performance | 
to £27,670. Prospects to £37,120 and above. Sal aries for 
|. any provincial posts are at slightly lower rates. " 
For further details about these senior posts in the Home 
| Civil Service and an application form (to be returned by : 
-- 5 September 1988) write to the Civil Service Commi ssion, - 
-.. Alencon Link, Basingstoke, Hants RG21 1JB, or telepho 
| | Basingstoke (0256) 468551 (answering servi T 
OVO E Ta (Meee outside office hours). Please quote ref: A/651/101 
| The Civil Service i is an equal opportunity employer . 
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The Centre fot Economic F orecasti ing ae a 
vacancy for an Economist to helpinthe - 
production of its economic forecasts. A proven 
record of experience in economic forecasting. — 
and commenting is essential. Informal. enquiries. 
can be made to Geoffrey Dicks. . 


C.V's should be sent to Geoffrey Dicks, 
Centre for Economic Forecasting, 
London Business School, Sussex Place, 
„Regent's Park, London NW14SA,UK. 
us Te lephone 01- 262 5050. Fax 01-724 7875. | 
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1989 or soon thereafter. 
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applications from well-qu 


dates in any are ph economics will be 
considered. ` city is se ng 


= Due to a rapid expansion of our Services and an increase oinm york cultentiy.uad 


term positions overseas. 


i icultural develo 
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in the field of technical assistance or planning studies. Proven abil 


would be required for certain projects. 


Agricultura IE ^ pages 


. With a background of arable agronomy and pem ex pë 


ofall aspects of integrated rural development. 


Knowledge of large and small scale irrigated agricultural prc 


3 different irrigation system 


Ashleyr Road, "Epsom, Surrey KT18 5BW. 


her area of expertise and will also be 
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. ond year undergraduate teaching. . 


There is a full-time teaching staff of 30 
in the Economics Group, many of 
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riomic History, Public Policy, Money & 
Finarice, and Quantitative Studies. The 


Faculty has close links with several 


government departments, the Heserve 
Bank, the New Zealand Institute of 
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London School of Hygiene "—M 
and Tropical Medicine __ 


LECTURER/SENIOR LECTURER 
IN HEALTH ECONOMICS 


This appointment is within a multidisci- ? 
plinary academic research unit in. ^ ^ 
volved in health issues in developing — ^ 
countries. An interest in development AT 
economics and the use of cost-effec- ^ andthe 
tiveness analysis for health planning, be sent t 
management and evaluation would be — don Sch 
an advantage. Preference will be given Medicin 
to candidates with overseas experi- WCIE THT. © 
ence and a higher research degree. 1988, 
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uve sity of Natal i is actively oboo to ali forms 
sial discrimination — in staff employment. in 
ent selection and in every. other field. 


| [Chair of Economics 


Ref. P63/88 


As TEAT à must bs. able to nevus academic leadership and 
^ Sshoulkdh: prover: record of achievement in leaching, post- 
graduate supervision, and research. à 


. The successful applicant shall be expected to Serve as non- 
peri nt Head of the Department if required. : 


zs Thi lary offered will be determined according to the 
Sogu: lifications and/or experience of the successful Spent. 







































STUDENTS EARN EXTRA INCOME 
CAMPUS REPS REQUIRED | g 


As a student you can earn monthly commission by promoting such magazines as: The. 
Economist, Time, National Geographic, Newsweek and Punch. We need reps to cover. 
the following universities and polytechnics starting i in ! October 1988. 


ABERYSTWYTH, BRADFORD, SUNDERLAND POLY, SWANSEA, NEWCASTLE, 
BATH, HUDDERSFIELD POLY, STIRLING, DURHAM, READING, SUSSEX, KENT, . 

LEICESTER, SHEFFIELD, CARDIFF, TEESSIDE POLY, ESSEX, BANGOR, PORTS-. 

|} MOUTH POLY, SURREY, LAMPETER, CEMO PO: SOUE ETON FER LIM. 
. ERICK, AND GALWAY. PO ia 


Te find out more send for an application form to: 


Nordic Subscription Service UK Ltd 
Freepost, ten, S Shropshire SY13 1@R_ 






AÁpsücatioh. forms, ‘details of. A salary package, further 
>. particulars of the post and conditions of service are obtainable 
', from the Personnel Section, University of Natal, P.O. Box 
375, Pietermaritzburg 3200, South Africa, telephone (0331) 
63320 OR the Secretary, South African Universities Office, 
Chichester House, 278 High Holborn, London WCIV 7HE, 
telephone 01 -242 1766. 


4 DUNS DAT FOR: APPLICATIONS: 9 SEPTEMBER 



















UNIVERSITE CATHOLIQUE 
DE LOUVAIN 
LOUVAIN-LA-NEUVE | 
BELGIUM  — 


DEPARTMENT OF ECONOMICS 
FOUR FULL- TIME ACADEMIC POSITIONS 


 — THEORETICAL ECONOMICS 
. — BANKING AND FINANCE 
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| ‘Department of Communit y Medicine 
Medical Care Research L B 


LECTURER Ih IN 











dicis are invited for the eA of lecturer in health economics in 
the Medical. Care Research Unit (MCRU) for the period 1 October 
7:988 to 31 March 1991, with the possibility of extension. The MCRU 
- isa multidisciplinary body whose six-year rolling programme is 

'. funded jointly by DHSS and Trent Regional Health Authority. The 

= Unit undertakes research in a variety of fields related to health-care 
/. policy and practice. The lecturer will participate in this programme 

XN and will advise the. ing hoe Health Authority on the economic —_- 

E cts-of its policies and plans. There will be opportunities to teach 
indergraduate and postgraduate levels in the Medical School and 
the School of Management and Economic Studies. — 


ial salary within the Grade À scale for non-clinical lecturers 
£9,260-£14,500 per anmum) according to age, qualifications and - 
xperience: . — 


informal enquifies/tequests to visit the Unit to the Honorary Unit 



















; Brest Professor Brian Williams. Telephone 0742 766222, ex 





Se cations y^ edis ined: a E CUP cioe 
a urs and the names/addresses of three referees, 
--. should be sent by 19 August 1988. Please quo 
reference MAPOS2/C. 


bo An Equal Seay Employer  .. 





| — ECONOMETRICS 


- The e: rtment of Economics wishes to recruit experienced scholars in the 
ees icants should have: 


_ Appointment will commence on September 1, 1989. 


at the latest. A copy of the application should also be sent directly to t 


Department. 






INTERNATIONAL ECONOMICS 






above fields. Rank (assistant professor or full professor) and salary w 

eens | upon experience and qualifications. All positions are tenured ones 

beers load will be approximately five courses/year, possibly less at the 
inning. 










— A PhD in economics (or in mathematics/statistics for the position. in sd 





.. econometrics) 
4. Previous experience of research | in à university centre outside 
| Belgium à 
— Publications in the relevant fields 
— Fluency in oral and written French 









Applications should be sent to the Rector of the University iPlace: de i 
l'université, 1, B-1348 Louvain-la-Neuve, Peuri) by September 15, 1988 









uor should include a certified copy of the applicant's latest degree, 

rsonal résumé, a bibliography and a copy a heir most significant 
5i lications. The names of three eed (at least one from outside Belgium). | 
should also be given. m 


Further inquires should be addressed to: 
Mrs D. De Gand, 
Administrative Secretary, 
Department of Economics, UCL, 
Place Montesquieu, 3 
B-1348, Louvain-la Neuve, BELGIUM | 
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PLANNING MANAGER 


Our client is a major corporation seeking a young Business Plan- | 
ning Manager for the UK domestic sector. 
The new position will report directly to the Director ~ Market 
Development and will play a key proactive role in the evaluation.of 
major new business opportunities and in forward strategic planning. - 
Initial projects will encompass: 

~ feasibility studies on new products and services. ea 
— monitoring of trends at operational level; data collections and 

co-ordination of budgets across B regions. 

- developmentof forward 3-year business plans. 
| There will also be an appreciable communications content and travel 

within the UK? | 
M . Candidates will have, as abase, eithera good degreein economics © 
"ora professional financial qualification ideally supported by an MBA. 
| Anunderstanding of consumerproducts or services would be he pu 

a end candidates will be p.c. literate. 9 

"Pieáso write with fuil career details to: 


Robert Hinton 
Chairman 


ROBERT HINTON (5 PARTNERS 
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Ramillies House, 2 Ramillies Street, London WIV 1DE 
Telephone: 01-434 1244/5 or 01-734 5994/5. 
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b ltallan textiles - — an caput growth success story but has it reached its peak? | 
P Linen — Europe dominates but the Far East is growing 

P Indian apparel exports ~~ quotas are hitting ceilings as growth takes-off 
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shall be rejected. l z 
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UNIVERSITY DEGREE 


For Life, Academic & Work Experience — | 
Degrees for people who want to be more effective and 
secure in their Jobs or 3 


Eam a BACHELOR'S MASTER'S | or DOCTORATE Degree by 
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‘industry. We will assist you in € your. 
without formal classes or seminars at your own pace and time. 
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Investment Management | 
Evening Programme 
STARTS OCTOBER 1988 


s programme enables investment professionals to acquire 
asuller understanding of modern portfolio techniques. The 
threeterms cover (1) equity portfolio management (2) fixed 
interest and international investment, and (3) new financial 
instruments. — 
si. Tuition on the Investment Management Programme | iS 

— given by Dr. Elroy Dimson and experienced members of the 
School's internationally renowned Institute of Finance 
and Accounting. 
. Dates: Tuesday evenings, 25 October 1988 6June 1989. 
Fee: £2,800 (dinner and all tuition materials included). 
Enquiries ánd applications should be made to: Candida Niman 


s London Business School, Sussex Place, Regent's Park, London NWI 45A 
e Telephone 01-262 5050 (ext. 400) Fax 01-724 7875 





"Please: Ame Ed isofthe IMP a ECON 3007/88 | 

^ Name E sent EE E A P POSH NO a 

> Company ek HERR RE | 
AOE ut ei Le Ru A noU Li Dur E Ee | 





Sous: 2 


j| 

| 

| 

| 

| 

x | 
Qur graduates are recognized for for ac eventa inbusiness and f 
| 

| 

| 

| 

| 





The University of Chicago 










[| SEMINARS 








| Méasureménts fo 
. Marketing. Stratege 
=i sian 19-29; 1 














Sales Force Productivity Strategies 
October 10-11, 1988 .. : 


Marketing Analysis and 
Tactical Decision Making 
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Industrial. Marketing 
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i ridens dot. Marketing Plans 
November 14-15, 1988 


|| Product Management: Analysis, 
[| Planning, Decision Making. | 

December 5-9, 1988 | 2 
Pricing Strategy and. Tactics dai 
December 14-16, 1988 


@ Sponsored jointly by the Center for Research. T M a 

| Marketing of the University of Chicago Graduate ii 
School of Business and the University Office of __ 
Continuing Education. 


For further information, contact: The Universi y a 
Chicago, Office of Continuing Education, Progra ms | : 
for Executives and Professionals, 5835 S. Kimbark _ 
Avenue, Chicago, Illinois 60637, U.S.A. (312) 702- 
1724; Telex: 282131; Telefax: (312) 702-1225, 
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Survival in the 90's will take more than downsizing and cost cutting. it will $ 
take greater flexibility, imagination, productivity, planning—a dedication to | The specifications relevant to this aircraft are as follows 
making your products, and yoursel! —the best: 1 










If you wart to stand out from the herd and adapt to changing times, 
| Columbia Executive Programs isä natural selection. | | ` Aircraft Type: 
: | British Aerospace. BA3 125 Series. 8008. 


A Plani for Lifelong Career Development 


PROGRAMS FOR ^ Managementof : Accounting and Financial =f ——— — - Year of Manufacture: 
SENIOR EXECUTIVES Financial Services: - Managementforthe 1986 ; 
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gu 280-3395, ext. 940, or write: i E , | | Char teret "Account tan ts 
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324 Uris Hall, Dept. A31, Columbia University, New York, NY 10027 London SET OSY, England - 
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Swiss bank or open a new account af à bank o 
your choice. 


“+ We provide a full range of exclusive private - 


i investment management services. 
Lo Burgi aem B2] ach 
l i 5e, S rici 
Switzerland 


Tel: 01-201 5550 


"Ask tor Mr John or Mr Barmattier 





M. ANOR 


“BORED MEETING 
IN TOWN? 


e "We wil manage your account af your ‘existing | 





PRESTIGIOUS LONDON ADDRESS: 
Personal/company use. Special ser- 
vices. American Business Services. 
Tel: +44-1-706 0342. Fax: 01-706 
0349 


~ HOTEL 


57 Pont Street 
Knightsbridge ~ 
London SW1X OBD 


Tel: 01-581 2424 
a Fax: 01-589 9456 
saat 941 3498 EXECUT G 
: Single: £49.95 + VAT - 
` Double/Twin: £64.95 + VAT 
"Extra Single: £19.95 + VAT ™ 


I | Elegance, privacy and exceptional 


value in one of the world's most 
| fashionable neighbourhoods. Buffet 
style Engien oroaktant included. 


AUTHORS invited to submit 
manuscripts, all types (including poe. 
ems), for book publication. Reasonable — 
terms. Stockwell, Dept 75, lifracombe, 


Devon, UK (Est 1 898). 


CANADIAN 
IMMIGRATION 
and 


INTERNATIONAL | 

BUSINESS LAW 
Meetings by appointment in 
Europe, Middle East & Asia. 


VICK, McPHEE — 


Barristers and Solicitors 
309-1111. W. Georgia Street, — 
Vancouver, British Columbia - 

Canada V6E 3G7 


Telephone (504) 682-0926 - 
Facsimile: (604) 900-8015 


LONDON, SW1. Ser- 


ts in me block close . 


Charingworth Manor. 

Nr Chipping Campden, 
COloucestershire GL55 6NS. 
Tet (038 678) 555 
Telex: 333444 CHARMA G 


OFFSHORE 
COMPANIES 


FULL NOMINEE, MANAGEMENT, 
ACCOUNTING AND ADMIN 
SERVICES AVAILABLE 


FOR AN EXPLANATORY 
CUSSION AND BROCHURE CALL 
. COLIN FOSTER 
OVERSEAS COMPANY 
REGISTRATION AGENTS LTD, 
. BARCLAY'S BANK CHAMBERS, 
i PARLIAMENT STREET, RAMSEY, 
ISLE OF MAN 


Te mad ira FREEIF — 


recommended 


) make appropriate enquiries and . 


- take appropriate advice before send- 

ing any money, incurring any ex- 
- pense or entering into a binding 
commitment in relation to an adver- 
- tisement. The Economist Newspaper 


"Limited shall not be liable to any- 


. person for loss or damage incurred 
0 suffered as a result of his/her 
accepting or offering to accept an 
ontained in any advertise- 

lished in The Economi st. 





Profi itability and Resourcing Projects 
Baker Street. c.£18,000 + benefit ts 


Abbey National is continuing to 
develop its high street financial services. 
Such new developments require careful 


evaluation in order to establish their 


impact on our profitability. | 
We are now looking for a research 


professional to tackle these issues head on. 


Using a complex blend of management, 
OR, mathematical and economic theory, 


. you will generate and present 


recommendations which have a profound 
impact on company performance. The 
Abbey National has been a major _ 
innovator in research methodologies. 

. You must be educated to at least 
degree level in a numerate discipline, and 
offer sound research experience in an 
academic or commercial environment. 


ABBEY 
NATIONAL 


BUILDING SOCIETY 


Maths and stats expertise is TRT while | 
some knowledge of economics, linear 
programming, and accountancy would be - 
an advantage. You must havea flair for | 


presenting complex concepts to non- 


specialists in simple language. "e 
Promotion prospects are excellent, 


with avenues into finance, field Or 


marketing functions. We. offer training for : 
ACCA or MBA. — | i 
An attractive salary will be supported = 
by a comprehensive package of | financial- 
sector benefits, including pension, life . 
assurance and assisted mortgage schemes, _ 
subsidised BUPA and relocation assistance 
where appropriate. 
Please write with full cv to — 
Bill Whitehead, Personnel Officer, Abbey 





National Building Society, ait House, 


Baker Street, London NWI 6XL, 

The closing date for applications, 
which are invited from all sections of the 
community, is 19 August 1988. 

















GREEN HOTEL 


. Ä smali family owned hotel in. Knights- 
. bridge which has been totally remodelled 
. and refurnished to a high standard. 
- Suites £85 Doubles £70 Singles £55 inci 
VAT& SC. | 
| “A comfortable, spotlessiy kept little hotel 
in the heart of Knightsbridge Egon | 
| Ronay.- 
DR reservat ations A e 01-584 — 
or write to nightsbridge, 
London SW1X 7PD, fax 01 Sos 1635. 

























































Willett Hotel, 
32 Sloane Gardens, 
London SWIW 8DJ. 
|. Telephone 01-8248415. 
| o Tax 01-824 84155 7. 
-o Telex926678 WILLETT G.: 
^ Single: £41.95 + VAT. — 


‘Double/Twin: £49.95 + VAT. 
-Extra Single: £19.95 + VAT. 










d Sloane Square. All modern 


facilities. | 
Full English breakfast inclusive 
of rates. 


Hyde Park, 
London W2 4RJ 
Tel: 01-2293654 > 
Telex: 268235 COBURG 
Fax: 01-229 0557 
Single: £55.00 incl VAT 
_ Double/Twin: £77.00 incl VAT 
Extra Single: £15. 00 incl VAT 


| Facing Hyde Park. Traditional 
hotel with all amenities: 
| English breakfast. included. 










































Left Bank, Luxembourg and 








"Small character town house, off | 


‘COBURG HOTEL L | 


129 Bayswater | Road, : b CIC 


Large country house, old vineyard cor sea edge property in 
need of restoration wanted in Britain, Spain, France, 
Greece. Write Nicholas Ayerst, 26A Astwood Mews, 
| London all 4DE. | TM 01-370 3563. 


ST. JA MES GHUMISMATICS 


PCGS Graded -Coins only, Cail or write Tt information on 
. Individual Coins, Portfolios, and Sets. 


St James Numismatics 
629 Camino Los Mares 

.  .Suite 208. 
San Clemente, CA 92672 
Tel: 714/665-5424 





tathroont and kitchen. Weekly or monthly rates. 
ntparnasse. No 


agency fees. 


| Telephone Paris 43253509, or write PAA 


oe 8 Rue = Ursulines, 75005 Paris. 


AUTHORS WANTED 
BY NY PUBLISHER 
ene lt pec pha cote 


fiction, poetry, juvenile, scholarly and 1 
religious Works. etc. New aüthors web | 


comed. Send for free booklet. 
S92, Vant 


OVERSEAS POSITIONS 


Hundreds of top paying pos 





now. Taxfree y nce May attractive 


For free information about our publications, 


write: 


EC, PO Box own of Mount Royal, 





, Canada H3P 3C7 


SECURITY FOR 


EXPATRIATE EXECUTIVES 


TURNKEY SYSTEMS COMPRISING: 


“Electronic Residential Security Systems 
Dedicated Micro Central Stations — 
integrated Structural Enhancefnent including 
Hardening and Safehaven Design 


Equpitient and sérvices currently used in over 
100 countries worldwide by the U S. and allied 


Diplomatic Corps Contact. Philip G. Huntley 


AES Corporation 
285 Newbury Street 
Peabody, Massachusetts USA 01950 
Tet 508-535-7310 
. Fax 508-535-7313 
Tix. 387852 AES CORP INTL 











US 
RARE 
COINS 


COMING TO PARIS? 


Stay ina furnished fla. Oneto four rooms plus 








| hope to inclu 


"Press, 516 W, 34th 
| Street, New. ork, NY 10001 USA 





IDS, DRIVE LICENCES. Degrees: Citi- 
zenships, Naturalisation, Travel Doct- 
ments, Consuls. INI, 26 Klemenous, 
Athens 10675, Greece. B U 





LONDON PROPERTY RENTALS We 
let studios//arge houses to high specifi- 
cation from £150 pw to £2,000 pw. We 
e you in our long list of 
satisfied customers... Please call Hen- 
riette at Orbiton Estates on tel: 44-1- 
938 2558. Fax: 44-1 ; 1-938 3021. | 








PANAMANIAN CORPORATIONS pro- 
vide complete confidentiality and zero 





ALL KINDS: of. business advice anc 
asset management undertaken. Write 


to: Chiffre 22-3788/2 Publicitas 1002 


‘Lausanne, Switzerland. 


FOR THE BEST DEAL IN THE AIR For 
First Class, 
fares. Worldwide destinations. Contact 


Club Class/Concorde 


Scenic Travel Ltd. Tel: 01-801 7471. 


O1 808 29491 3ATA/ABTA members. 


ites, secre: 


tax liability. We offer company torma- 


tion services on a ku reliable and 
competitive basis. H. |. Darlington, 
POB 1327, Panama 9a, eae Tel- 
ex: 3121 KENKA PG. Tel: 23-0834 or 
23-4819 (evenings 23-6779). 


EXECUTIVE WITH CAREER in world- 
wide  logistics/transportation seeks 
challenging position preferably in ex- 
ploration, Construction or mining pro 
jects. Experienced in large scale opera- 
tions, difficult remote locations and 


hostile environment, Reply to Advertis- 


er, PO Box 178, Woolloongabba, 
Queensiand 4102, Australia. 










-- London 


South Kensin ton 
xury ful | es Que 


werted ot modemised with: = “tal i 
telephones, electric ft, video security rid 
colour TV. 

Fait details: Pauline 
Tet: 01-902 8151. Telex 893095 

SunsacFax01-900 1353 
Shot or long lets 























ZURICH-ZURICH-ZURICH i 
BAHNHOFSTRASSE | 


iore alise AWAY FROM H HOME 
agement, Trustee and Fiduciary 











e erator uC Gaceveess . 
e pol bien business inor ins Ls 


Fax: 1) 2111922 





Telex: 813 062 asic 





ECONOMIST 
For information about. 

classified advertising | 

opportunities = 


contact 
Elizabeth Bisson 





The Economist Newspaper Ltd © 
25 St James's Street 
London SWIA HG | 

Telephone: 01-839 7000 
Tee AM TUN S 


The Econmaist Ne s aper Ltd a 
. 10 Rockefeller Plaza | 
New York, NY 10020 - : 

Telephone: 212 541 5130. 
Telex: A. D i 








| en ee pubishanss wie, For deta 1€ 
Hartswood nec. London W12 INQ. 







HE - CONNOISSEUR 
| to measure and hand cut from 
fine fabrics. Details and. free sample 
materials from Seymours Shirts, Free 








- post, Dept 29, Bradford BD1 IBR. ... 





INTERNATIONAL 


FOR: SALE luxurious ground. fico 
apartment. Two bedrooms, two bath 
rooms (one en Suite), spacious lounge 
kitchen etc. Situated at Temp’ — x 
Avenue, premier. residential » 
Hampstead, London NW3. Di vur ac 
cess to well tended garden. Double 
garage with fully self contained flatle 
above. Gas central heating, entn 
phone, 125 years lease, share of free 
noid. ideally located for, eg, senio 
expatriate City banker. £350,000 nego 
tiable, Write Box 3599 this paper o 
| i one owner, 01-435 8018. 


| fond neighbouring France) 


& Mountain resorts. 


Directly fro SWISS BUILDERS-DEVELOPERS, you can 
cus 3 CHALET/APARTMENT in MONTREUX, VILLARS, 
LES DIABLERETS, CRANS-MONTANA, CHATEAU- 
DOGX/GSTAAD, VERBIER, JURA, Thermal Centre in 


ie Rhône Valley, etc. From SFe 150°000.— 8056 credit, 


atv interest for 5-20 years, 


 REVAC S.A. 


— "p nee de Montblitant — CH-1202 


Te: 4 2234 3540 — Fax 341220 — Telex: x22 030 
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ECONOMIC AND FINANCIAL INDICATORS : 





OUTPUT, DEMAND AND JOBS America's GNP grew by 0.8% in the second quarter (an annual rate 
of 3.1%), taking it to a level which was 4.3% higher than a year earlier. The Dutch economy 
speeded up in the first quarter: its GNP was 3.2% up on a year ago. Some new figures for industrial 


production: in the year to May, Holland's fell by 3.7%, Spain's rose by 6. 


6% and Sweden's rose by 


1.8%; and in the year to June, Japan's rose by 9.1%. Canada's retail sales in May were 4.8% 
higher than a year before. France's unemployment rate rose to 10.5% in June. 


% change at annual rate 
industrial production GNP/GOP retail sales [volume] 
3 mthst 1 year 3 mthst 1 year 3 mthst 1 year 
Australia —14.1 +12.0 ww * 72 + 51 m — 04 + 3.1 a 
Belgium + 32 * 18 re na na + 41 + 44 Mart 
Canada + 3.2 + 68 ax * 34 + 53 0 + 30 + 48 May 
France nil +19 wu + 45 + 40 ao — 10 — 15 Ax 
W.Germany — 14 * 06 mw *57 + 43 0 * 93 + 80 ws 
Holland — 5.0 — 97 wy + 37 * 32 0 * 32 + 9B mars 
Italy +11.1 +13 ww + 08 + 28 o +112 nil Not 
Japan — 1.9 + 91 an *113 + 67 0 +25.1 +58 ww 
Spain +15.8 + 66 wy na na +15.5 *140 Oit 
Sweden + 56 +18 Mey +31 + 23 m +19.4 +10.1 Mar 
Switzerland +24.1 + 56 o + 13 + 310 + 39 — 06 Det 
+46 +38 wy +27 +400 +49 +63 w 
+ 46 + 58 rx» + 31 + 43 2 + 985 + 1.8 Ap 
tValue index deflated by CPI. 





unemployment % rate 
latest year ago 
7.4 ia 8.0 
10.3 a»* 11.3 
76 à 8.9 
105 x 10.6 
8.9 sun 8.9 
143 » 140 
16.1 Jun” 13.7 
25 May a2 |. 
200 Jun 20.4 
13 jun* 17 
0.7 May” 0.8 
B.4 X 10.4 s 
53 w 6.1 


= IMlllMlMlMlllMlMllllaaaMMMMMMlMlMlMlMMlMlŘÃħŮ 
PRICES AND WAGES America's 12-month rate of consumer-price inflation rose from 3.9% in May 
to 4.0% in June. Consumer prices in Belgium are rising much more slowly, by 1.0% in the year to 
July. In the second quarter of 1988 the 12-month growth of French wages slowed to 3.3%—to give 
a real pay rise of 0.8%. Swiss wholesale prices rose 2.1% in the year to June, compared with a 
decline of 2.0% in the 12 months to June 1987. 








% change at annual rate 
consumer prices* wholesale prices* wages/earningst 

3 mthst 1 year 3 mthst 1 year 3 mthst 1 year 
Australia +70 + 72 fe + 99 +76 we + 74 + 73 Fe” 

+ 25 + 10 x — 1.1 — 0.8 ww +15.4 + 2B o4" 
Canada + 52 + 39 sam + 2.1 * 39 wy + 58 + 44 rg 
France + 38 + 26 an + 43 + 29 0 + 33 + 33 Apr” 
W. + 22 + 1.1 2 + 25 + 1.6 am + 7.2 + 28 wy 
Holland + 26 + 07 Am + 08 + 0.1 ap + 0.7 + 09 ma 

+ 47 + 49 uw * 50 + 45 way + 31 + 59 rp’ 

+ 35 + 0.2 may — 1.1 — 06 i — 1.9 +23 May 

+13 + 43 jm + 34 + 25 may + 5.7 + BO may 
Sweden + 72 + 69 w + 69 + 55 Ap +126 + 83 my’ 
Switzerland * 16 * 2.1 w * 41 + 21 smn +14.8 + 27 0^ 
UK +10.0 + 46 in + 58 + 46 m +10.3 +85 ww 

+ 52 + 4.0 sun + 50 + 23 sun + 3.7 + 3.2 sun 


Sarminde UK. month, cama ying except Australia, weekly earnings; Japan, and Switzertand, monthly earnings; Belgium, Canada, Sweden and USA, hourly 
earnings; UK, monthly earnings for 


employees. 





m WOMEN AT WORK How well do different 
countries make use of the sex that makes up 
half their populations? The International 
Labour Office has had a look. In most 
industrial countries between 40% and 70% 
of women aged between 15 and 64 work; 
Spain is at the bottom of the list, Sweden at 
the top (as are other Scandinavian coun- 
tries: partly because they all have generous 
child-minding arrangements). Saudi Ara- 
bia’s yashmak-wearing, non-driving women 
have the lowest participation rate in the 
chart, closely followed by Egypt. In the third 
world, the figures are distorted by the form 
agriculture takes in the economy. In coun- 
tries where women work smallholdings (eg 
India), many elude the statisticians; in China, 
with its ex-communes, the figure, at 76%, is 
the highest. 
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rh COMMODITY PRICE INDEX 
ARALAS Grain and soyabean prices 
fell sharply this week. Show- 


ers and lower temperatures in America's 
Midwest, and forecasts of more rain to 
come, drove speculators from the markets. 
Maize and soyabeans fell by the daily limit in 
Chicago on July 25th and are now at their 
lowest since the end of May—before the 
drought-driven rally took off. Rumours that 
Brazil may have sold up to 200,000 tonnes of 
soyabeans and its products to Russia failed 
to halt the fall to $7.50 a bushel which has 
lopped more than $1 off soyabean prices in a 
week. Given normal rain from now on, 
America's soyabean crop could to be 1.6 
billion bushels—14% down on 1987. Oil- 
seed prices in Europe followed Chicago. 








1985 —100 % change on 
July 19 July 261 one one 
» . month year 
Dollar index 
All items 150.9 151.0 —57 +9357 
Food 125.8 118.5 — B3 +347 
Industrials 
All 176.0 183.2 — 99 4364 
Nfa tt 148.3 148.2 — 71 +88 
Metals 195.5 208.1 — 22 +56.5 
Sterling index 
All items 114.2 112.9 — 54 +266 
Food 95.2 88.6 — 60 +257 
Industrials 
All 133.2 137.1 — 36 +273 
Nfa tt 112.2 110.9 — 68 +15 
Metals 148.0 155.6 — 19 +460 
SDR index 
All items 118.3 117.4 —42 +31.5 
Food 98.5 92.1 +639 +305 
industrials 
All 137.9 142.5 —24 +322 
Nfa tt 116.2 115.2 —57 +454 
Metals 153.2 161.8 — 07 +517 
Gold 
$ per oz 43725 43150 —27 -53 
Crude oil North Sea Brent 
14.93 1540 +41 —220 
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Footnotes applicable to all tables. All figures seasonally adjusted except * not seas. adj. t Average of latest 3 months compared with avg. of previous 3 mos, at annual rate. na not available. 


HE ECONOMIST JULY 30 1988 


97 

















ECONOMIC AND FINANCIAL INDICATORS 2 





@ SMALL EUROPEAN STOCKMARKETS 
The Norwegian stockmarket has been on a 
roller-coaster during the past 18 months. 
Share prices rose 80% (all figures in dollar 
terms) in the nine months to last September, 
fuelled by the recovery in oil prices and 
foreign buying. The market then fell by 
almost half after the October crash—the 
biggest drop in Europe. Despite this year's 
recovery, prices remain 2796 below their 
pre-crash peak, though still 2996 up on 
December 1986—which is better than the 
2496 rise in the world stockmarket index. 
The Danish stockmarket has been more 
sedate over the period, but it is also up 2996 
since end-1986, touching a new high this 
year. By contrast the Austrian market has 
fallen 1196. 


Share prices end Dec 1986-100 


ga 
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WORLD BOURSES This week three stockmarkets hit new highs for 1988: Amsterdam, Singapore 
and Stockholm. Wall Street fell by 1.196, while death-defying Tokyo rose by another 0.696. A sharp 
fall in the gold price knocked 2.296 off Johannesburg and 1.796 off Toronto. 


Stock price indices % Change on 
SUL... ea ne one record ž ELLA 

* July 25 high low year high 
Australia 1619.6 1642.5 11707 — 02 — 183  —298 +23.5 +37.6 
Belgium 4893.3 5043.1 3608.4 +03 — B5 — 96 +33.9 +13.0t ` 
Canada 3357.3 3465.4 2977.9 = 17 — 151 —18.4 + 62 +143 
France 352.0* 368.5 251.3 + 12 — 151 — —235 +25.4 +68 
W.Germany 1468.4 1507.3 1207.9 — 01 — 246  —356 +13.0 — 44 
Holland 273.6 273,7 205.7 + 19 — 134 18.1 431.1 +10.7 
Hongkong 2655.6 2772.5 2223.0 — 08 — 904 -328 +15.3 +14.7 
Italy 524.0 545.1 423.9 — 01 = BA 423 +74 — 90 
Japan 27303.8 28342.5 21217.0 + 06 +120 =37 +26.6 +16.0 

1192.5 1152.5 833.6 — 03 — 178 — —248 +375 4349 
South Africa 1715.0 1755.0 1387.0 — 22 — 18.8 —243 418.8 + 68t 
Spain 290.4 301.6 225.5 — 03 + 50 —108 +278 120 
Sweden 3024.1 3049.3 2148.5 4 04 + 62 —T71 +39.8 +26.7 





543.0 555.3 466.6 = OF. = 175 —25.6 *14.5 — 55 














UK 1837.7 — 1869.4 1694.5 — 04 — 22.1 —24B * 73 — 21 
USA 2074.0 2158.6 1879.1 = 1.1 — 177 —23.8 * 70 + 7.0 
at financial rate 


MONEY AND INTEREST RATES West Germany's money-supply growth accelerated. On the narrow 
M1 measure, it rose by 10.3% in the year to June; on broader m3, 6.5%. Yields on long-term 
government bonds fell in America, Japan, Britain and four other countries. 


Money supply Interest rates % p.a. (Tuesday, except bonds which are previous Friday) 

% rise on year ago Money market Commercial banks Bond yields Eurocurrency 
Broadt Overn 3months Prime Deposits Corporate Deposits Bonds 

[M1] M: lending 3 months long-term 3 months 
Australia +17.2 +12.5 way 12.20 13.05 15.00 12.95 12.04 13.04 1275 13.76 
Belgium + 47 +10.2 o 6.25 7.10 8.75 6.85 7.90 8.15 6.94 na 
Canada + 23 + 7.3 sun 9.13 9.40 10.75 9.35 9.96 10.75 9.50 10.14 
France * 04 + 73 Www 7.25 7.38 9.45 7.44 9.08 9.35 7.44 8.73 
W. Germany + 10.3 + 65 sun 4.45 4.90 6.00 4.46 6.45 6.25 5.00 5.47 
Holland * 90 + 68 Ap 4,69 5.31 6.50 5.19 6.42 6.79 5.00 6.34 
Italy +74 + 72 re 10.50 11.63 12.63 na 10.51 10.87 10.00 na 
Japan + 7.2 4115 May 3.81 3.85 3.38 1.76 4.99 4.64 4.75 5.08 
Spain +17.8 +13.3 rm 10.50 10.82 14.50 7.50 12.53 13.40 10.25 na 
Sweden na + 46 aw 10.72 10.70 12.00 10.50 11.13 11.60 10.20 na 
Switzerland +18.7 +114 Ap 3.19 4.00 5.25 3.25 4.20 444 4.00 4.48 
UK +19.6 +18.4 may — 10.00 10.75 11.50 10.69 9.66 10.82 10.81 10.87 
USA + 46 + 6.2 in 7.75 7.92 9.50 8.07 9.16 9.78 8.13 9,n* 


Other key rates in London 3-mth Treasury Bills 9.9%, 7-day interbank 9.9%, clearing banks’ 7-day notice 3.3%. Eurod 
rates (Libor): 3 mths 8.2%, 6 mths 8.4%, 


pe eric eq Mp reni mg lumen enne Wow nord e sc nv abr it de am tree etuer m 
Bilbao, Chase Manhattan, Banque de Commerce (Belgium), Credit Lyonnais, Svenska Handelsbanken, ANZ 
Chedk Suitan Hest Boso, Wharton Econometrics. These indicative only and cannot be construed as offers by these banks. 





TRADE, EXCHANGE RATES AND RESERVES Britain's visible-trade deficit widened to $25.4. billion in the 12 months to June; its current-account 
deficit widened to $14.1 billion in the same period—the second largest (after America’s) in the table. Sweden's 12-month visible-trade surplus rose 
to $4.0 billion in June, but its current-account deficit widened to $1.7 billion in the year to May. The dollar's trade-weighted value fell by 0.4% during 
the week; sterling's index rose by 0.8%, helping to quash fears that interest rates would rise again soon. 





trade trade-weighted++ 
une current- NH currency units per $ currency units foreign mme? 
latest latest 12 balance $bn 

month months latest 12 mths latest — year ago latest year ago per£  perSDR per ecu May year ago 
Australia — 006 wm — 0.1 — BS sm 62.6 55.6 1.24 1.43 2.13 1.62 1.39 12.2 8.3 
— 0.32 dec — 01 + 25 o 97.8 99.6 38.9 38.6 66.7 50.9 43.6 9.2 6.8 
Canada +059 wy + 69 — 78 a 85.0 78.4 1.21 1.33 2.07 1.59 1.36 12.6 4.9 
France — 0.24 May > 42 — 46 ü 69.1 71.5 6.27 6.18 10.8 8.21 7.02 31.7 31.5 

L Agr 3.19 2.44 2.08 

Holland — 047 t$ + 22 + 3.2 «€ 132.1 134.3 2.10 2.09 3.60 2.75 2.35 15.9 13.2 
Italy — 232 m — 108 + 55 o4 45.1 47.0 1375 1343 2356 1801 1540 27.1 24.1 
Japan + 6.80 my + 924 + B14 wu» 240.8 213.6 133 150 227 174 149 87.2 68.8 
Spain — 180 m — 179 — 02 wy 49.9 49.1 123 127 211 161 138 32.8°° 168 
Sweden + 0.59 sm + 40 — 17 My 67.6 68.2 6.38 6.48 10.8 8.36 7.15 10.1 B.4 
Switzerland | — 017 ww — 50 + 7.7 0m 167.5 171.9 1.55 1.54 2.65 2.03 1.73 23.6 19.8 
UK — 270 wm — 254 — 14.1 àn 76.2 * 72.6 0.58 0.63 _ 0.76 0.65 42.0 29.1 
USA —10.93 may’ —159.1 —1517 o: 98.3 103.9 — — 1.71 1.31 1.12 31.1 34.8 


Australia, France, Canada, Japan, and UK imports fob, exports fob. U.S. cif /fas. All others cif/fob. tt Bank of England index 1975 = 100. tt Excluding gold. "New series. **April $1987. 
Registered as a Newspaper. Produced by The Economist Newspaper Ltd., London, England, and printed in Singapore by Times Printers Sdn. Bhd. 






A MONIRE OES MONTRES - - > 
ds ET GENEVE 


Time is divided 


LA MONTRE 


into two parts: 
: before and after Hublot. 


; At Hublot is a daring blend 
HUBLOT ofelegance and 

a technology, the classic and the revol- 

. utionary. Hublot’s genius is its ability 

- tobe perfectly sporty and also perfectly 

> formal, in a manner which makes 

Hublot unique among wrist watches. 

: In gold or steel or gold/steel 

combination. Water-resistant to a 


- depth of 150 feet. 
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IARCELONA : Soler Cabot + BRUXELLES: Verboogen + DUSSELDORF 
Vempe * FIRENZE: Calosct, Coppini « FRANKFURT: Wempe « GENEVE 
bimento, Benoit de Gorski. Clarence, R. Zbinden « HAMBURG: Wempe » 
(ONG KONG: Dickson, Sunny * LONDON: Garrard. Hilton Jewellers, 
avid Morris, The Watch Gallery, Watches of Switzerland « MADRID 
lontejo * MILANO: Fiumi. Gobbi, Verga + MUNCHEN: Wempe « NEW 
ORK: Fred. Wempe » PARIS: Fred. Wempe « ROMA: Bedetti. Martini « 
INGAPORE The Hour Gan e TOKYO Ji wel Gallery © VENEZIA 
Salvadori * WIEN: Schullin « ZURICH: Barth, Galli, Meister 
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3 M 
D 4 








Ihe Pageant of 
Classical China 


at laiper's Most 
Exquisite Hotel 


The Howard Plaza preserves all the luxuries of 











classical China: decor, comfort, and cuisine. 

Deluxe accommodations mean hand-carved rosewood 
furniture and original 
contemporary paintings in all 
guest rooms. [n addition to 
business and fitness centers, 

a swimming pool, and 10 
food and beverage outlets, the 
Howard is located in eastern 
Taipei's sparkling commercial 
and residential area. 

Whether in town for business 
or pleasure, your stay will be 
distinct with the personalized 
hospitality of which imperial 
legends are made. 




















EKME rarr 
Howard Plaza Hotel 


160 Jen Ai Road, Sec. 3, Taipei, Taiwan, R.O.C. Tel: (02)700-2323 
Fax: 886-2-705-2803 Tix: 10720 HOPLATEL TAIPEI 






For reservations and information, please contact any KLM Golden Tulip Worldwide Hotel, 
Distinguished Hotels of the World, Utell International or Supereps Internationale 
An associate of the Keio Plaza Hotels, Japan. 
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INFORMATION SYSTEMS 


- AWORLD OF OPPORTUNT n. 
WAITING TO BE SHARED 


At McDonnell Douglas, we ve established an enviable 
heritage of sharing with international partners the 
benefits of our company’s capabilities and talents 
in aviation, space and information systems. 

Global financiers count on our fast and accurate 
Tymnet” information systems. European manufac- 
turers trust us for cad/cam. Great Britain shares 
with us the advanced development of the vertical 
takeoff fighter, the Harrier II, as well as the T45 
training system. We join with Korea in the manufac- 
ture of helicopters. Canada, China, Italy and Sweden 


TUN 
know us for the MD airliners they help us develop. 
and build. In Australia, Canada and Spain we work ^ 
jointly on F/A-18 Hornets. 

International ventures such as these have 
introduced new technologies and expanded others, 
helping McDonnell Douglas keep its promises to 
create human opportunities, foster economic growth 
and bring new commerce to our international 
business partners. For more than 65 years, we've 
given customers products that promised performance 
—and delivered. 
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Giving the nations of the world their moneys worth. 
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like this. 


The new Minolta EP490Z gives you 
wo-color copying that's as fast and easy 
is regular copying. 

Think of it. A copier that makes two-color 
Opies in one quick scan. It's now a reality for 
‘our business with the new Minolta EP490Z's 
imul-Color function. 

Simul-Color makes two-color copies in 3 
3st, easy steps. Simply set the Color Lever, then 
wess the Simul-Color Key and the Print Key. The 
esult is a perfect copy in black plus another 
olor: red, blue, sepia or green. 


Think of Minoltas 
new Simu 





SO nOW you can say goodbye to ordinary 
color copying. No more waiting for two scans. 
No more time-consuming procedures for desig- 
nating the color area. No more disappointing 
copies that don't really match up 

That's because the Minolta EP490Z makes 
high-quality two-color copies just as fast as it 
makes regular black copies, at a quick rate of 30 
copies per minute 

SO contact your Minolta dealer about the 
new Minolta EP490Z with Simul-Color. It's the 
world's first practical color copier 
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“I enjoyed your music programs very 
much. Could you send me a copy?” 
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What India needs | 
A real democracy, with a believ- If 
able opposition, could make In- IB 
dia the greatest of the Asian mir- | 
acles, page 9. Why Gandhi isin 
trouble and V.P. Sihisonde | 

rise, page 17. 


Bases attacked 4 I 
America's Philippine bases are — 


unpopular. A suggestion to held 
| the Filipinos understand their — — 
worth, page 13. 










Japanese armourers - | 
Are already bigger than you 


think, and going to grow bigger, y 
| page 60. The Tokyo market still 
| booms, page 69. 
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Columbus's isles 


A survey of the Caribbean, and 
of its lessons for itself and the 
metropolitan powers, after 
page 48. 





The new politics 
Since every electable govern- 
ment now has to pursue fairly 
free markets and soundish 
money, what are political Left 
and political Right going to 
mean’, page 10. 









































no cracy for the EEC 


iR—I congratulate you on your 


consultant 
propose an 


. Management 
ld — ever 


hanged every six months, 
where the board members were 
all non-executive and could ap- 


voting was by weighted. majority 


meeting of the shareholders. 

lt has. 
hiladelp ia 201 years ago, the 
\merican states decided that 
process of continuous inter- 
vernmental negotiation called 
Continual Congress was no 
ay to run their federation. So 
yey decided that each state's as- 





called it the Senate of the United 
. States, and elected it in that way 
until 1913. No one doubts that 
"the. Senators speak for their 
“states and no one doubts that 


















(May 21st). 








oposal (luly 16th) that the 
ncil of Ministers should be 
by national parliaments. organisation at a 
 Automisation involved a four to 
six week training period and one 
organisation whose president. 


point deputies to every meeting, 


and all consequent problems. 
were passed to ru twice-yearly 


en done before. In 


:mblies should elect two mem- | 
bers to a federal body. They 


| the Senate speaks for the United. 


examine in depth the implica- 
tion of a 200-day requirement. 
for training operators of robots 


I run an automated factory. | 


Originally, I employed skilled 
workers who needed two to 
three months’ training and two 
to three years’ work to become 
productive enough to run the 
profit. 


year to reach normal speed. 

My original skilled workers 
were not trained by myself. 
There was a population of them 


and recruitment depended on 


the requirements of the enter- 


prise. Now I am a captive of the 
workers whom I have trained 
myself and whom I could only re- 


place after another training pe- 
riod. The power of the ‘ non- 
unionised unskilled operators” 


is much greater than that of the. 


former unionised workers. If the 
future of the industry lies in the 
hands of workers who require 
200 days’ training on the job, we 


might be heading for very seri- 


ous trouble. 





Antwerp, 
- Belgium MARCEL BRACHFELD 
Abortion Pope 


Sin—You assume (June 25th) 


that the demand for abortion in 


the Soviet Union results from 


~~ lack of availability of contracep- 


tives. In most countries démand 
for abortion has followed in- 


creasing contraception. The So- 
viet Union's abortion rate, the 


highest among humans, is 
greater than the probable mur- 
der rate among lions, while in ev- 


ery other human community the. 


murder rate is very much less 


Me 
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than in lions (ir 
tries, abortion swar 


kinds of murder). Generally: inan 


is a less mutderous animal than 
other mammals, but Russian 
man is somehow 
murderous. 

The experience of Britain, ihe 
United States, and almost every- 


where else indicates that contra- | 


ception somehow makes man 
more like other mammals in 


murderousness. Something else - 


must have had this effect in the 
Soviet Union. 


Pasadena, ices 
California Jons Wins. 





Israel and the Arab world 


SiR—Referring to Iraq (“When 


| the war is over”, July 23rd) you 


say: "He [Saddam Hussein] 
should have learnt by now that 


Iraq can no more conquer its 
much bigger Persian neighbour . 
than Israel can conquer the 


whole Arab world". The analogy 
is misleading—and unjust. Israel 
indeed had to fight the whole 
Arab world, and it may have to 
do so again, but it certainly 
never wanted to "conquer" the 
whole Arab world, or even part 
of it. All Israel wants is to be left 
to live in peace within secure 
and recognised borders. 

Until 1967, the old "green 
line" border—insecure and un- 
recognised as it was—was ac- 


 cepted by most Israelis. This is 


no longer so. lsraeli govern- 


ments have been willing to reach: 


some sort of compromise on the 
future of the “territories”, pro- 


vided Israel's security is not . 


jeopardised. Unfortunately, ex- 


cept for Egypt, no Arab party. 


has so far indicated that it un- 
derstood that compromise must 
be a two-way street. 

Tel Aviv ZALMAN SHOVAL 





Si&—No one uses exactly the. 
same type of English in all situa- - 
tions (July 16th). We vary our 
speech style and switch from one 
code to another as the situation — | : 
requires. Since Indian English is. | 8 
intelligible - throughout India, | 


why repair what is not broken 
instead of encouraging the paral- 


switch to when required? 


The English spoken by Swiss | Missas es 
.. doctors to Russian advise sin 


Angola is neither B 


more 


Essex 


der" 


English as she is misspoke _ 
_ . l.recovery. But this will be 
. | expenditure cuts and higher 
i vircs teen This report 


| analyses irish growth prospects 
| over the next five years, examines 


I Pee including postage: UK & Europe £115; 
3. North America. US$245; Rest of World £118. 


lel teaching of the international’ | 
variety which Indians could 











ication. Having 
Grinder it, goers of any one 
of a multiplicity of ‘Englishes. 
should be left to develop their 
own parallel version of the lan- 
guage and rap in it to their 
hearts’ content. | 
Colchester, © 

PAUL BRUTHIAUX 





Infallibiity 


Sir—To attack corruption in 


» the church and to reinterpret 


doctrine was a valid enough ex- 
ercise for the reformers in the fif- 
teenth and sixteenth centuries 
(June 25th). But to question rhe 
infallibility of the Pope, tl 
was a bit premature. The Pup 
(Pius IX) did not have conviction 
enough to declare infallibility a 
dogma until 1870. 





Ennis, 
Co. Clare MICHAEL ROBERTS 
Homosexuals 


Si&— You refer (July 16th) to 
"controversial second-order is- 
sues such as homosexual rights". 
Indisputably, the full protection 
of the law for homosexuals in 
America is a controversial issue. 


But civil and human rights of a 


minority, no matter how large or 
small, can never be a "second-or- 
issue. Perhaps arrogant 
white middle-class men will some 
day be physically harassed, 
evicted from their resideres 


- fired from their jobs and t 
| private love-making ruled illegai. 


New York Scott SLUTSKY 
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INDUSTRIAL AND 
INTERNATIONAL 
; ECONOMISTS 





; Paice Consul tants 


| The continuing growth of Maxwell Stamp Associates, 
| Economic Consultants, requires the company to seek 


| additional industrial and international economists for 


¿f assignments in the Caribbean, Central and West Africa, 
X4 and South Pacific regions. Immediate vacancies exist for 
| initial periods of 9 to 15 months. Applications are invited 
from suitably qualified candidates preferably over the 
age of 35 years and with appropriate regional experience 
and skills in the following areas: 


| Industrial and Trade Policy 


Econometrics, Modelling and . 

Quantitative Economics — 
Export and Investment Promotion 
Economic Planning 
A significant remuneration package, often tax free and 
including free furnished accommodation and car, will 


be negotiable. Applications including detailed career 
experience should be made in writing to: lan Harder, 


Managing Director, Maxwell Stamp Associates, 2 Hat - 


and Mitre Court, St John Street, London ECIM 4EL, UK. 


DEMOGRAPHIC 
RESEARCH AND 
EVALUATION ADVISOR 

(REA) 


Required for population and health program of US Agency 
For International Development (USAID) mission to Dhaka, 
Bangladesh. REA position is a personal services contract for 
two years, advising and assisting both USAID and the Bangla- 
desh National Population Program officials in evaluation and 
research activities under USAID's family planning and health 
services project. Particular attention will be given to contra- 
| ceptive prevalence and continuation, oral rehydration treat- 
| ment rate and effective use issues, immunisation coverage 
] issues, measures of demographic and health impact, especially 
changes in fertility and mortality, and cost-effectiveness of 


|. family planning and maternal/child health services delivery. 


Minimum qualifications include PhD in population studies 
with speciality in demography, and related work experience 
in developing countries. To request an application packet (1) 
write to ANE/PD/PCS, Room 3320A, Agency for International 
Development, Washington, DC 20523, or (2) convey interest in 
position to contracting officer, USAID/Bangladesh, Telex No 
| 642319, Aedka BJ, or cable address: c/o USAID, US Embassy, 
j Dhaka, Bangladesh, and copy Biodata c/o USAID, GPO Box 
i. 2593, Ramna, Dhaka-1000, Bangladesh (Airmail from USA). 


: E Closing date for applying to USAlD/Dhaka is no later than 15 


|. September 1988. 











|. IBPGR is seeking a graduate in ‘public or business iini 













We require a young economist of o outsta 
| seven person economics team at Monge ; 
- merchant bank. | 


The work includes: | 

* Macro economic analysis and hasang i 
German economy but also contributing 
OECD economies, as input to a wide range i 

| publications. 

| * Financial analysis of the major bond markets. 

* Regular briefing of other divisions of the bank. 


| Candidates should have a strong economic background, oi 

with a postgraduate degree and knowledge of statistics and/ 
| econometrics, Fluency in reading and speaking English an 
are preferable. Other languages would also be an advantage Wor 
experience is not essential for the right candidate. gu 


Salary and benefits will be competitive, and include mortgage — 
subsidy, non-contributory pension scheme and free BUPA c cover. 












































Please send full curriculum vitae to: 


Ann iier | s.s dim 
Morgan Grenfell & Co. Limited MORGAN 
|. 23 Great Winchester Street GRENFELL | 













| London EC2P 2AX 
| Closing date for applications: Ith September 1988 | 










International B om for 
Plant Genetic Resources 


(a Centre of the Consultative Group on 
l _ Intemational Agricultural Research) 











hasa vacancy for 


HEAD OF ADMINISTRATION 
_ AND FINANCIAL CONTROLLER 







with at least ten years' professional experience and proven responsi: 
bility for policy formulation related to smooth and effective adminis 
tration of personnel and finance. A "Te qualification | in- accountan 
cy is desirable. 


IBPGR is an international scientifi ic. centre headquartered in Rome. , 
T it operates a world-wide programme including a number of fieh 
offices. 


The successful candidate will form part of the management team of 
IBPGR. 













Persons interested should write before 16 September 1988 with thei 
personal history and the names and addresses of three referees to 
the Director, IBPGR, FAO, 00100 Rome, italy, from whom further 
particulars can be obtained. 


Salary will be commensurate with those of international organisa- 
tions and will be based in US dollars and be tax free. Education - 
allowances are available and removal and repatriation expenses. An- 
initial two-year contract is envisaged. 
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What India’s emperor needs d 


m voters of the world's biggest and most 
improbable democracy have chosen to be 
ruled for almost all of the past 40 years by 
three members of a single family. On August 
15th, the 41st anniversary of India's indepen- 
dence, a group of Indian opposition parties is 
to set the formal seal on an alliance whose 
n aim is to turn Mr Rajiv Gandhi and his 
-Mress party out of office in the general 
election due by the end of next year. Its more 
important by-product may be to turn India 
into the sort of place where power alternates 
smoothly from party to party—and from person to person, 
not all of them Jawaharlal Nehru or his direct descendants. 


Does Emperor Rajiv need a plausible democratic opposi- | 


tion? Some say the country has bigger things to worry about. 
India's 800m people have a GNP per person of only $290, 
slightly lower than that of the 1.1 billion people living next 
door in still-totalitarian China. India's middle class is nearly 
as big as the entire populations of Britain and France put to- 
gether: but the number of its dirt-poor people exceeds the 
whole population of black Africa excluding Nigeria. By third- 
world standards India has done well to grow its economy by 
5% a year in real terms during the 1980s; but that was less 
than half China's alleged rate (with almost twice its popula- 
tion growth) over the same years. Never since independence 
has India got through to the growth per head that creates 
at Asian successes like Japan, South Korea and Taiwan. 

Rajiv Gandhi—Nehru's grandson, Indira's son—shares 
the family weakness for certain imperial vices: in particular 
high-handedness, opportunism and arbitrariness. To these 
Mr Gandhi has added some unhappy embellishments of his 
own: a bored inattention to the execution of policy; a style of 
life, at public expense, fit for a maharajah (see page 17). Yet 
Mr Gandhi has done some impressive things since he took 
over in late 1984. An early dash for economic liberalisation 
was stopped short, but its benefits still make themselves felt. 
Mr Gandhi has improved India's dismal relations with Amer- 
ica. His policy of helping Sri Lanka defeat its Tamil guerrillas 
has been courageous. At home the horrifying and dangerous 
carnage in Punjab seems, for now, under better control. A 
mixed record. Is it really so worrying? 

Yes. Mr Gandhi has failed in his early promises to cleanse 
Indian politics of the corruption that is eating ever more 
deeply into public life, and to reform the ever more unrepre- 
sentative Congress party. The prime minister remains per- 
sonally untainted by corruption charges. But the sale of any 
and all public favours has reached a level that discredits every- 
thing the government does—crucially its on-and-off efforts to 
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unstrap the economy. Congress itself has be- — 
come a nest of vipers which is not only s > 
seeking but demoralised. " 
The worst result of the political decay is 
that it is stopping India from taking the deci- 
sions that would let its economy make its. 
breakthrough. d 
Troubling obstacles to future growth are 
beginning to build up. The exceptions to past 
liberalisation swallow the rule: India cannot - 
scrap licences because somebody makes a for- _ 
tune selling them. Foreign debt is up (the — 
debt-service ratio has risen sharply over the past five years, 
from 17% to 27%); domestic debt has grown even faster, as — 
the budget deficit expands to above 4% of GNP. Alarmingly, — 
much of this has been due to a huge rise in the number of - 
government employees—from 7m in 1961 to 17.3m last year. - 


Prodding another miracle E 
There were hopes that Mr Gandhi would tackle these obsta- 
cles at his own behest. He did not, or not head on; but noth- — 
ing concentrates politicians’ minds like the thought of losing _ 
office. Is the opposition alliance that has crystallised around — 
Mr Vishwanath Pratap Singh capable of forcing Mr Gandhi 
and his party from office? India had one disastrous experience — 
with opposition rule, in 1977-79. This challenge may be dif — 
ferent, and more permanent. The opposition has learned a - 
bit about co-operation from last time. Mr Singh—a former — 
member of the Congress party who served Mr Gandhi as fi- _ 
nance then defence minister—has built his campaign on an — 
assault on corruption. His main allies have built their state 
organisations on decentralisation of local political power. Mr _ 
Singh is keeping quiet about economic liberalisation— 
though it is encouraging that he was finance minister when. 
Mr Gandhi's reformist tide was running strongest. | 
The main point, however, is not the planks in Mr Singh's - 
platform: it is that India should have a believable alternative - 
government. India has the human wherewithal—an astonish- - 
ingly well-educated population with a high propensity to savè 
and a lot of entrepreneurial verve—to ignite the greatest 
Asian miracle so far. For that it needs the prod of a complete 
democracy. Russian and Chinese communists now happily 
observe that everybody, socialist and capitalist, obeys the 
same rules of economics. What too few people are willing to — 
admit is that everybody is also driven in the end to obey the — 
same rules of freedom and self-expression. Since becoming 
independent, India has looked a democratic prodigy. Forty- — 
one years on, it is ready to be a democracy grown up. A 
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sensible to fight about? 


TOW that freer-market and sound-money economic poli- 
N cies are the aim of governments ‘of every label, from 
Aikhail Gorbachev’s to the President of Switzerland’ s, what 
jill future political dissension be about? Francois Mitterrand, 
rho won re-election through promising Thatcher macroeco- 
omics while a Socialist, listed his supporters as: © 


being very sensitive to anything to do with generosity, the. t ird 
world, human rights, scientific research, education, prof 








átti-discriminatibin: 


































on ibat lisi is one on ay a PPS Riche pelea al spi 
going to grow, and each politician and voter should start 
in king where he will stand. 


3enerosity, self-manufactured poor, , third world 

First, generosity. Most pluralist and capitalist countries work 
well for 80-90% of the population. The Left bravely annoys 
some of those 80-90% by advocating greater generosity to the 
other 10-20%, although amid growing unease that today's 
sort of welfare state cripples rather than aids some clients. 

The Right's social policy in the 1990s will—controversially, 
- but almost certainly—try to reduce the number of self-manu- 
factured poor. 

cv These are a hitherto — (€ legion. Although 
: 1396. of Americans are officially poor, an American has under 
a 196 danger of staying long among them provided she or he 
does three things: completes high school, stays more than a 
year in a first job even if at the minimum wage, gets and stays 
married. Much of Britain's long-term unemployment is set- 
ling into about 50 large and mismanaged council housing 
states, where anybody who takes a minimum-wage job in a 
; night café fears being mugged on his midnight walk home. If 
poverty can be sharply cut by checking the self-manufacture 
of an underclass, instead of financing the entrenchment of 
one, this will be big politics. The Right might thereby save 5- 

of GDP for the taxpayers, and a lot of its other policies 
woald be easier if it did. 

<Next, the third world. The Left wants compassionately to 
transfer over 1% of gross world product to the most viable 
-poorest countries who might have most hope of growing 
- richer. Capitalist banks did that just before 1982. By pumping 
extra money into Latin American countries with annual infla- 
ions already at several hundred percent, they made these 
countries worse off than they would have been under IMF poli- 
ies which slashed government expenditure on urban food 
subsidies and thus made farming viable. The Left says more 
money should go to poor countries' governments, but some 
`of these already create stagflation by themselves spending up 
-to half their GDPs, where America’s federal goverment at an 














In ten years' time, what will political Right and political Left find it 


fessional — 
training, culture, the adventure of the mind, equal Pppenutin, ý 


m 2 vill inta said this with an inscrutable smile. If fan : 


equivalent development. stage spent well under 10%. Excess 


government does not bring prosperity, and more money to 


excessive governments brings tyranny. 

' About.70 of the world’s 170 governments stay in power 
by stamping down their own people's human rights. From 
Omsk to Africa this is usually because ambitious people there 
get most power by becoming politicians or army officers and 
then spending the national income, instead of becoming busi- 





-nessmen and creating it. Although special problems are set by 


the governments which murder so as to maintain a minority 
tribe's supremacy—white tribal South Africa is one c 


. dozen—the usual escape:is to allow merchants to become 
more important than soldiers. © 





1e proper human-rights pol- 
icy for any western country is: "allow totally free imports from 
each Bangladesh." This should be any decent Left's best tune, 
but at present it isn't. There is a danger of the Left becoming 
protectionist. 

In the luckier and richer non-tyrannical countries, advo- 
cates of greater human rights generally want to curb the po- 
lice who could get new advantages from future electronic tab- 
bing and scanning. Others think it humanly wronger that 
those who mug old ladies in some western cities have only a 
296 chance of being caught. Crime prevention will require 
surer arraignment and convictions, but the Right should lose 
votes if it calls for harsher punishment; longer incarceration 
in present prisons makes recidivism likelier, so go for private- 
enterprise prisons that are paid more when the customers 
don't re-offend? There are some violations of human rights by 
trade unions and local governments, and the Left should not 
cuddle closer to them. It should also be wary of Mr 
Mitterrand's advocacy of more professional training. T 
can mean greater exclusion of unprofessionals. who do na 
join a cartel. 





Reinken EA ai arts | 
Fourth, scientific research. The productivity of this should 
have multiplied many times now that anybody with access to 
a properly ordered computer could daily check more math- 
ematical correlations than Einstein could check in his life- 
time. Unfortunately, a. lot of research paid for by govern- 
ments seems cocooned in bureaucracy, especially in 
universities and defence projects, and this does not suggest 
government should pay for more of it. The best Left policy 
would be that everybody should have o open access to competi- 
tive databases. This would marvellously ease market entry to 
tomorrow’ s knowledge-intensive industries, though annoying 
the Right bya fue oth both Li ED secrecy and pat- 
ent law. g Ü 
Fifth, education) M ost w western countri es have great in in 
creased their prooi of GDP spen hoo 

















year-old American or Briton, and by age 18 the average Japa- 
nese exceeds in maths all except the top 1% of similar Ameri- 
can and British youths. This has happened even though 
Japan spends less tax money on state schools than America or 
Britain, but subsidises much more competition with them. 
About 30% of Japanese senior high schools are private, 
but get up to half their costs paid by the state if children are 
clamouring to enter them; if children don’t want to go to 
them, they go bust. Each Japanese school is frightened that it 
may lose its place in the local pecking order to a public-sector 
or private competitor, and the same policy of competing for 
success is now burgeoning in the United States. The favourite 
current statistic of American educational reformers concerns 
the magnet school, established for 12 years, which this year 
had over 25,000 applicants for 800 places. Happily, liberal 
American authorities climb this bandwagon fastest—eg, in 
Harlem where each parent can choose a magnet or alternative 
ol. A reformer is somebody who has stopped saying “this 
| is: doing badly, let's throw more money at it," and 
ing "throw more competition at it.’ 
Sixth, culture and the adventure of the mind. Pay-as-you- 
view television could bring a bigger paying audience to high 
culture like opera than it has ever had before. Rejoice in this; 






it may reduce the need for taxing uneducated people more _ 


heavily to subsidise the pleasures of the better-off. 
Seventh, equal rights and anti-discrimination. In most 


The bust banks of Texas 


Ought to worry Wall Street, but don’ t 


NOMEBODY rude had better point out the logic s stemming 
J from the rescue by America's Federal Deposit Insurance 
rporation (FDIC) of First RepublicBank, the biggest bank 
us [exas, with $26.8 billion in assets, in what may prove the 
most expensive bail-out yet. The logic is that America's fed- 
eral government, acting through this bank insurance body, 
has effectively nationalised—or at any rate taken under the 
taxpayers guarantee—the $2.2 trillion of deposits which 
were on the balance sheets of America’s nearly 15,000 banks 
and 4,000 savings and loan institutions (thrifts) at the end of 
(1987. This might be expected to ruffle markets, but Wall 
Street has not turned a hair. 
= This is mostly because the FDIC has done all this before, 
and minorly because two supposedly sound regulatory prac- 
tices are included in the deal, although outsiders should shout 
'Warning notes. Supposedly sound regulatory practice number 
one: the FDIC found a bargain hunter for First Republic in 
"NCNB, a regional bank from North Carolina. The bank was 
-prepared to invest $210m for an initial 20% stake in First 
RepublicBank with an option to buy the rest. The next best 
bid, from San Francisco's Wells Fargo, would have cost the 
federal regulators $1 billion more. When it chose the North 
Carolina bank over its bigger and more experienced rival, the 
-EDIC protected the public purse. NCNB thereby leaps into 
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at Sainsbury's, while the worsening services ii 


 uncompetitively by the state. Conservative is a 










































western societies you thr : 
ents you were lucky to have, b 
minority birth now correlates samplers wi ui ning o 
to rise. Children born to Indian parents are aonan muc 
ter than white or black children i in London school exam: 
the same is true of East Asian students in Ámeric 
cally, discrimination has often been cruellest 

middle class (European Jews yesterday, Ei 
morrow!) and it is not clear whether th 
Right trait. 





By any other name 


Some political -isms should now be dus 
Socialism and Conservatism.’ Socialism. 
wrong in its main belief that the masses wo | 
organisations that were competitively shapi 
of one-dollar-one-vote, and better-served | 
ning organisations staffed through democracy's on 
one-vote. Today the British poor are adena 








eas (police protection, education; health care) | 
a ridic 
name for a party which needs to respond flexibly to almo 
continuous change. The best names for two rival parties. 
most. democracies today might be the Caring party and tl 
Thoughtful party. And each individual should spend c care 
and thought when deciding to which to pene 





America’s top ten banks in assets, making North Carolina’s 
Charlotte into quite a banking centre. Fine regional banks 
like NCNB have expanded fast, because they have proved bril- 
liantly efficient at handling business they know in their owr 
safe growth regions. To become the biggest little ban 
Texas just now looks as attractively safe as rounding val 
Horn in a dinghy, even if the dinghy came cheap. | fa 
Second supposedly sound regulatory. point: © | 
RepublicBank’s shareholders, and all those who held b bond 
issued by the bank's holding company, will get not a red c ce 
of their money back. When Continental Illinois collapsed: 
1984, the FDIC felt forced to indemnify those who held 
paper. Continental Illinois had loads of foreign bondhol 
and depositors, and these launched a worldwide run oi 
assets. Presumably because there were no nervous foreigne 
this time, the FDIC has felt able to tell First RepublicBanl 
holding company's bondholders that they should have. 
when the going was good. Their paper, which had a face val 
of $1.2 billion, is now worthless. If America's already strain 
credit position turns worse just as a President Dukakis arrivi 
might investors sell the shares and bonds of a lot of worriec 
banks in a mad rush? us 
The main feature of last weekend's rescue is that th 
FDIC's talk has not been all tough. To NCNB the talk has be 
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Bind. and to Firs Republic's big fresa sweet. i. The regu- 
 lators will be left with $5.1 billion of dud loans (23% of First 
-RepublicBanks’s total loans) and any other loans which turn 
sour the next two years. The initial cost of the rescue is $4 
billion, or more than 2096 of the insurance fund's total re- 


- serves of $18 billion. That is a lot to sink in one bank. The 


FDIC's most generous act has been to bail out all who had 


. made deposits at First Republic, though it is legally required 
. to indemnify only those with accounts up to $100,000. 


. Relax? You must be joking 
. Warning note number one: America's system of deposit in- 
surance is now a free lunch for depositors, but will cost those 
_ serving the lunch plenty if times turn bad. A recession—or 
= even a continuance of present trends—could use up all the 
.FDIC's remaining cash very quickly. The Federal Savings and 
- Loan Insurance Corporation, which insures deposits in 
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America’s chrifes, s has aa estimated at more hae 
$70 billion. One reason for Wall Street’s insouciance is that it 
considers Texas a special case. Banks there bizarrely thought 
that property lending could hedge their energy portfolios. 
Naturally, when oil prices tumbled, so did the value of Texas 
property. Almost every major bank in Texas has had a recent 
change of ownership. Texans no longer own Texas banks. 

In 1929, after the stockmarket crashed, both rational in- 
vestors and depositors were scared whenever banks failed. In 
1988, less than one year after a stockmarket crash initially 
twice as severe as 1929’s, bank and thrift failures are rising, 
but optimists mutter that the Federal Reserve and others 
have all the needed shock-absorbers in place. Pessimists con- 
tend that, like government subsidies for loss-making 
nationalised industries, the shock absorbers only postpone a 
crisis; they do not cure it. Warning note number two: the 
pessimists could be right. 
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i E can be plenty of private competition in providing Britain's water by franchise 


NUCH has been the success of that great British invention, 
privatisation, that some Tory politicians now prescribe it 


- asthe obligatory medicine for every state industry that is lan- 


guishing without competition. One big government business 


_ that is up for sale soon, Britain's water supply, has two charac- 
- teristics that would make it wrong to sell it off in the tradi- 
tional way. Water is a natural monopoly—nobody suggests 


competing réservoirs or water pipes. And it provides social 
benefits, health and cleanliness that are hard to price. 

The answer to this quandary is to be not traditional but 
imaginative. Instead of selling the industry off in a wholesale 
privatisation, sell franchises. Independent television, another 


. business once (wrongly) thought to be a national local mo- 
. nopoly, has thrived and produced internationally competi- 


tive companies under such a policy. Most of France's big and 


— highly competitive water companies have franchises to supply 


municipal water. There is a parallel even closer to home: a 


quarter of England's water is supplied by 28 private (but 


statutorily controlled) water companies. 
A 1986 white paper rejected franchises on the conflicting 


à P nds that they would have to be long-term and yet would 
. discourage investment. These quibbles could be overcome by 


keeping the water authorities in public ownership but forcing 


E ptem to put everything they do, from water supply and sewer- 


age to windsurfing and construction, out to regular competi- 


- tive tender. Set free a reservoir which at the moment is posted 


with "Keep Out” signs; allow competing leisure centres to bid 
to build sailing clubs along its banks. Let public authorities 


. own and control their water pipes, but give out franchises to 


companies to run the water through them. And do water au- 
 thorities need to own their reservoirs any more than airlines 
need to own their jumbo jets? 

A system of franchises or leases such as this would im- 
prove water services in many ways. The more an industry, 
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even a natural monopoly, is open to competition around its 
fringes, the more its managers start to think 
entrepreneurially. They enter new markets, develop new 
products and get rewarded, rather than rebuked, for having 
bright ideas. Freed from Tteasury controls, and from politi- 
cians putting off difficult decisions, civil-servants-turned-busi- 
nessmen learn to make better investments. 

While such improvements should flow from franchises, 
they are unlikely in the case of water to flow from traditional 
privatisation. That works best where there is some compe- 
tition—other energy sources for gas, Mercury for telecoms. 
Such competition is the best curb on the abuse of monopoly 
power. Both British Telecom and British Gas still need p: 
controls and a quality regulator; but, in time, competit 
may make them redundant. Water is different. Its core busi- 
nesses of water supply and sewerage will always be complete 
local monopolies. The heavy investment which pipes and sew- 
ers require will ensure that. Hence the franchising option 
makes sense; full-scale privatisation does not. 

Water raises much tougher issues of regulation and qual- 
ity control than earlier privatisations have done. The govern- 
ment hopes to deal with these by setting up a regulator 
(OFWAT) modelled on those for telecoms and gas, and a na- 
tional rivers authority to take over responsibility for things 
like environmental protection, drainage and fisheries. Regu- 
lation will presumably be permanent: the industry's prices 
and profits can never be market-driven. The lumbering rivers 
authority, with a staff of over 6,000, will be a curious creation 
for a bureaucracy-hating government. It will overlap confus- 
ingly, and maybe expensively, with the privatised water com- 
panies. It will be responsible for planning and managing the 
water resources that they will be using. It is the necessary cre- 
ation of an unnecessary privatisation. 

With an exchequer surplus, the Treasury can hardly say it 
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needs the cash that privatisation will raise. More probably the 
government wants to rush through this unpopular policy 
early in the parliament. A recent MORI poll found that only a 
quarter of voters want water sold off; two-thirds are against, 
more than for any other prospective privatisation. State- 
owned or private, the industry faces difficulties. When rates 
are scrapped, another basis will have to be found for water 
charges; that may mean metering domestic water use. That, 
too, will be unpopular, and people will blame privatisation. 
Any future Labour government will find it easier to carry out 
its promise to renationalise an industry that has never been 










out of state hands. xg ' "EH 
Water-authority. chairmen concede that the case for | 
privatisation is weaker for water than for other state indus- 
tries. But they rightly despair at the present nannying by the .— 
state. The industry has to think more commercially about the 
way it uses its land and property, and about expanding its 
leisure services and consultancy activities. If that could be — 
achieved only by selling off the water authorities, it would still ^ 
be worth doing. But franchises would work better. Whoever _ 
got the franchise for fishing licences in the Thames might — 
even put more fish back into the river. 1 








A base suggestion 


The attack on America's military bases in the Philippines might 


'lunted by calling a spade a spade 


OUNTRIES, like people, sometimes let their emotions 

run away with them. When the country is as emotional 
as the Philippines, and the question is as prickly as national 
honour, it is easy for things to get out of hand. This may be 
happening in the negotiations between the Philippines and 
the United States over the fate of Uncle Sam's huge military 
bases in the Philippines: the naval base at Subic Bay and the 
air base at Clark Field. These, and four smaller installations, 
have been the subject of haggling between America and the 
Philippines over the past four months. Many Filipinos are 
convinced that, if the bases stay, their country will have pros- 
tituted itself to the old colonial power. But if they go, it is not 
just Philippine security that will suffer: the capitalist countries 
of East and South-East Asia take comfort from the protective 
umbrella America raises over them from these bases. 

The present talks, which resumed on August 2nd after a 
week-long breakdown, are about money: how much America 
should pay the Philippines to use the bases once the current 

incial deal ends next year. At the moment, the United 
oxates aims to pay $180m a year (in fact, it has been paying a 
little more than that). The Philippine side, noting that Israel 
and Egypt—which furnish America no bases—get well over 
$2 billion a year each in American aid, is demanding $1.2 
billion a year for what it calls "rent". The United States is 
reportedly offering $540m a year in “aid” to an ally that bene- 
fits anyway from the bases being there. 

A price is likely to be struck; but that will not end the 
matter. In 1991 the 25-year “lease” for the bases expires. It 
can then be ended by either side on a year’s notice. Under the 
Philippine constitution any new agreement must be approved 
by two-thirds of the 23-member Senate and, "when the Con- 
gress so requires", be ratified in a referendum. The negotia- 
tion of a new lease will be going on just as the Philippines 
prepares for an excitable presidential election in 1992. The 
Philippine Senate has recently given a hint of how inflamma- 
tory that debate is likely to be: it has overwhelmingly passed a 
bill forbidding nuclear weapons in the Philippines (a ban 
which, if it were made to stick, would cripple the usefulness of 
the bases). 

The bases should not be in trouble. One reason is that 
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they are an economic support which the rickety Philippines _ 
can ill afford to throw. away. Directly and indirectly, the bases _ 
employ some 69,000 Filipinos; it is a payroll second only to. _ 
that of the Philippine government. Each year America’s sol- 
diers and their families spend more than $350m in the Philip- 
pines. The bigger reason is that the bases are important for 
maintaining American military power in Asia. They protect 
the Indonesian straits through which 90% of Japan’s oil 
passes on its way from the Gulf. They make it easy for Amer- 
ica to service its fleets in the Indian and Pacific Oceans. And 
they help America counter Russia's growing military strength 
in the Pacific—particularly Russia's own big South-East 
Asian bases, at Da Nang and Cam Ranh Bay in Vietnam. 


Whose bases are they anyway? 
Yet the rising Philippine resentment against the bases should 
not be ignored. Real harms flow from the American presence: 
from flourishing prostitution around the bases to the obses- 
sive conviction of many Filipinos that the United States, and 
not they, are responsible for what happens in their country, — 
Many Filipinos, including true friends of America, argue chat — 
Philippine self-respect will come only if the country frees itself — 
from the dependence implied by the bases. D 
The way to handle these difficulties, from the amount of — 
"rent" to the Philippines’ wounded nationalism, is for allthe — - 
interested parties to start treating the American use of the 
bases for what it is: something that benefits the region as a 
whole. Some of the support ought to be financial—particu- 
larly from Japan. It would be even more helpful if the Philip- — - 
pines’ fellow members of ASEAN, the Association of South- 
East Asian Nations, came clean in public about what they all 
acknowledge in private. All have prospered under the secu- 
rity provided by Clark Field and Subic Bay, but only Singa- 
pore—and, less openly, Thailand—admit this. Let Indonesia 
and Malaysia (which pretend non-alignment), and also Bru- 
nei, do the same. A financial contribution by ASEAN would be 
welcome. It would be more welcome for the bases to be seen, 
especially in the Philippines, as a resource for the security of 
the region, not the outpost of an overweening superpower. 
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Whatever he says, King Hussein cannot wash his hands of the West Bank 


"T HE Israelis, who occupy it, call it Judea and Samaria. The 
A Palestinians who live in it call it Palestine. The Jordani- 
ans, who captured it in one war four decades ago and lost it in 
another war two decades ago, call it the West Bank. 

— What will happen if the last of those three names is al- 
lowed to disappear? This is the mind-clearing question King 
Hussein posed by announcing, on July 31st, that he is drop- 
ping his claim to the ear-shaped scrap of Palestine his grandfa- 
ther tacked on to Jordan in 1950 (see page 37). He has already 
nad a few answers. Excellent, says Israel’s prime minister, Mr 
Yitzhak Shamir: now Israel can get on with the business of 
making the occupied territories part of Israel. Some Palestin- 
ians also profess delight. They think the king's decision will 
leave Mr Yasser Arafat's Palestine Liberation Organisation 

ree to create an independent Palestine next to Israel or, bet- 


à) 


ter still, in place of it. 

All these parties should think again. If Mr Shamir gets his 
way, the 3/2 m Jews of Israel will be adding another 12m Ar- 
abs (about 860,000 on the West Bank and 560,000 in Gaza) to 
the 750,000 Arabs who are already Israeli citizens. If today's 
birth rates continued, Israel would lose its Jewish majority 
soon after the turn of the century—unless the Arabs were 
i »elled or kept perpetually without political rights. That is a 

frightening prospect, but a real one. Mr Arafat, on the other 
hand, has no real chance of getting an independent Palestine 
this side of another round of Arab-Israeli war. Few enough 
Israelis were prepared to give part of the West Bank back to 
King Hussein. Not even Mr Shimon Peres's Labour party will 
hand it over to the PLO. 


— — À king who says he is renouncing half his kingdom is not 
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Lower the French African franc, all together 
.( *OLONIALISM is alive and well in much of West Africa. 
The relative economic success of the 13 countries in the 
- French African community (CFA) has shamed the ex-British 
colonies, and embarrassed nationalists who said that Africans 
would be richer and freer with no ties to their old white mas- 
- ters. All those francophone countries around the bight of Af- 
. rica have gained greatly by still being held in the web of 
- French influence through aid, French technicians and mone- 
ary union. Unfortunately, one pillar of the French African 
- community is crumbling. The CFA franc is grossly overvalued. 
Its exchange rate needs to be sharply cut, although it is under- 
— standable that its decision-takers resist this. 
i Part of the reason for these countries’ success is the disci- 
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always to be believed. It would be better if King Hussein were 
bluffing. The purpose would be to show that, without Jordan, 
the “peace process” that has limped forlornly nowhere in re- 
cent years is liable to collapse altogether. The Israelis and 
Americans will not talk to Mr Arafat until he renounces ter- 
rorism and recognises Israel. Mr Arafat will not do that until 
the Israelis and Americans recognise the Palestinians' claim 
to an independent state. But the Israelis and Americans will 
not allow the creation of an independent mini-Palestine in 
the West Bank and Gaza because they think the Palestinians 
would eventually use it as a springboard from which 
pounce on the whole of Palestine. 

The one half-workable solution is to harness the mini-Pal- 
estine to Jordan, through confederation or some other device, 
so that it does not gallop into yet another war with Israel. This 
is the "Jordanian option" King Hussein and Mr Peres have 
been working towards for three years. It has been blocked by 
Mr Shamir's refusal to yield an inch of occupied land and Mr 
Arafat's refusal to recognise Israel or settle for anything less 
than an independent Palestine. The king's bluff, if it is a bluff, 
leaves Mr Shamir and Mr Arafat educatively alone to settle 
their differences. Mr Shamir will probably learn that Israel 
cannot smother the Palestinians' uprising against Israeli mili- 
tary rule. Mr Arafat will learn that stones and firebombs, on 
their own, will not expel Israel from the West Bank. 

Eventually, the peacemakers will have to turn wearily 
back to the king. Bluff or not, he will still help. Remember: 
almost two-thirds of the Jordanians who live on the East Bank 
are also Palestinians. King Hussein needs a settlement at least 
as urgently as Israelis and Palestinians do. Perhaps a bit more. 





pline imposed on their governments by a common currency. 
The zone franc—Benin, Burkina Faso, Ivory Coast, Mali, Ni- 
ger, Senegal, Togo, Cameroon, the Central African Republic, 
Congo, Gabon, Equatorial Guinea and Chad—has a cur- 
rency that looks like the French franc and, since it is ex- 
changeable at 50 to the French franc, is as good as one. The 
system has helped these countries avoid the crazy inflation of 
elsewhere in Africa. The franc has been a sufficiently hard 
currency to encourage investment in countries that use it, al- 
though not now that it has been so weakened by the long- 
term fall in commodity prices. 

Coffee and cocoa, West Africa's two main exports, sell for 
(respectively) two-thirds and half the price of ten years ago. 
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handling. It then gets the equivalent of CFAFr 500 a kilo on 
e world market. The francophones' plight has been made 


which have been performing particularly badly, have recently 
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Three times as expensive as Ghats” | 


Jhana and Nigeria are regaining ae | onal : competit . 
. ness. Hard-currency costs in these countries are now way be- 
low those of their francophone nei 





"from a Ghanaian farm worker now costs $30, while his « equiv- 
E alent i in the Ivory Coast gets $100. Smart hotels in Accra, the 
Ghanaian capital, charge $35, compared with $100 in franc 








ues, used to drive Nigerians to buy cheap goods n, Franco- 
: phone countries. Now traffic goes the other Ways c 





African governments, anglophone or francophone; hate. 


 devaluations because re fear their ir import dependent town- 


old Liberals used to be frightfully keen on workers’ participa- 
tion and profit-sharing, without usually being quite sure what 
these meant. There is now one type of scheme that does work, 

; called an Employee Share Ow nership Plan (Esop). In Brit- 
ain these schemes need a pressure group behind them. A 
small number in both the Tory and Labour parties under- 
stand and favour ESOPs. They are the sort of practical, attain- 
able reform that Democrats ought assiduously to press. 

About 8m Americans work in more than 8,000 compa- 
nies with an ESOP. In Britain, a lot of people say that EsOrs 
sound splendid, but no more than a dozen have sprouted: 
one pioneer is Roadchef, a motorway caterer. Some simple 
changes to Britain’s tax laws would lead to many more. 
< ESOPS allow the owners of private companies to cash in 
some of their shares without going public. In a typical plan, a 
trust buys a portion of a company’s equity with borrowed 
money, and holds the shares on the employees’ behalf. In sub- 
sequent years, the company makes payments to the trust, and 
these are then used to repay the loan. The trust can than dis- 
tribute some of its shares to individual workers. 

In Britain one of the tax reforms needed is in inheritance 
tax. At present the Inland Revenue often values companies 





| ith an outside shareholder—such as an EsoP——much more 
highly than pure family companies. So setting up an ESOP can 
crease inheritance tax liability. It obviously shouldn't. More | 
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other profit-sharing arrangements. Companies should b 
cused advance corporation tax when they make loans to a 
employee benefit trust. When a small businessman sells p 
of his firm to a larger quoted company, in return for shares 
the bigger fish, he can defer paying tax on his capital gai 
Sales to an ESOP of a stáke in a firm should attract the same 
dispensation. 

It will be said that this is pettifogging stuff for a party th 
wants to quarrel about Trident and change the world. Act 
ally, what the Democrats most need is to become associated 
the public mind with a few success stories whose time 
soon prove to have come, and preferably specific ones th 
can get converts from the bigger parties. The Conservativ 
who incline to Esops think that, following a trail blazed b: 
sales of council houses and shares i in privatised companies 
ESOPs could continue to promote popular capitalism. Some in 
the Labour party see them as a sort of social owne ni p that 
more electorally appealing than nationalisation, an 
practical than cooperatives. In America they have ha 
genuine successes when grafted on to a corporate culi 
which already makes employees feel loved. Since America’s 
National Steel sold Weirton Steel to an ESOP in 1984, Weir: 
ton has outperformed its parents and competitors. The. num 
ber of employees—yes, in a steel company—has grown from 


6,500 to 8,300. 














* The keynote speaker will be Derek Bowden, Media Director, Saatchi & Saatchi Advert- 
ising International, London, whose chosen topic is “It Pays to Advertise: A Case Stud” 

e There will be 27 speakers plus moderators, a virtual **who's who" of the 
advertising community in Hong Kong. 

è Fourteen topics are on the agenda, plus any other subject you would like to bring 
up. You may address any question to the speaker of your choice, participation 1s 
encouraged. 

* Speakers will be available at two coffee breaks and the cocktail party following the 
seminar for any enquiries you may have. 

* [t is open to everyone. 

| would like to know more about the Advertising Seminar "Everything you wanted to know 
about advertising but were afraid to ask". Please send me your brochure. 
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Can Singh persuade India that 
its emperor has no clothes? 


FROM OUR INDIA CORRESPONDENT 


i big unimaginable now seems possible: 
an India without Rajiv Gandhi as prime 
minister. For the first time, Mr Gandhi's 
leadership is being openly questioned by 
members of parliament belonging to his rul- 
ing Congress party. More ominously for 
` n, the opposition parties are at last 

tting aside their differences and uniting 
behind a man who has the look of a poten- 
tial prime minister. He is Mr Vishwanath 
Pratap Singh, whose fight against corrup- 
tion is being propelled beyond a crusade and 
into a serious campaign for power. India 
might not be the same again. 

Perhaps Mr Gandhi's colleagues know 
it. Their grumbles, taken separately, should 
be copeable with. Some, such as his “inac- 
cessibility" and his taste for foreign trips, 
seem petty. Others, including his failure to 
hold internal party elections and to attack 
corruption, are deeply serious—though they 
are problems that Mr Gandhi inherited and 
which he has said, sincerely, must be dealt 
with. But all the criticisms, the petty and the 
serious, were put down in a letter of com- 
plaint signed by some 30 Congress members 
of parliament and sent to the prime minister 
last week. 

The spark that set off this revolt was 
wided by the party's poor showing 
June’s by-elections for seven par- 

liamentary and 1l state-assembly 
seats. The Congress party won only 
three of the parliamentary seats and 
five of the others. It lost the all-impor- 
tant parliamentary by-election in AL 
lahabad to Mr Singh, Mr Gandhi's 
former defence minister and finance 
minister. 

The prime minister does not ob- 
viously court popularity. No doubt 
this shows merit in a politician. But 
his lack of rapport with ordinary peo- 
ple is a disadvantage for a leader. In 
December he took a ten-day holiday 
in the Laccadive islands with his fam- 
ily and some friends. Not only were 
the islands, in the Indian Ocean, de- 
clared off limits to ordinary visitors, 
but an aircraft carrier of the Indian 
navy was used to ferry guests; it stood 
by for the entire period. The party ate 
European delicacies like caviare and 
paté de foie gras, washed down with 
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French wines. In a country as poor as India, 
this sort of behaviour does not go down 
well. 

Mr Gandhi is not accused of being cor- 
rupt. But he leads a party in which corrup- 
tion is rife. The corruption story of the year 
has been about the purchase by India of 
howitzers from the Swedish firm of Bofors. 
The sheer size of the Bofors kickbacks— 
16% of the purchase price of $1.4 billion, 
some of which is assumed to have found its 
way into Congress party coffers—has 
caused disgust throughout India. 

That would not unduly disturb the rul- 
ing party if the opposition were in its usual 
shambles. But on July 25th the two most im- 
portant opposition groups, the Janata (Peo- 
ple's) party and the Jana Morcha (People's 
Movement), a not-quite-party begun last 
year by Mr V.P. Singh, decided to merge 
into a single Socialist Janata party (sj). The 
merger is to be announced formally on Au- 
gust 15th, the day on which, 41 years ago, 
Britain's last viceroy, Lord Mountbatten, 
handed over power to Congress govern- 
ment in India. 

The sjp is to become the centrepiece of a 
"national front" that will include several 
powerful regional parties. Among them are 





* TM 


V.P. Singh has a winning look 











the Telugu. Desam, led by the filmstar- 
turned-politician, Mr N.T. Rama Rao, in 
the southern state of Andhra Pradesh; the 
Dravida Munnetra Kazhagam, led by an- 
other former filmstar, Mr M. Karunanidhi; 
and the Assam Peoples' party, which threw 
Congress out of power in that state in 1985. 
The front also hopes to have electoral ar- 
rangements with the right-wing Bharatiya 
Janata party and with the Communist party 
(Marxist), which governs West Bengal. 

Will this patchwork hold together? 
Sceptics in Delhi recall that a cobbled-to- 
gether government formed in 1977 by the 
original Janata party broke up in 28 months. 
The comparison may be misleading. The 
four national opposition parties which 
merged in 1977 had to do so in a matter of 
days because Mrs Gandhi had given them 
just six weeks to face the people after she 
lifted her state of emergency. The shotgun 
marriage was followed by a quick divorce. 

This time the opposition leaders have 
been sorting out their differences for more 
than six months. Every likely contentious is- 
sue has been discussed, and the leaders have 
had time to get used to the idea that they 
cannot all be number one. Even if Mr Gan- 
dhi calls an early election, instead of waiting 
until the last legal moment (at the end of 
next year), the opposition will not again be 
caught on the hop. 

The passage of time has removed an- 
other hurdle to unity, the allocation of par- 
liamentary seats to each of the constituents 
of the opposition alliance. In the past ten 
years the battle lines have become much 
more sharply drawn. In all but one or 
two states, only one big opposition 
party now faces the Congress party. 
The sjp’s organisers say that in more 
than 400 of the 546 parliamentary 
constituencies there is only one obvi- 
ous opposition candidate. 

The opposition also has a genu- 
ine political programme. One prom- 
ise is to get rid of corruption, Mr V.P. 
Singh's big theme. Another is to take 
real democracy to the villages. Village 
democracy was an important part of 
Mahatma Gandhi's ideology. In the 
first decade of independence the 
Congress party established a system 
under which. directly elected village 
councils in turn elected two higher 
bodies. At the top was the district 
council—which, in theory at least, 
oversaw all local development pro- 
grammes. Under successive Congress 
state governments these local bodies 
have withered. In sharp contrast, op- 
position-ruled states have regularly 
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- held elections for them. 


_ So far so good, but there are plenty of 

. One is that under India's anti-defec- 
law any legislator who changes his party 
his seat. Thus when the Jana Morcha, 

Po is not yet a political party, merges for- 
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are still nominally members of the Congress 
party will have to give up their seats. Mr 
E VIP. Singh i is going to have a hard time per- 

some of them to stick: with him 
- through a hungry period out of office. But 
— he had better learn: being a good persuader 
is part of being a successful leader, especially 
if you are trying to move the world's biggest 
electorate. 





. Japan and China 


BUnioioettable, 


. unforgotten 


E. 
.— .FROM OUR TOKYO CORRESPONDENT 


EMORIES of war still cast a long 
shadow over relations between Japan 


- and China, although it is more than 40 years 
since the surrender of the Japanese armies 


that had been fighting in China. The visit to 


- China this month by Japan's prime minis- 
ter, Mr Noboru Takeshita, is intended to 


— mark the tenth anniversary of the treaty of 


[D 


» 


bo 
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peace and friendship signed by Japan and 
— China. But the earlier bellicose history will 
inevitably hang heavy in the humid Beijing 
air. 

Each side has several reasons for letting 
bygones be bygones. China sees Japan, 
through its links with the Americans, as a 
useful counterpoise to the Russian court- 
ship of the region. China needs Japanese 
help with modernising its economy. China 
would also like the Japanese to act as a 
bridge to South Korea, with which it has no 
diplomatic relations, but from which it is 
starting to get investment and equipment 


-— —more suitable to its present level of develop- 


Don't be discouraged 


Japan's trade with China 





1980 
Source: 


82 6 84 6 386 87 
l of Finance 
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EING the Queen’s representative in 

Australia is not the cushy job it 
sounds. An early incumbent, William 
Bligh, better known from the mutinous 
Bounty, caused another mutiny among 
the settlers in 1808. Mr Bill Hayden, who 
is likely to be the next governor-general, 
is said by his critics to be too political for 
the job. Although garden parties and 
state funerals are the usual round of the 
governor-general, so is the occasional 
constitutional crisis. 

The Australian constitution leaves a 
great deal to interpretation. In the past, 
governors-general have had to act judi- 
ciously to replace prime ministers who 
have died in office and to dismiss govern- 
ments. So the possibility of Mr Hayden's 
appointment has set off a fierce debate. 
The indelicate Aussies have even 
dragged Mrs Hayden into the contro- 
versy. She was arrested for shoplifting 
last year, but was not prosecuted. Mr 
Hayden publicly explained that his wife's 
doctors attributed her behaviour to the 
menopause. 

Mr Hayden, who is 55, has been for- 
eign minister for the past five years. He 
started out as a policeman, gained an 
economics degree in his spare time, en- 
tered parliament and was in charge of 
Australia's finances as treasurer in the 
last six months of Mr Gough Whitlam's 
Labor government in the early 1970s. 
The budget he had prepared was blocked 
by an obdurate Senate in 1975. Mr Whit- 
lam refused to call an election and was 
dismissed by the then governor-general, 


Sir John Kerr. Mr Hayden then sug- 


ment than what the Japanese offer. 

Japan, for its part, wants a politically sta- 
ble China. It wants a China that will take a 
friendly attitude, or at least not a hostile 
one, as regards the various regional issues, 
such as the Koreas and Kampuchea, in 
which Japan is now taking a greater interest. 
On both scores, the Japanese government 
believes that an economically growing 
China is its best bet, so it is backing Mr 
Deng Xiaoping's economic reforms. 

It is urging its businessmen not to be dis- 
heartened by the fact that making deals in 
China can be a hard slog and encouraging 
them to build more factories there, now that 
Taiwan and South Korea are becoming too 
expensive for Japan's offshore production. 
The Japanese government is also making it 
easier to-sell to China items covered by the 
western allies' rules on sales to communist 
countries of high-tech products with mili- 
tary applications. And it is stepping up its 
official development aid, of which China is 








Is someone talking about me? 


gested that Australia should sever all its 
links with the Crown. 

He has changed his mind since, but 
his language remains colourful. He said 
Mr Bob Hawke's general election victory 
in 1983 could have been won by a “drov- 
er's dog”. Just before that election, Mr 
Hawke had replaced Mr Hayden as lead- 
er of the Labor party. Mr Hawke may feel 
he owes his old comrade a favour. As 
prime minister he chooses the governor- 
general, although Mr Hayden will have 
to be approved formally by the Queen. If 
all goes well, or at least not too di 
trously, Mr Hayden is expected to take 
over the job when the present governor- 
general retires in February. | 


already the biggest recipient. 

Under the current programme for aid to 
China, covering 1984-90, Japan plans to dis- 
burse ¥470 billion ($3.5 billion) in low-inter- 
est loans for development projects such as 
the building of railways, power stations and 
dams. When he visits Beijing, Mr Takeshita 
will offer ¥800 billion for 1990-95, although 
g is 13% less than the Chinese had asked 
or. 

Unfortunately, a date with discord is ap- 
proaching. On August | 5th Japan marks the 
anniversary of the end of the war in 1945 by 
honouring its war dead, and the day has be- 
come one that Japanese nationalists like to 
mark. In 1985, when Mr . Yasuhiro 
Nakasone became the first prime minister to 
pay a formal visit to the Yasukuni shrine, 
which holds the ashes of some of Japan's 
best-known war criminals, his action en- 
raged China as well as other Asian coun- 
tries. A chastened Mr Nakasone did not 
visit the Yasukuni shrine the following year 
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or in 1987. 

This week, it was confirmed that Mr 
Takeshita will not be visiting the shrine. 
However, Mr Kiichi Miyazawa, the deputy 
prime minister, and at least four other cabi- 
net ministers plan to visit Yasukuni. That is 
bound to revive Chinese feelings of resent- 
ment against Japan. For the Chinese, the ar- 
gument that Japan still has a debt to pay for 
the war is a stick to use in prodding it for 
more aid and investment. But the Chinese 
may be right in suspecting that some Japa- 
nese do not feel contrition for the war vears. 

In May, Mr Takeshita had to sack a 
member of his cabinet, Mr Seisuke Okuno, 
for asserting that Japan was not an aggressor 
in the 1939-45 war but was merely defending 
itself against "the white race that had turned 
Asia into a colony". This episode damaged 
Mr. Takeshita’s standing with the Chinese 
` ause of his characteristic reluctance to 

quickly to defuse the affair and his ap- 
parent sympathy with the views of his friend 
Mr Okuno. When he visits Beijing, he will 
take pains to repair this particular bridge. 
But the Okuno affair came only 18 months 
after Mr Nakasone had had to sack his edu- 
cation minister, Mr Masayuki Fujio, for ex- 
pressing similar sentiments. Neither side is 
quite ready to step out of the shadow and 
forgive and forget. 





China 


Trouble with flies 


FROM OUR CHINA CORRESPONDENT 


N CHINA, the land of equality, titles still 
matter. Mr Zhao Ziyang is general secre- 
tary of the Chinese Communist party and 
first vice-chairman of the Central Military 
mmission. He is also, according to his 
mentor, Mr Deng Xiaoping, the “chief 
housekeeper”, responsible for guiding 
China along the path of economic reform. 
The housework is proving difficult and 
messy. This week, the talks on future strat- 
egy at the Beidaihe beach resort were 
abruptly halted; their resumption is uncer- 
tain. For all the fig-leaf commitment to “the 
further deepening of reform”, China’s lead- 
ers are split on how, and how fast, to carry 
out the reforms. Some, including Mr Zhao, 
are for letting a free market set prices as 
soon as possible. The cautious say that such 
a course would create new social problems. 
The cautious have a point. Inflation is 
rising, in June to an official annual rate of 
19%; corruption is rampant; and ineff 
ciency, with 30m too many workers in an ur- 
ban workforce of 130m, is as pervasive as 
ever. Old-fashioned types concede that re- 
form, launched nine years ago by Mr Deng, 
has brought higher living standards. A sur- 
vey last year claimed that 2796 of China's 
households have colour television sets, and 
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one in eight a washing machine. But serious 
crimes are running 3696 higher than last 
year; prostitution, venereal disease and ho- 
mosexuality—all said to have been elimi- 
nated in the days of Chairman Mao—are 
common in reform-minded coastal cities 
such as Canton and Shanghai. 

Mr Deng describes such ills as the flies 
that enter a room when a window is opened, 
and argues, “We can put up with the flies, 
but we cannot do without the fresh air." A 
good metaphor, but it still offends the old 
guard. 

The essence of the difficulty is that cap- 
italist ideas—prices set according to the free 
interplay of supply and demand—cannot 
simply be wished on to a communist body 
that lives by central planning. The most 
widespread economic reform so far has been 
the "contract system", in which a state en- 
terprise gets raw materials at prices fixed by 
the state and then shares any profit made 
above a quota agreed with the state. But as 
China's Economic Daily points out, price 
reform means that all producers should 
compete on equal footing for their raw ma- 
terials. So, ultimately, the contract system is 
incompatible with price reform and a free 
market. 

The answer, according to China's eco- 
nomic adventurers, is to reform public own- 
ership into something more “pluralistic” 
That could mean private ownership—the 
northern province of Liaoning is looking for 
foreign buyers for 33 ailing state firms. But 
do not say so too loudly: China mav be al- 
lowing sales of long-term land leases, stock 
exchanges and private business, but public 
ownership remains the dogma of the party. 
Mr Zhao, striving to keep the peace after the 
Beidaihe meeting, says, "We are not pre- 
pared to change the situation in which pub- 
lic ownership takes a dominant role." But he 
adds, “Our basic objective is to push all en- 
terprises, state-owned, privately-owned and 
joint ventures, to the market." 

Has Mr Zhao the power to achieve this 
brave ambition? Last weekend, Mr Zhao, 





Open that window, says Zhao with Deng 








dapper as ever in his western suit, gave out 
the medals at the National Army Day. Mr 
Deng, who two months ago said he was 
handing his military duties to Mr Zhao, was 
absent. The subsequent press coverage was 
doubtless meant to confirm Mr Zhao as Mr 
Deng's successor. But the uncomfortable 
question is why such confirmation should 
be necessary. It would be rash to bet against 
Mr Zhao. His most conservative enemies 
were routed at last year's party congress. But 
it would be equally foolish to discount the 
influence of the careful, Russian-trained 
prime minister, Mr Li Peng, and his cautious 
colleagues in the State Council. Mr Zhao 
may succeed Mr Deng as China's supreme 
leader. But he may have to slow down a bit. 





New Zealand 


Not a Kiwi 
Kinnock 


N HIS fifth budger since the Labour gov- 
ernment came to power in 1984, New 
Zealand's Mr Roger Douglas has continued 
to extend the sort of socialism of which mil- 
lionaires approve. The finance minister con- 
firmed on July 28th that he intends to re- 
duce New Zealand's top rate of income tax 
to 3296, versus the 6696 Labour inherited; 
he himself would have liked a flat-rate in- 
come tax at below 2596, but even his Labour 
party would not quite wear that. He is pay- 
ing for his loss of revenue only by a rise in 
cigarette tax and a tight curb on govern- 
ment expenditure. That leaves the current 
budget deficit at a fairly stern 2.2% of GNP, 
despite unemployment near to a 50-year 
high. And Mr Douglas intends to turn that 
small deficit into a capital-cum-current-bud- 
get surplus of more than 5% of GNP by a 
large number of privatisations. 
This year’s sales of state assets will in- 
clude two banks: the Bank of New Zealand, 
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the country’s leading commercial bank, 
which Labour nationalised in 1945 and 


- Tory governments have funked selling 


since; and the Post Office Savings Bank, 
which Labour's Mr Richard Prebble (who is 
now virtually the minister for getting rid of 
state enterprises) has criticised for increas- 
ing its spending by 75% in a decade in which 
its market share has halved. 

Other sales are of the national shipping 
company, up to half the country's forests, its 
international airports, a chain of hotels and 
part of the government's property agency. 
Mr Prebble says this agency has paid rates 
on property it cannot identify and earned 
nil returns from prime sites in Wellington 


- and Auckland. 


The sales are limited mainly by what the 


- market will absorb in one year, and Mr 


Douglas and Mr Prebble are really itching to 
sell more. Mr Douglas has complained that 
state coal mines have lost money for 20 
years, while building a surplus coal moun- 





tain that would carpet a highway 8,000 miles 
long. The mail-carrying monopoly is to be 
removed from the Post Office, and there- 
after half of the Labour cabinet would like 
to sell the Post Office too. The National (ie, 
conservative) opposition finds it difficult to 
get on the Thatcherite side of all this, which 


Might Thailand cripple Pol Pot? 


FROM OUR SOUTH-EAST ASIA CORRESPONDENT 


T THE talks on the future of 
Kampuchea in Indonesia last week 
the one person who said little was Mr 
Khieu Samphan, the representative of 
the Khmers Rouges. He declined even to 
agree to a communiqué, however weakly 
worded, by the parties to the talks: Viet- 
nam, the Kampuchean government and 
the three-party resistance. 

This was, to say the least, discourag- 
ing to the others at the talks, whose main 
fear is that when, and if, the Vietnamese 
leave Kampuchea the formidable 
Khmers Rouges will try to resume con- 
trol of the country. Some kind of stick, it 
was agreed, was needed to bring them 


20 


BANGKOK 


into line: to make them accept, at best, a 
minor political role in a future 
Kampuchean government and to ditch 
Pol Pot and their other notorious lead- 
ers. If China stopped arming the Khmers 
Rouges that would be a start, But might 
Thailand also have a say? 

Thailand harbours many of the 
30,000 Khmer Rouge soldiers and is a 
willing conduit for Chinese supplies to 
them. If Thailand withdrew its support, 
China could still get its arms though, but 
by a roundabout way that could be sabo- 
taged. It is at least arguable that the 
Khmers Rouges might be weakened, per- 
haps to the point where they could be 
controlled by the army of whatever gov- 


ernment runs a future Kampuchea. 
Thailand is not likely to stop support- 
ing the Khmers Rouges unless it is con- 
vinced that the Vietnamese have aban- 
doned their plans to control Kam- 


puchea. Some Thais suspect that, 
whatever the Vietnamese promise, their 
intent is to retain their hold on 
Kampuchea but without having to fight 
the Khmers Rouges for it. 

In Indonesia the Thais stuck fast to 
their pro-Khmers Rouges line. They were 
not in the mood for delicate negotiation. 
A general election at home was demand- 
ing the negotiators quick return to 
Bangkok to attend to the important mat- 
ter of securing jobs in the new govern- 
ment, Next time around the Thais might 
be more disposed to exercise the bargain- 
ing power they hold to help push 
Kampuchea towards a real peace. 





may help explain why New Zealand's La- 
bour government—although again lagging 
by far in public-opinion polls—was trium- 
phantly returned to power in last year's gen- 
eral election. 





Hongkong 


Ahoy there 


FROM OUR HONGKONG CORRESPONDENT 


IETNAM'S boat people are proving 

more resilient, or pig-headed, than 
Hongkong's government had imagined. 
Hongkong no longer offers temporary sanc- 
tuary to every Vietnamese boat person, 
pending his or her settlement in another 
country. Only those considered genuine po- 
litical refugees, possibly 10% of the total, ; 
acceptable. The rest, labelled "economic t... 
grants", are imprisoned until, Hongkong 
hopes, they can be returned to Vietnam. 
The policy, proclaimed with great publicity 
since it was introduced on June 16th, is de- 
signed to deter more boat people from seek- 
ing refuge in the British colony. 

Deterrence has failed. For the past six 
weeks boat people have been arriving at a 
rate that is now said to be 200 a day. Before 
the change in policy Hongkong was host to 
16,018 Vietnamese; the figure now is 
around 23,000. The new boat people had 
not heard of the new policy, or chose to ig- 
nore it. Either way, the Hongkong govern- 
ment is in a pickle: much more deterrence 
and it will look decidedly uncivilised. 

This week a Hongkong delegation went 
off to seek a solution in Vietnam itself. Per- 
haps the regime in Hanoi would be kind 
enough to stop its people leaving, and to ac- 
cept back some of its citizens now cooped r^ 
in Hongkong? 

Perhaps it would, but at a price. The 
West’s position has long been to deny aid to 
Vietnam until it withdraws its troops from 
Kampuchea. The Hongkong government 
fears it will be urged to break ranks and 
make unilateral donations to Vietnam. That 
would amount to putting a value on each 
refugee, so a cynical Vietnam might actually 
help more boat people to sail off to Hong- 
kong in order to take them back at an ever- 
increasing price. What makes Hongkong's 
embarrassment worse is that no more than 
20 boat people have so far volunteered to go 
home. 

In practice, Hongkong will eventually 
have to absorb most of the 16,000 boat peo- 
ple resident before June 16th. They have no- 
where else to go and Hongkong's govern- 
ment, stretched to the limit, needs help 
from the office of the United Nations High 
Commission for Refugees. That help will 
not come unless Hongkong becomes a little 
more hospitable. 
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True to form, Hanson adds - 
yet another record performance | 
to the ones we've sent our shares- 
holders over our 24 consecutive 
years of growth, E 












Hanson.sales for the first half E 
[year were over £5.7 billion: and. M 
‘the company is amongst the 10 - 
largest in the U.K. Cash resources: © 
now stand at over £5 billion with — 
ne net debt. 


Safety in numbers, indeed, 
i ce HANSON ADDS l 
ANOTHER SUCCESSFUL G MONTHS EARNING 
3 TO ITS 24 YEAR RECORD "lares 

OF CONTINUDUS. GROWTH. 
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| IARE UP 10%, PRETAX PROFIT UP 14% 
" TOS 6p. TO £356 MILLION. ^ 
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Afghanistan 


Don't shoot, 
they re going 


FTER fighting for seven years to drive 
the Soviet occupying army out of their 
country, the Afghan guerrillas cannot de- 
cide, now that it is leaving, whether to let it 
go quietly or harry it to the last. Now one 
resistance leader, Mr — Barhannuddin 
Rabbani, has urged the guerrillas to refrain 
from attacks which, he argues, might make 
the Russians slow down their withdrawal. 
This is a more controversial suggestion 
than it sounds. The guerrilla leadership had 
always said that it would allow the Russians 
an easy exit only if they talked to it about 
handing over power. The Russians would 
not; so the United Nations-sponsored agree- 
ment on their withdrawal was concluded be- 
tween the Soviet-backed regime in Kabul 
and Pakistan. The guerrillas were angry at 
being excluded from the deal. They were 
even angrier at the improbable implication 
that the Soviet decision to quit was not 
caused by guerrilla arms. Harassing the de- 
parting Russians might help disprove this. 
At first the guerrillas may also have sus- 
pected that the Russians would not really go 
unless they kept up the pressure. But the 
withdrawal continued, and Mr Rabbani 
probably decided that, with the battle for 
Kabul (and perhaps a struggle between the 
resistance factions themselves) still to be 
faced, fights with the retreating Russians 
were a squandering of resources. As he 
could not say this openly, he provided a 
more acceptable excuse for urging his men 
to conserve their strength. 
One of the best known field command- 
ers, Mr Ahmad Shah Massoud, apparently 


decided to do the same thing soon after the 


Go in peace, but go 
22 


withdrawal began in May. He seems to have 
agreed that, if both the Soviet forces and the 
Kabul government's soldiers withdrew com- 
pletely from the Panjshir valley, where he is 
based, he would not attack the departing 
troops. In 1983 he had made a somewhat 
similar one-year deal This time, Mr 
Massoud had a strong hand because the area 
he controls adjoins the Russians' main with- 
drawal route, the road running north from 
Kabul by way of the Salang tunnel. Yet it 
must have been particularly painful for the 
Soviet and Kabul commanders to surrender 
the valley; their forces' failure to capture the 
whole of it in fierce fighting in 1984 had 
made it a prized symbol of the resistance. 

Mr Rabbani's appeal may owe some- 
thing to the fact that Mr Massoud is related 
to him by marriage and is a member of his 
faction, one of seven in the fractious Paki- 
stan-based resistance coalition. The appeal 
will certainly infuriate another party leader, 
Mr Gulbuddin Heckmatvar, a bitter rival of 
Mr Massoud and a hardliner fond of declar- 
ing that the Russians deserve no mercy. 
However, of all the faction chiefs Mr 
Heckmatyar is the one most widely sus- 
pected of being more interested in taking 
power in Kabul himself than in ousting the 
Soviet-backed regime. 

The guerrillas have recently been con- 
centrating their efforts on a bombardment 
of Kabul, into which they fired hundreds of 
rockets during July, 170 of them in a single 
week. One hit the French embassy, another 
just missed the American embassy; this was 
enough to persuade most diplomatic mis- 
sions to send the remaining families of their 
staff home. The guerrillas seem to be operat- 
ing closer to the Afghan capital than they 
have been able to for three years. Soviet and 
Kabul government forces have withdrawn 
from the outermost of three rings of defence 
posts around the city. 

The Russians took the barrage seriously 








enough to throw troops of their own into an 
operation launched in late July to stop it. 
lronically, many Kabulis thought the rock- 
ets had been fired by the Russians in an at- 
tempt to give the guerrillas a bad name. Pres- 
ident Najibullah felt obliged to deny this in a 
broadcast on July 16th, after a group of Af 
ghans had brought bits of rocket to his of- 
fice to show that they were of Soviet make. 








Indochina 


The lost soldiers 


MERICANS are still hoping that some 
of their soldiers listed as missing in the 
Vietnam war will turn up, even though the 
war ended in 1975. Looking for them is one 
of the tasks of an American army team t 
arrived in the Vietnamese capital, Har.. , 
last week. 

Most westerners allowed into Indochina 
since the war think it unlikely that any 
Americans are being held there against their 
will. Any who remain have chosen to stay, 
they reckon, and may have married local 
women. The others in America's list of 
2.394 soldiers unaccounted for are assumed 
to be dead. But a small, stubborn minority 
continues to believe that there are prisoners 
to be liberated. 

Stories circulate in Vietnam of Ameri- 
can soldiers at work in fields, on building 
sites, and so on. Sometimes the tellers pro- 
duce, to an American visitor, imprints of 
identity tags, hoping that they can exchange 
their knowledge for help to go to the United 
States. But the tag has probably been taken 
from a corpse. In Laos, there are not even 
stories. Westerners who are occasionally al- 
lowed across the border from Thailand into 
Laos receive only blank looks when they : 
about American soldiers. The Laotians re- 
member the war. The countryside is littered 
with the wrecks of crashed and abandoned 
American aircraft, which are sold as scrap to 
dealers from Thailand. But, no, the Ameri- 
cans themselves went long ago. 

Why then does the American govern- 
ment pursue this quarry, against the advice 
of its own officials in Thailand? The lost sol- 
diers are still an emotive issue in America. 
On July 29th Président Reagan reassured 
families of the missing men that the search 
would go on. For its part, Vietnam wants to 
be seen as helpful by America, in the hope 
that diplomatic recognition will follow and 
economic isolation will end. There is little 
chance of this happening at present, the 
American Congress was told last week. 
When news of this apparent rebuff reached 
Hanoi on August 3rd, the Vietnamese said 
that the search for missing Gls was being 
called off, but, they hastened to add, only 
temporarily. 


X. ———————— ———————— 
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AMERICAN SURVEY 


Time to make the allies pay? 


WASHINGTON, DC 


EELING poor, America is acting mean. 

[t wants its allies to pay more for their 
own defence. It is dragging its feet in pay- 
ments to international organisations, nota- 
bly the World Bank and the United Na- 
tions. It is letting its aid budget to poor 

ions shrink. And it has given notice that 
~ .oes not like the way foreigners sell more 
to it than they buy from it. 

Foreign policy in the post-Reagan era is 
going to be about stitching these various is- 
sues together: it will be about money, not 
war. "When we served as secretaries of state, 
only a relatively small portion of our time 
was spent on international economic issues. 
Our successors do not have this luxury." So 
wrote two old hands from the 1970s, Mr 
Henry Kissinger and Mr Cyrus Vance, ear- 
lier this year. 

The main cause of the penny-pinching 
is the budget deficit. But politicians have 
their ears to the ground. Some think that 
blaming foreigners for America's ills could 
turn out to be a vote-winner. They certainly 
see few votes in generous internationalism 
of the kind America once practised. 

The defence appropriations bill, for ex- 
ample, includes a provision added by Sena- 
ror Bennett Johnston, a Democrat, and Sen- 

r Ted Stevens, a Republican, arguing for 
nunerica's allies to share more of the defence 
burden. Senator Johnston says that the 
costs and benefits are unfairly distributed. 
He has a point. The United States has more 
than Im troops and their dependants 
abroad, at a cost of about $35 billion a year, 
though the Defence Department says it has 
no exact figures. The average taxpayer in 
America now pays $1,164 per head on de- 
fence each year, compared with $454 in 
West Germany and $163 in Japan. 

Mr Johnston's reforms would require 
the secretary of defence to review overseas 
commitments by March 1989, to budget for 
overseas costs (which it does not do now), to 
set a limit to the number of troops abroad 
and to spend no more than at present on 
overseas forces—unless the extra money 
came from the allies. It would also require 
the president to appoint a special official to 
deal with these issues. 

The fate of these provisions in Congress 
lies not so much with their merits but more 
with other presidential and congressional 
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concerns. The main presidential concern is 
the fate of the defence authorisation bill, 
which President Reagan vetoed on August 
3rd (against his defence secretary's advice), 
citing its cuts for star wars and other pro- 
grammes. The congressional concerns in- 
volve various dark threats, largely directed 
at Japan. 

One of these arises from the proposed 
sale of two Aegis naval battle-management 
radars to the Japanese government at a cost 
of $1 billion. The Johnston-Stevens provi- 
sions would stop that sale partly because of 
the risk of letting sophisticated technology 
out of American hands, and partly because 
the Japanese want to buy only the engines 
and weapons systems of the ships, not the 
hulls themselves. Mr Johnston's state, Loui- 
siana, has a ship-building industry which 
would like the order. But the Japanese have 
their own ailing, though cheap, ship-build- 
ing industry. They would rather get equiva- 
lent technology elsewhere than buy Ameri- 
can ships. As Representative Stephen Solarz 
of New York puts it, "For every ship-build- 
ing job we insist on, we risk losing two jobs 
in the electronics industry.” 

The Aegis tale highlights the dilemma 
in “burden-sharing’’. If America is to share 
the cost of defending the free world, it must 


also be prepared to share other things, 
whether arms-selling or decision-making. If 
it turns its back, countries will buy their 
weapons elsewhere (Saudi Arabia in Britain, 
for instance). And if the costs of defence 
tasks are to be shared, the tasks themselves 
may have to be carried out more co- 
operatively. 

Yet if the policing of the Gulf, say, were 
to be carried out under UN auspices, or a 
pacified Angola were to be stabilised 
through an international development ef 
fort, would America be ready to contribute 
a share of the cost? Aid is especially unpopu- 
lar at present. Most Americans are con- 
vinced that it does some harm and little 
good, America’s aid budget amounted to 
only 0.23% of GNP in 1986; a smaller pro- 
portion than Japan's and half of Europe's. 
Less of it goes to the really poor. Sub-Saha- 
ran Africa will receive only 696 of America's 
aid in the fiscal 1989 budget, compared with 
about 996 in the early 1980s. 

A similar distrust extends to interna- 
tional organisations. Americans dislike the 
fact that they have the same influence on 
how the United Nations spends its money as 
Burkino Faso, despite a subscription several 
thousand times as large. The Reagan admin- 
istration has held back part of its subscrip- 
tion, nearly $500m, pending the reforms it 
desires. A suspicious Congress has also 
balked at the $421m required for the World 
Bank's third general capital increase. And 
for no reason, good or bad, America is 
$17.6m in arrears in its payments to the 
World Health Organisation. 

Americans feel just as unhappy about 
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deficit is so big. The new trade bill expresses 
some of their sense of grievance. lt was 
passed by the Senate on August 3rd and 
ent to President Reagan for his e 
fter he had let the plant-closure bill become 
w (by withholding his veto rather than by 
gning it). This had been the main obstacle 
ı the way of the trade bill. (The two bills 
had been one, which Mr Reagan vetoed in 
Aay because of its plant-closure provisions.) 
Mr Reagan will now have to live with 
two measures, the trade bill and the plant- 
osure bill, that give him little pleasure, 
having had the embarrassment of seeing his 
veto not over-ridden but side-stepped. The 
trade bill is less protectionist than at one 
me seemed fikely, but it is protectionist 
onetheless. It will reduce the next presi- 
lent's room for manoeuvre in trade disputes 
ind mandate more retaliation. 

The trade issue seems to have gone off 
boil since Mr Richard Gephardt's cam- 
ign fizzled out in the primaries. But the 
ssage of the trade bill could revive it by 
ving a charter to industries seeking protec- 
n. Confider the ball-bearing industry for 
oretaste of that new world. | 
America’s ball-bearing makers have al 
eady won protection f for part of their mar- 
ket. The Defence Department ruled this 
week that its contractors must buy only 
American-made ball bearings. This, at a 
-time of an upturn in orders, has boosted the 
industry's profits. Yet on the president's 
-desk right now is a new plea for protection. 
Again the excuse is national security. This 
time the industry says it can survive to sup- 
| ply the defence industry only if its whole 
market is protected: if all foreign ball bear- 
ings are excluded from America. Mr Martin 
Weinstein, a foreign-policy pundit, points 
out that one way to share the defence bur- 
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America’s ball bearings. 





same as in the old: whether to adopt force or 





in Congress who call for 





eign investir ent and troop withdrawals, 


speech on August 2nd, 
wince 






anted, he said, to E rin 
ies into "a new economic system based on 
co-operation rather than economic war- 





point this way: you cannot both ask the al- 
lies to do more and hit them over the head 
for not doing enough. a 





trade. They d their tr a ding parmers i i 
have it too easy, and that is why the trade - 


den with Japan would be to get it to supply 


the Gulf, The ship's crew, 


The central difference of view in this T. 
new world of foreign policy is much the 


persuasion. | In the Reagan era, the Republi ^ 
ns came to stand for military force, the - 
mocrats for “negotiation. On trade and - 
aring itis the other way round. lt . 
ndatory trade retaliation, restrictions on. 
Ne Republicans prefer negotiation. Mr. | 

rge Bush, ir i‘ through third parties. America apoloj 
Europe of is 


e Pacific « ‘coun: 


fare”. One of Mr Bush’s advisers made the 
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America and Iran 


After you 


WASHINGTON, DC 


F IRAN can make peace with Iraq, ilis 

hated enemy, can it also come to terms 
with America, the Great Satan? And can 
America do business with the country that 
habitually humbles its presidents? Much 
stands in the way of better relations. But 
Iran knows it needs a more friendly America 
to balance its relations with its northern 
neighbour, the Soviet Union. And America 


wants to be on better terms with Iran to stop 


Soviet influence from spreading to the Gulf. 

One American gesture that may ease 
the strain will be the publication of the De- 
fence Department's report on the shooting- 
down on July 3rd of the Iranian Airbus in 
which 290 people were killed. This is said to 
confirm the Iranian version of events: that 
the aircraft was not descending towards the 
uss Vincennes, which shot it down, but was 
flying normally on its ordinary course across 
under pressure, 

















" mistakenly reported it to. be hostile. The 
_ mystery signals that made the crew think the 


Airbus was a military aircraft apparently 
came from a C-130 transport at the airport at 


Bandar Abbas, in Iran. 





. Before going much further, Des 
America wants its hostages back from Bei- 
rut. Tt cannot. openly negotiate for them. 
What can it do? Messages are already mov- 
ing between Washington and. Tehran 
Eo gised 
after shooting down the Airbus and offered 
to pay compensation. It also sent word of its 


approval when Iran at last accepted the UN 








Security Council's call for a ceasefire. Iran 


replied that, if America wanted a dialogue 


. and. better relations. both sides ought to- 


make goodwill gestures. The Americans 
could release the Iranian assets it has frozen, 
and Iran could use its good offices to try to 
release the American hostages in Beirut. 


ee OUS DLP TURN LOOSE AT THE | 
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administration, be 
burned by its arms-for-hostages scandal, | 
a two-word answer: no deal. The hostages 
must be released first. But the White House 
spokesman, Mr Marlin Fitzwater, has said 


The. 


Reagan 


that America is "willing to talk" if Iran 
would provide an “authoritative source". 

Some confusion surrounds the issue of 
Iran’s assets in the United States. Iranian 
government investments, and arms bought 
by the Shah but not yet delivered, were 
seized after the American embassy in Teh- 
ran was taken over in 1979. But the State 
Department claims not to have "even a 
ballpark figure" of how much is involved. 
There are also big Iranian escrow accounts 
set up after. the embassy hostages were re- 
leased in 1981. These are used to settle pri- 
vate and government claims by both sides. 
The claims, some of which go back to the 
revolution that overthrew the Shah, are be- 
ing handled by the World Court in The 
Hague, where some 2,500 cases are pendine 

America's allies have been mov 
faster in dealing with Iran. The British gov- 
ernment has been keeping toa "no-deal" 
policy over its three hostages in Beirut and 
its two citizens jailed. without charges in 
Tehran. But its chief delegate to the UN has 

already had a long talk to Iran's foreign min- 

ister. A dispute over damage to the Iranian 
embassy in London and to the British em- 
bassy i in Tehran has been settled. And Brit- 
ain may soon reopen its Tehran embassy, 
which is now empty. | 

France has done deals while saying it has 
not. Its Beirut hostages have been released 
in three stages, each followed by French re- 
mittances to Íran of aie representing re- 
payments of a $1 billion loan by the Shah. 
France broke diplomatic relations last year 
after trying to arrest an. embassy employee 
suspected of links to terrorists, and Iran had 
retaliated by holding a French diplomat in 


_Tehran. The French later agreed to swap the 


two men. They resumed ccs rela- 


tions with Iran last month. 











ontra affair 
Charges split 


WASHINGTON, DC 


VETER four and a half months, the ef 
forts of the special prosecutor to bring 
the lran-contra case to trial have reached a 
possibly fatal point. Since July 8th Mr Law- 
rence Walsh has been under court order to 
make 300,000 pages of documents available 
ut-Colonel Oliver North, the first de- 
tendant due to be tried. The deadline was 
August Ist. On August 2nd Mr Walsh an- 
. nounced that he could not meet it. Most of 
these documents are in the hands of govern- 
ment agencies which, pleading national se- 
curity, will not release them. Mr Walsh now 
sees only one way out: if the court will not 
dify the order, he must split up the 16 
..Jhts in Colonel North's indictment to 
make two separate trials. | 
. Fhe first, on 13 counts of lying to Con- 
-: gress, obstruction of justice and personal en- 
| tíchment, would be ready to proceed by Sep- 
tember 20th, the date for which Mr North's 
trial is set. The second trial, on the three 
counts of conspiracy and fraud against the 
United States, could be delayed às long as 
necessáry to sort out the documents re- 
quested by the defence. This would mean 
that the most explosive political charges 
would not be considered until after the elec- 
tion. It also means that the conspiracy 
counts, once severed from the others, would 
probably never get to trial at all. 
^. Conspiracy was the core of Mr Walsh's 
. case against Colonel North, Rear-Admiral 
John Poindexter, Mr Richard Secord and 
-Mr Albert Hakim. But it was always a rickety 
-legal construction and now, with the appar- 
“ent impossibility of disclosing many of the 
cuments, it is becoming an intolerable 
drag on the case. The trial judge, Mr 
Gerhard Gesell, who conducted the lesser 
- Watergate trials, likes to speed along. He is 
famous both for his straight talk to awkward 
lawyers and for his alacrity in keeping dock- 
ets clear. September 20th is a date he means 
to meet. He knows, as Mr Walsh does, that 




















the counts of lying, obstruction and enrich- - 


‘ment make a tidy criminal case. He also 
knows, as Mr Walsh now admits, that the 
‘conspiracy counts involve “novel legal theo- 
ties". These were the best Mr Walsh could 
‘do to criminalise the subversion of foreign 
policy. Desirable as it thay be to make a 
"crime of that, no existing statute easily al- 
lows it. Ea 

~~ Mr Walsh, in his request of August 2nd, 
hoped that splitting the trial would not 
mean dismissal of the conspiracy counts. 
The government, he said, has acted in good 
faith to try to meet the deadline. Even if it 
has failed, dismissal would be "too ex- 
treme”, But Judge Gesell, battered by an in- 
dignant prosecutor on one side and by Mr 








North’s aggressive lawyers 
plainly not minded to give | 
time to sort the papers out. — 

To dismiss the conspiracy charges 
would remove from the other counts their 
central theme and much of their motiva- 
tion. Against Admiral Poindexter, Mr 
Secord and Mr Hakim, so few charges would 
be left that trials might not even be brought. 
Colonel North, however, would: be less 
lucky. As the retired colonel goes round the 
country, making speeches for $25,000 a 







much more 


time, he is painting himself—with some suc- 


cess—as a political martyr. Without the con- 
spiracy charges, the politics would be taken 
out of his case. Thirteen alleged felonies 
would remain: unheroic, unobscure and not 
much help to the campaign of his open ad- 
mirer, Mr George Bush. 





Ed Koch 


I'll unsay that 
again 


POLITICIAN, they say, is a man who 


approaches every issue with an open 


mouth, generally with both feet stuffed in- 


side. Not for the first time, Mr Ed Koch has 
been busy proving them right. 

To be fair to the mayor of New York, his 
trouble this time was no more his mouth 
than his voters’ closed minds. An American 
politician, as angry foreigners seldom under- 
stand, cannot ignore his voters’ prejudices. 
In New York, for instance, a quarter are Jew- 
ish; so Mr Koch (even if he did not feel that 
way, as he does) must give unrelenting sup- 
port to Israel, forcibly planted among a hos- 
tile population 40 years ago. Another eighth 
are ex-lrish Catholics; so Mr Koch must be 
as implacably hostile to British rule in Ulster 
and its Protestant supporters, similarly 
planted ten times as long ago. Mr Koch usu- 
ally manages this intellectual splits without 
trouble. Last week he slipped. 

His error was to visit Ireland and take a 
look for himself. Worse, he took his mind as 
well as his mouth along with hím. Into it 
crept some pernicious truths. [n Dublin 
even, let alone on a lightning visit to Belfast 
where he met some actual Protestants, he 
discovered that the province remains British 
because a majority of its inhabitants want it 
that way; that blowing up civilians is wrong, 
and that it is chiefly the IRA, not the Brits, 
who do it; indeed, that that is why the Brit- 
ish army is there. 

Not just did Mr Koch observe what he 
saw and listen to what he was told. At the 
end of his trip he repeated it: the British 
army, after all, was not a force of occupation 
but trying to keep the peace. This is not 


what New York's Irish expect from their - 


mayor, as they loudly told him. Mr Koch, up 





























for re-election next 
Then he clarified ar 
emphasised and: 
apologised. He: 






















ue p y Dad c 
to Irish-Americans. No doubt that paii 
greater than the pain suffered by the T 
family, including a six-year old child, wh 
the IRA had blown apart while Mr Koch w 
on his voyage of misdiscovery. 


Pollution o ; 
Syringes in the 
surf 


IMHE beaches in New York this st 
have been filthy enough to disg 
New Yorkers. Some beaches have 
closed because of “blooms” of bi 
growing on sewage spills. Others hav: 
washed by floating collections of tins, b 
tles and general muck. Nastiest of all: 



























No bathers either 



































































NEW YORK 


EMEMBER the round-the-world 
AN garbage barge? Last summer's pollu- 
-tion horror story was about a barge that 
“sailed 5,000 miles in search of a dumping 
-ground for its rotting cargo of rubbish. 
The story may yet have a happy ending. 
Stung by the notoriety it gained as the 
filler of the barge, the town of Islip, on 
Long Island, has raised its environmental 
consciousness. It now has high hopes of 
solving its rubbish problem by recycling 
the stuff instead of exporting it. 

Since the garbage barge set sail, Islip 
has more than tripled Vs amount of rub- 
bish it recycles, to nearly 1096 of the to- 
tal. And it is mounting a concerted drive 
to increase this proportion to half by 
. 1990. For good reason. If Islip falls too 
r short of its recycling goal, it may have 
esort to disposal methods more than 
ice as expensive as recycling. 

The root of Islip's pose isa 1983 
tate law designed to. clean up municipal 
ubbish tips in New York. On Long Is- 
land, the law proposes to close municipal 
‘dumps by 1990. Islip reckons.it can in- 
cinerate about half the rubbish it pro- 
|. duces. But if it cannot recycle the other 
[| half (at a cost of about $50 a tonne), it 
- will have to ship it off Long Island by 
« means more reliable than barge (which 
may cost over $100 a tonne). 

To boost recycling, Islip has given 
|| each of its households a beige and green 


-flotsam is the medical waste—including sy- 
inges and blood samples, a few of them con- 
aminated with AIDS or hepatitis. 

Early in July, Long Island beaches were 
emporarily closed after syringes were 
washed up along 35 miles of the shore. A 
veek later, more syringes floated up on 
taten Island. All in all, about six or seven 
arge bags of medical waste have come 
shore on New York’s beaches, and more on 
New Jersey's. With temperatures in the 90s, 
me people have disregarded instructions 
stay away. Others have been scared away 
en from open beaches. — — 
. The medical waste ha 8 oed the 
most anger, though: sewage has closed more 
yeaches. New York city produces about 
O0lb of potentially infectious medical waste 
ach week, and the rest of the state creates 
bout l 000Ib more. In theory, this “red 
ag" waste should be disposed of only by 
tate-licensed contractors, under tight regu- 
ation. Somebody i is flouting the regulations. 
Fingers are pointing nearly everywhere. 
w York's i ace point at New York. 

Nev 
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i 
recycling bin for glass, paper and metal. | 
This stuff is collected separately from | 
other rubbish. And roving recycling in- 
spectors sniff about to make sure that | 
Islip residents do not mix their refuse. | 
Those who do are given educational lit- | 
erature, warnings and. repeated visits | 
from the inspectors. Eventually, they | 
may be hit with fines ranging from $25 to | 
$500. | 

Next step in Islip’s sodita cam- . | 
paign is to give residents another bin | 
(colour as yet undetermined) for garden 4 
waste and compost. The city has set áside | 
several acres for a municipal composting 
site, which it hopes will take 60,000 | 
tonnes of rubbish a year, a sixth of Islip's. E 
total. Local gardeners are to be the | 
beneficiaries. —— | 

Much more still TUN to be done. | 
Even if the composting scheme works as | 
planned, the amount sent for recycling | 
will have to double if Islip is to reduce its | 
rubbish to quantities that can be dealt | 
with locally. So far, simple education and | 
moral.suasion have encouraged recy- | 
cling. Should that falter, however, the | 
logical next step would be for Islip to | 
start charging its residents the real costs 
of disposal. If householders start paying 
disposal costs for non-recyclable waste 
two or three times higher than that for 
recyclables, recycling’s popularity will get 
yet another boost. 


Perth Amboy were recently arrested for im- 
proper disposal of medical waste. Others 
have a different theory. Many needles are 
not really washed up on the beaches, one of- 
ficial has explained, presumably hoping to 
reassure; they are left there by junkies. 
Most investigators, however, now see 
three possible sources for the syringes, One 


is diabetics. Most of the needles so far found 


have been of the small kind used by diabet- 
ics to inject insulin. Many of these are sim- 
ply flushed down the lavatory, into a sewer 
system which in New York and elsewhere 
overflows into the sea after a heavy rain. 

: But diabetics have not been responsible 
for the larger needles and vials of blood 
which have also been found on the beaches. 
Here, suspicion turns to certain fly-by-night 
clinics. New York city recently banned 22 
such clinics from receiving reimbursement 
from Medicare, and the operators of an- 
other clinic in Harlem were charged last 
week with illegal dumping of medical waste. 


The third set of polluters may well be | 


New York's hospitals. As more and more 
medical equipment is made to be thrown 


eit-rubbish. 
als have been 
I of infectious 
waste in de past joe veais, some of them 
several times. - 

The regulations are now being more 
tightly enforced. Pressure is mounting toin- 
crease penalties for illegal dumping, which 
at present carries a maximum penalty of a 
year in jail and a $200 fine. But these mea- 
sures are not likely to prevent sewage and 
household - rubbis closing beaches from 
time to time. .- | 


What is dey 









ng is not how much 
needs to be done, but how much has been 
done to so little avail. Over the past 15 
years, the amount “of industrial waste 
dumped into the Bight of New York has 
been cut from 4.6m tonnes to 200,000 
tonnes. Raw sewage is no longer piped into 
the Hudson river from Manhattan, and t 
cessed sewage is no longer dumped 12 m 
offshore but 106 miles. Yet New York had 
tó ban fishing for striped bass in its waters in 
1986 because the fish had become contami- 
nated by toxic chemicals. And sewage still 
washes up on the beaches. 





The drought 


Bad for ducks, 
good for drugs | 


WASHINGTON, DC | | 
YT HAS been terrible weather for ducks. 


America's drought, which is slowly but 
not surely petering out (after two weeks of 


scattered rain, the heat returned this week), 


has hurt a lot of wildlife. Ducks in particular 
have suffered badly. Many migrated much 
farther north than usual, to Alaska : 
northern Canada, in seatéh of ponds "v 

which to breed. Conditions were. so poor 
that the return migration will bring fewer 
pintail ducks than ever before. Last 
year—the second worst on record—about 
J.1m pintail flew south. This year the Fish 
and Wildlife Service. estimates that only 
2.6m will — . 

/— Other creatures are a ee The 
acorn crop may be a total failure in the Mid- 
west and South, bad news for squitrels and 
turkeys. Chesapeake Bay is saltier than 
usual, the flow of the Potomac and Susque- | 





away after use, even the highest-minded hos- | i Ne rg ny. j 











The 767 turns 
the great circle into 
solid gold. 


Brew. eing 767 is opening a world This unique low-cosv long-range com- also opening new routes to London 
of new routes and business oppor- bination enables airlines to increase 
tunities the frequency of existing interconti- 

nental services — and to open new 


The Boeing 767. Range capabilities 
surpassed only by the Boeing 747 

It has the lowest í iperating costs per : Operating costs lower than any com- 
trip of any jetliner with comparable long-range services which would not petitor. For airlines around the world 
range, including those still under be viable with anv other airplane. it represents a golden opportunity 
development. And it has the range to The 767 is already providing dailv ser- 

link Asia with Europe and North vice between North American cities 


America and Paris, Manchester and Zurich. It's PLD EINE 
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every day can be overwhelming unless you know how to manage it. * That's why, at Marti 
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‘ere constantly searching for better and faster ways to organize even the most complex 
formation systems. * At Martin Marietta, we apply the same creative intelligence to information 
lanagement that we bring to defense, electronics, space, energy systems and materials. 
ecause once you know how to manage information, you won't be buried by it. 
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hanna rivers having dropped, and that is en- 
couraging parasites that kill oysters. In parts 
of the Mississippi and Missouri rivers, fish 
cannot breed because their spawning 
grounds are dry, and in streams draining 
into the Great Lakes sea lampreys are feast- 
ing on the trout because chemicals normally 
used to control lampreys cannot safely be 
used when the water is so low. 
Paradoxically, the fires that have burn- 
ed out of control in Yellowstone National 
Park in Wyoming will be good for the ani- 
mals. The park managers allow natural fires 
to’burn themselves out, which helps to clear 
old forest and allows grass and shrubs to 
flourish in the clearings. In recent years fires 
have been few and much of the ground 
grazed by elk and bison has been overgrown 
again by forest. This year more than 125,000 
acres, about 596 of the park, have been 
- ;rned by several large fires. The fires re- 
ise back into the soil minerals that were 
locked up in trees; these encourage rich 
grass growth as soon as the area is reseeded. 
In West Virginia the drought has had an 
unexpected effect: it has produced an espe- 
cially fine marijuana vintage. The state, ac- 
cording to its agriculture department, grows 
about $800m-worth of pot (more than any 
legal cash crop). In hot, dry weather, the 
marijuana plants are stunted like any others, 
but the enzymes on which smokers rely for 
their effects are more concentrated. High 
times ahead, even if not high temperatures. 





Detroit 
Too risky a 
gamble 


NETROIT 


ZEW big cities in America have been hit 
r as hard by industrial decline as Detroit. 
It is still home to the car industry, but plants 
have moved away and those that remain are 
becoming more automated. Unemployment 
and crime are high. Drugs are rife. The 
bright features, such as the building boom 
downtown, are too few to enliven a coma- 
tose economy. Something new is needed. 

Mayor Coleman Young thinks that 
something should be casinos. For years Mr 
Young has wanted to make Detroit the third 
main gambling centre in America after Las 
Vegas and Atlantic City. Detroiters are less 
keen: on August 2nd they voted against the 
idea, by 5296 to 4896, in a referendum. 

The vote was advisory only, so the cam- 
paign for casinos is not dead. But since the 
voters have now turned down the idea three 
times—they also did so in 1981 and 1976— 
its prospects must be considered poor. The 
vote will, above all, make it politically hard 
for the state legislature to pass the necessary 
legislation, even if wants to. It probably does 


THE ECONOMIST AUGUST 6 1988 





Cable's candidate 


ATLANTA 


eee Where now for Mr Jack Tan- 
E ner, the former congressman 
from Michigan who finished 
so strongly at the Democratic 
convention? The 50-year-old 
Democratic candidate for the presidency 
apparently has two choices: either to 
throw his active support behind Mr Mi- 
chael Dukakis, his party's official nomi- 
nee, or to continue his campaign as an 
independent. 

The slog from lowa to Georgia can 
take its toll, as the other candidates will 
attest, but Mr Tanner appears to have 
withstood it well: he was looking bored, 
rather than tired, slumped in a chair out- 
side his convention headquarters in At- 
lanta two weeks ago. His vigorous cam- 
paign has brought him mixed results. He 
did well at the polls (coming third on Su- 
per Tuesday in March), but his prospects 
may be threatened by the conduct of his 
personal life, particularly by his affair 
with one of Mr Dukakis’s senior aides. 
Now for a decision: will the campaign 
continue past the scheduled end of the 
series later this month? 

Series? Mr Tanner is actually Mr Mi- 
chael Murphy, an actor. He is the leading 
character in “Tanner '88", an unusual 
television programme running through- 
out the United States on Home Box Of- 
fice, a cable station (the programme has 
also been seen in Britain on Channel 4). 
It is directed by Mr Robert Altman 
("M*A*S*H" and "Nashville"), written by 
Mr Garry Trudeau (“Doonesbury”) and 
gets some of its political savvy from Mr 
Sidney Blumenthal of the Washington 
Post. 

Impressive and unusual though these 
credentials are for a cable series, what 
makes "Tanner '88" especially remark- 
able is its realism and its knack of bring- 
ing real people—including real candi- 
dates—into the plot. "Tanner '88" is a 
ghost campaign running alongside the 
real race. 

First, there is the candidate and his 
entourage. Mr Tanner is no two-dimen- 
sional politician. According to his "biog- 
raphy", for example, "Jack accepted a 
full basketball scholarship to the Univer- 
sity of Kansas after being recruited by the 
Jayhawks’ legendary coach, Dr F.C. 
‘Phog’ Allen." Unfortunatley Mr Tan- 
ner suffered a shoulder separation in his 
second year there before he transferred 
to Princeton. Today he is surrounded by 
believable political characters: aggressive 
reporters, zealous true-believers and 
hardened campaign aides. 








2196 and Mr Dukakis 1996. 






Then there are the cameos. Mr Tan- | 


ner has met a lot of famous people since 
January. In lowa he swapped campaign 
badges with a mildly confused Senator 
Robert Dole, then full of hope of captur- 
ing the Republican nomination. In Ten- 
nessee he talked with Mr Waylon Jen- 
nings, the country-music singer, at a real 
fund-raising event for Senator Albert 
Gore. 

He has been interviewed by Miss 
Linda Ellerbee, a former network cor- 
respondent, sipped drinks with Mr Rob- 
ert Squier, a media consultant, and Miss 


Tv " 
Too good to be true 


Mary McGrory, a newspaper columnist, 
and—through the clever use of splic- 
ing—appeared in a Democratic party de- 
bate with Mr Dukakis and the Rev Jesse 
Jackson (he criticised Mr Jackson for 
making race an issue in the campaign). 
He and his staff were even allowed on to | 
the floor of the Atlanta convention. i 

Sometime this month, Mrs Kitty Du- 
kakis, wife of the Democratic nominee, 
will appear in an episode, at her own re- 
quest. [n a téte-a-téte with the object of 
Mr Tanner's affections (the aide), Mrs 
Dukakis will ask whether Mr Tanner will 
back her husband's campaign. No word 
yet from the Tanner camp. 

All this has been popular with Ameri- 
ca's political junkies, but what of the vot- 
ers? In June HBO gave viewers a chance to 
cast their votes by calling a free tele- 
phone number. Some 40,000 calls were 
received: Mr Tanner got 3896 of the 
vote, Mr George Bush 2296, Mr Jackson 
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not. State law prohibits casinos (but does 
not extend to Indian reservations, on one of 
which, in northern Michigan, a casino oper- 
ates under federal law). The state does, how- 
ever, run one of America's most successful 
lotteries and also allows horse racing (Lad- 
broke, a British bookmaker, owns a track in 
a suburb of Detroit). 
— The debate on casinos, which was long 
p d impassioned, was dominated by the lure 
E. and the fear of crime. Those who 
anted casinos said that up to 40,000 new 
obs 3$ could be created (in a city of just over 
people). They would, it was said, provide 
ip to to $466m in tax revenue in ten years. 
ind if Detroit did not open casinos, other 
“it es would—maybe even Detroit's sub- 
urbs, said Mr Young, though no suburban 
officials had called for them. 
Opponents, some of them using statis- 
tics drawn from studies of Atlantic City, 
said that only 2096 of any jobs created by 
casinos would go to residents of Detroit. 
A unc they argued that casinos would hit the 
y's existing businesses, perhaps driving 
out as many as 70%. But what most fright- 
ened the opponents was crime. Casinos, 
the feared, would bring both street crime 
an organised crime. At a minimum, extra 
police would be needed. 
_ The debate leaves Deroit's economy as 
it was, but its politics somewhat changed. 
The prospect of casinos brought new divi- 
sions to the city’s politicians and revived old 
ones (Mr Tom Barrow, a leading casino op- 
nt, was Mr Young's rival in 1985). The 
voters must hope that future ideas for job- 
creation will cause less acrimony. 
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A AARRIAGE in America has been on 
i the rocks for years, driven there by di- 
vorce, cohabitation and the why-bother atti- 
ude of the baby-boom generation. Since 
1970 the marriage rate has fallen by some 
30%, while the divorce rate has risen by 
076. . Yet, at least among some people, mar- 
> may be making a comeback. One such 
i M Hugh Hefner, who has for 35 years 
be n preaching the merits of sex without 
marriage and even four months ago was 
vowing never again to tie the knot. No 
longer. His hand has been offered to, and 
accepted by, Miss Kimberley Conrad, Play- 
boy's “playmate” for January and cover girl 
or August. They will marry next year. 
. . The news of Mr Hefner's marriage coin- 
cided with the closure of the last of his Play- 
boy Clubs in America. The Lansing club, 
operated under a franchise, put its nine bun- 
. nies out to grass last weekend, 28 years after 


the first Playboy Club opened in Chicago, 
home of the Hefner empire. The sexual 
revolution, it seems, has either left Playboy 
Clubs behind or turned full circle. 

One piece of evidence pointing to the 
full-circle explanation is that the proportion 
of new households formed by married cou- 
ples is on the rise. That means that propor- 
tionately fewer Americans are setting up 
house with boyfriends and girlfriends, or liv- 
ing unmarried with their children; more 
young Americans are staying at home with 
their parents. Even so, they are not taking to 
either marriage or reproduction in a big 
way. The average age at first marriage con- 
tinues to rise, and the birth rate remains low 
and static (provisional figures for 1987, 15.7 
per thousand, show only a tiny increase over 
that for 1986). 

The comeback for marriage, if there is 
to be one, will come among three groups. 
The first is those who are already married, 
more of whom are choosing to stay that way 
than were a few years ago. Although fully 
two marriages in five are still likely to end in 
a bust-up, the divorce rate has levelled out at 
about 4.8 per thousand of the total popula- 
tion, having reached a peak of 5.3 in 1981. 
Some 1 Im American families (including the 
president's and the Democratic would-be 
president's) contain at least one divorced 
parent. Step-parents' Day is observed in five 
states on the first Sunday in October. Di- 
vorce has lost its stigma, but it is also losing 
its appeal. 

The second group to look to for a new 
vote of confidence in marriage is among the 
baby-boomers, the 74m Americans born be- 
tween 1946 and 1964. About a fifth of them 
have so far resisted matrimony. Unless they 
are to stay unmarried for ever, which is un- 
likely, a lot of them are going to wander up 
the aisle, however inadvertently. When is 
not clear. But it is implausible to think that 
even as much as 1096 of any group of Ameri- 
cans will remain single for ever. 

The third group that may perhaps bring 
marriage back into fashion are women in 
their 20s. If they do so, they will do it in a 
circuitous way—by virtue of their scarcity. 
For years women of a marriageable age in 
America have outnumbered men of a mar- 
riageable age, an imbalance exaggerated by 
the greater number of male homosexuals 
than female ones. Men with a taste for the 
opposite sex tend to marry women a couple 
of years younger than themselves (and, inci- 
dentally, with educational attainments more 
modest or at least no better than theirs). 
Each year during the baby boom, the men 
have raided the bigger pool of women born 
two or three years after them. In any given 
year, this has meant fewer potential partners 
for women, particularly for older, well edu- 
cated women. 

Soon the tables will be turning. As the 
baby-boomers grow up and the baby-busters 
come of age, the men start to find they out- 
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number the women qum younger. In- 
deed, since 1985, men aged 18 to 27 have 
started to outnumber all women in the same 
age group. Still enough men to go round, 
one might think, so long as they go round 
fast enough. But that will not happen. 

Not, at any rate, according to Professors 
Marcia Guttentag and Paul Secord of the 
University of Houston. Their research 
(mostly into third-world countries) leads 
them to believe that, when men outnumber 
women, men grow protective and grab their 
partners promptly, while women settle 
down into domesticity and child-bearing. 
The marriage rate goes up as the market is 
cleared earlier—whether by Cupid's dart or 
Adam Smith's invisible hand . hardly 
matters. 

All of this might make one think that 
America is returning to the 1950s. It isn't. 
Marriage rates may well creep up. AIDS m^ 
curtail promiscuity. Celibacy may ew 
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But not back to the 1950s 


come into fashion for a while (usually no 
more than a week at a time). But intuition 
and opinion surveys both suggest that mar- 
riage is no longer regarded as the surest 
route to happiness to the extent it once wé 
Although pollsters find that the happic 
group. of Americans remains "all married 
women”, the proportion describing them- 
selves as "very happy" has declined from 
4396 in the mid-1970s to 4096 ten years 
later. The proportion of "very happy" 
never-married men has meanwhile nearly 
doubled. 

In everything to do with sex and mar- 
riage, the differences between the late 1980s 
and the 1950s are far greater than the simi- 
larities. Thirty years ago marriage held obvi- 
ous attractions to men seeking sex or 
women seeking financial security. Nowadays 
sex can readily be found outside marriage, 
just as financial security can prove elusive 
within it. Playboy Clubs are closing not be- 
cause they are too titillating, but because 
they provide dull fare by comparison with 
what is on offer elsewhere. Even Mr Hef- 
ner's new marriage is hardly a blow for 
Eisenhowerian values. More a triumph of 
despair over experience. 
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supervised ehl Hh pc officials. The re- 
sults are published monthly in an official 
winning-list. 


The number and the amount of p prizes is 
fixed before the commencement ofthe lotte- 
ry. Thus each ticket-number is in the game 
and has an equal chance of winning. All pri- 


ou order your ticket on he. order 
coupon below. Within days you receive 


your ticket together with an invoice 


and the official drawing schedule with rules 
and regulations. 


PLEASE INCLUDE | 
YOUR ORDER! You can also pay for your 


ticket after receipt of the invoice. Payment ge 
can be made by personal check, travellers 


check, bank transfer (add remittance bank 
charge) orin cash via registered air mail (cash 

t your own risk). 

. «fter each class you will receive the official 
winning list together with the ticket of the 
next class via air mail. 

If your ticket has been drawn, you will i imme- 
diately receive a winning notification, 


_ Your prize-money will be transfered | to you. 
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Sep. 23, 1988 to March 23, 198 


|. ofthe Nordwestdeutsche ee 
A Please fili in number of tickets you want te order. 





1/1 ticket 741.00 - 
1/2ticket 381.00 
1/4 ticket 201.00 
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zes are paid-out in German Marks (DM), 
one of the strongest currencies in the world. 


Tickets can be ordered from anywhere 
around the globe in a half yearly subscrip- 
tion. We offer full (1/1) tickets, which when 
drawn, receive the whole prize, half tickets = 
half prize and quarter tickets accordingly. 


The ticket-numbers are registered in your 
name before they are mailed, thus insuring 
100% security for you in case of loss. The 
full-service fee is as little as DM 21.- for all 
6 classes. (Other lotteries charge more than 
60% of the billed amount) 


4, Monthly personalized statements 
of account 


« instant individual and Conndential 
notification of win s 


OF 206 MILLION DM 


within one week of your request by check. Of ay 1 
course, if you hit a jackpot you can come in 


person to collect your prize in cash. 


 iIfyouarealready our customer, please do not . 


ord er, because you receive the ticket automa- 


tically for the next lottery. - 


"You can be sure you will receive fast, honest lH 
and confidential service. Now it is up to you, EZ d 
therefore order and mail the coupon i: 
We wish you lots of luck.. 
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Faithful to the traditional art of watchma- 





(ng, each watch is still assembled, pol- 
ished and finished by hand by the indivi- 
dual watchmaker. 


In all, only four ladies" watches and six 
Available in London: men's watches, each individually signed 


Caringtons, Mappin & Webb, David Morris, Garrard, London Hilton and numbered, leave our workshops at 
Jewellers, Watches of Switzerland, = The Watch Gallery, Tyme ' | the end of the ay. | 





















and: UN l 
BARCELONA Soler Canor BRUXELLE mann DUSSEL : NEFURIT Fredach. We i Dhe eleg Fis B Sight, Jamdar GENEVA AIRPORT Comprar de 
fhivlagene HAMBURG Becker. : UD iG Schroeder MAD! aa: MÜNCHEN Hemmete, Hut ARIS Arlon: Bützulisn. Ge Paleng André Cod Wempé-Cérisote 
ROMA Angus, Capuano WIEN Conus E ; i vist, Meister ZURICH -AIRPORT Tart 

N Jal (OS). 2185 4097 









INTERNATIONAL 


A king bows out, maybe 


ORDAN "cannot continue in this state 
of suspension." So said King Hussein in 
the television broadcast of July 31st in 
which he renounced his kingdom's historic 
claim to the West Bank of the river Jordan. 
As usual, things in Amman are not quite 
what they seem. The state of suspension 
ould continue for a good many years yet. 

Take the king's speech at face value and 
something big has happened. Henceforth, 
Jordan is to respect the wish of the Palestin- 
ians under Israeli occupation to "secede" 
and set up their own state in the West Bank 
(once they have attended to the little matter 
of expelling Israel). Jordan's administrative 
and legal ties with the West Bank and Gaza 
are to be severed (a development plan for 
the occupied areas has been cancelled; the 
lower house of Jordan's parliament, which 
has members from the West Bank, has been 
dissolved). Jordan will consist in future of 
the East Bank alone (although it will not 
abandon its "national duty...to the Pal- 
estinian cause”), 

This is strong stuff: strong enough to de- 
rail the American proposal for an Arab-ls- 
raeli peace conference, although that loco- 
motive was already rusting in a siding. It may 
also derail Israel's Labour party, which 
"lanned to fight November's election by 

roposing to give part of the West Bank 
back to Jordan. It has delighted those Israe- 
lis who believe in a Greater Israel. The prime 
minister, Mr Yitzhak Shamir, said the 
speech demolished Labour's much-vaunted 
"Jordanian option". The only realistic solu- 
tion now was for Israel to hold the West 
Bank and Gaza permanently, but to offer 
the Arabs there a degree of “autonomy”. 

The king's abdication has had a power- 
ful impact on the Palestinians as well. lt 
emphasises more clearly than ever before 
the claim of Mr Yasser Arafat's Palestine 
Liberation Organisation to be the “sole, le- 
gitimate representative" of the Palestin- 
ians—including the Palestinians who live on 
the West Bank, which was part of Jordan un- 
til the six-day war in 1967. The PLO can 
hardly grumble about that. But Mr Arafat 
must have misgivings, too. Will he be able to 
pay the salaries of teachers and public em- 
ployees in the West Bank and Gaza if Jordan 
really cuts them off? Will West Bankers and 
Gazans expect him to compensate them for 
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the cancellation of Jordan's development 
plan for the territories? 

Above all, will the PLO now be able to.do 
what it was invented to do: liberate Pales- 
tine? This question will dominate the special 
meeting of the Palestine National Council 
that has been called to discuss the king's 
move. Although the council is the nearest 
thing Palestinians have to a parliament-in- 
exile, it has not met since the intifada, the 
Palestinian uprising against Israel's occupa- 
tion, erupted in the West Bank and Gaza 
last December. Its members now have a 
painful decision to make. 

The Palestinians consider the intifada, 
in which the Israelis have killed more than 
250 people, a glorious chapter in their strug- 
gle for independence. They disagree on 
what to do next. Some PLO leaders think it is 
time to capitalise on the gains of the upris- 
ing by toning down the organisation's offi- 
cial hostility towards Israel. That way, the 
PLO could open a dialogue with the Ameri- 
cans, who have refused to talk to Mr Arafat 
until he renounces terrorism and recognises 
Israel. Others in the PLO remain committed 
to Israel's disappearance by force. 

Most of the time, Palestinians bury dif- 
ferences like these in obscure official resolu- 
tions that can be read different ways. These 
circumlocutions let Mr Arafat preserve 
unity. But a recent paper written by Mr 
Bassam Abu Sharif, one of Mr Arafat's se- 
nior advisers, is different. It says unambigu- 
ously that the PLO no longer hopes to de- 
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stroy Israel and would settle instead for an 
independent state alongside Israel in the 
West Bank and Gaza. This is known in PLO- 
speak as the “two-state solution”. Further- 
more, the paper says, the PLO is willing to 
hold direct peace talks with Mr Shamir. 

Mr Abu Sharif claims his document re- 
flects existing PLO policy. The American 
State Department has expressed interest, 
wondering only how "authoritative" it is. 
But the paper has come under ferocious at- 
tack; not only from the PLO's most bigoted 
extremists, such as members of the Popular 
Front for the Liberation of Palestine, but 
also from inside Mr Arafat’s mainstream 
Fatah movement. Mr Farouk Kaddoumi, 
who runs Mr Arafat’s foreign policy, and Mr 


Salah Khalaf, his intelligence chief, disown” 


it. Mr Arafat himself, the one man who 
could have declared it “authoritative”, has 
stayed characteristically silent. 

Now that King Hussein says he is 
handing his seat in the cockpit of Arab-Is- 
raeli diplomacy over to Mr Arafat, silence is 
no longer good enough. The two-state solu- 
tion is popular among many Palestinians in 
the occupied territories, who know better 
than their brothers in the Palestinian dias- 
pora that the idea of destroying Israel alto- 
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gether is‘a fantasy. On July 27th Mr Abu 


Sharifs paper was endorsed by Mr Feisal 


Husseini, a much-arrested West Bank activ- 


ist and son of a legendary fighter against the 


Jews in the first Arab-Israeli war back in .— 
1948. The paper is bound to be discussed at — 


the forthcoming meeting of the Palestine 
National Council. 

King Hussein, who dislikes Mr Arafat, 
should enjoy the spectacle. If Mr Arafat 


gives his clear backing to the two-state’solu- 


tion he stands a chance of being taken seri- 
ously by the Americans. But he will then 


lose the support of the PLO's radicals and — 
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ngle: Hussein doesn't want it, Arafat can’t get it, Shamir won’t leave it | 
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run the risk of splitting his own Fatah move- 
ment. He might prefer another fudge, in 
which case the PLO will remain shut out by 
the Americans and the peace locomotive 
ill remain stranded on that siding. 

Either way, though, King Hussein has 
done nothing irreversible. His claim to the 
West Bank was never strong. His over-ambi- 
tious grandfather grabbed the place in 1948, 
ostensibly to save it from the Jews but 
ainly to enlarge his own tiny kingdom. Jor- 
dan lost it to the Israelis after only 19 years. 
In 1974 an Arab summit in Rabat decreed 
the PLO the only representative of the Pal- 
estinians, including those on the West Bank. 
Then, too, the king dissolved the lower 
house of Jordan’s parliament. He undis- 
‘solved it ten years later. 
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QUTILL it goes on. For a year the Iraqis 
Tw swore that they would stop fighting once 
‘the Iranians agreed, like them, to accept 
Resolution 598 of the United Nations Secu- 
rity Council, which called for a ceasefire on 
the pre-war borders. The Iranians did so on 
July 18th. But by August 3rd the Gulf war 
_was showing no sign of ending. The UN sec- 
retary-general, Mr Javier Perez de Cuellar, 
had received the report of the officials he 
iad sent to Baghdad and Tehran and talked 
to the foreign ministers of both sides. He 
- made no visible progress. On July 31st Iran 
said it would stop attacks on shipping; it at- 
tacked a Norwegian tanker four days later. 

—  — Both sides say they want to stop fight- 
- ing. But the Iraqis now demand direct talks 
. with Iran first. Otherwise, they say, they 
. cannot know whether the Iranians want a 
. lasting peace or just a chance to rearm. The 
: 38 
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The changes the king announced this - 


nybody for a ceasefire? 
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week can be undone just as easily. The upris- 
ing has shown that West Bankers want an 
independent Palestine, not reunion with 
Jordan. But that has been pretty clear for 
years. The trouble is that no Israelis show 
any sign of accepting an independent Pales- 
tine. The biggest concession Israel is likely to 
offer is the establishment on part of the 
West Bank and Gaza of a Palestinian entity 
confederated with Jordan. Ruled out by the 
king's speech? Not at all: "The affirmation 
of national identity," said the king, "does 
not contradict the attainment of unitary in- 
stitutional formats." Look, he said, at the 
steps the European Community is taking to- 
wards unity. Jordan’s state of suspension, 
and of suspense, continues as before. 


Iranians say their desire for peace is sincere, 
but point out that Resolution 598 does not 
mention direct talks. They argue that intro- 
ducing new elements into the carefully 
crafted compromise would set a bad 
precedent. It would also be unfair: during 
the year the [ranians spent refusing to ac- 
cept the resolution, the Iraqis refused to al- 
ter a single comma. 

Mr Perez de Cuellar has begun to show 
signs of irritation. On August 2nd he 
warned Iraq that he had the power to set a 
ceasefire date without Iraq's consent. Doing 
so, retorted Iraq's diplomats, would be “a 
grave mistake". The lranians are growing 
restless, too. On the same day, Iran's Presi- 
dent Ali Khamenei voiced "great doubts” 
that Resolution 598 would lead to peace. 

The chances of getting both sides to ob- 
serve an early ceasefire might have been 
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greater if the secretary-general had an- 
nounced a deadline in the immediate after- 
math of Iran's decision to accept Resolution 
598 on July 18th. He may have calculated 
that setting one was the only trump he could 
play in the event of any awkwardness, and 
that it would be a pity to play it prematurely. 
But he could at least have convened a meet- 
ing of the Security Council to keep up the 
momentum towards a ceasefire. By August 
3rd the council had still not been convened. 

Meanwhile, the delay has given lraq 
time to rally wider Arab support for its new 
demands. The Arab League (in a brazen in- 
version of its policy towards Arab-Israeli ne- 
gotiations) has put its weight behind the 
idea that only direct talks can persuade Iraq 
that its enemy wants a genuine peace. The 
trouble with this apparently tidy idea is that 
it demands from the Iranians a humiliation 
they might, even now, be unwilling to swal- 
low. Iran wants to save face by appearing t 
yield to an international consensus rathe: 
than to its ancient foe. It has agreed to con- 
sider face-to-face talks once a ceasefire is in 
place. 

Iraq's public reason for demanding di- 
rect talks—fear of an lranian trick—does 
not entirely convince. Iranians, like other 
people, can lie just as well in person as they 
can through third parties. Iraq may hope to 
give the Iranian rebels of the Iraqi-sup- 
ported National Liberation Army a chance 
to destabilise the regime in Tehran. Such 
hopes do not seem realistic. The rebels ap- 
pear to have been pushed back across the 
Iraqi border after last week's attack on the 
Iranian city of Kermanshah. 

Perhaps the Iraqis are simply enjoying 
the discomfort of their almost-vanquished 
enemies. That could be a mistake. The les- 
son of the past eight years of fighting is that 
the side which feels that its territory and dig- 
nity are threatened suddenly improves it- 
military performance. Iraq should know 
that is what started to happen to its own 
army when Iran went over to the offensive 
inside Iraq in 1982. 








Oops, it's over 


FROM OUR ISRAEL CORRESPONDENT 


HE Israelis worry about their security. 

This makes them irritatingly prone to 
imagine that they are at the centre of the 
world. So now that the Iran-Iraq war is 
showing serious signs of ending, they are 
taking it personally. 

Despite the famed efficiency of their 
intelligence services, the Israelis were as sur- 
prised by Iran’s acceptance of UN Security 
Council Resolution 598 as anyone else. 
Some critics have suggested that Israel 
should have had the sense to think a little 
harder about what was about to happen in 


THE ECONOMIST AUGUST 6 1988 


b - 
Se V T- ^ | Y x 
D» "^ =. 


E 





- 


TP SL E T 








=. — — o re 
Gas explosion in United Nations 


RAQ has gained on the battlefield, 
but Iran has won a victory in the pub- 
lic-relations war. À report by two United 
Nations Security Council investigators, 
published on August Ist, states bluntly 
and undiplomatically that the Iraqis have 
been using chemical weapons in the Gulf 
war. lran, which has long complained of 
| the UN's woolliness on the subject, is nei- 
ther condemned nor cleared. 
| From their examination of lranian 
victims, weapons fragments and soil sam- 
ples, and from seven previous UN re- 
ports, the authors conclude that the 
Iraqis have been using chemical weapons 
with increasing intensity and frequency 
since 1984. Mustard gas, two types of 
nerve gas, and cyanide gas have been em- 
ployed against Iranian troops and against 
civilian targets, including a hospital. 

The Iraqis have even used gas on 
their own soil. In March television view- 
ers in the West saw pictures of some of 
the estimated 17,000 victims of a mus- 
tard- and nerve-gas attack on the Iraqi 
Kurdish town of Halabja. The streets 
were lined with bodies, some burnt, but 
none with apparently lethal wounds. Yet 
5,000 died—many because they had 
taken refuge from the bombing in their 
cellars and were killed by nerve gas. 

Does Iran use gas too? The report 
does not offer solid evidence. The Iraqis 
produced nine gassed soldiers and some 
grenades which they said they had cap- 
tured from the Iranians, but the report's 
careful wording leaves open the possibil- 
ity that the grenades were Iraqi and the 
soldiers were injured when handling 


the Gulf. 

Although Israel was never involved di- 
rectly in the conflict, its main fear was always 
that Iraq, which has taken part in all Arab 
wars with Israel since the first one in 1948, 
would emerge strengthened from a victory 
over lran. The Israelis worried that it would 
then return to the old business of trying to 
liberate Palestine. 

Iraq could in theory present a formida- 
ble challenge in a future Arab-Israeli war. 
Iraqi forces entered Jordan in the 1967 war 
and fought on the Syrian front in 1973. Is- 
raelis are especially impressed by the perfor- 
mance of Iraqi pilots during the war against 
lran, less against the depleted Iranian air 
force than in long-range bombing raids 
against oil installations at the mouth of the 
Gulf. Such operations require careful plan- 
ning and air-to-air refuelling. The only other 
Middle Eastern air force to have mastered 
these techniques is [srael's, in its attacks on 
Iraq's nuclear reactor in 1981 and the Pales- 
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their own side's weapons. The American 
State Department has, in the past, said 
that the Iranians are also guilty—but 
that they use gas less frequently, and gen- | 
erally in retaliation for Iraqi attacks. The 
Americans have not produced evidence. 
Since 1925 most countries have 
promised not to use poison gas unless at- 
tacked with it. But the weapons can be | 
made from easily available chemicals in 
converted pesticide or fertiliser plants. | 
The awful thing is not just that chemical | 
weapons were used, but that they helped | 
Iraq win many of its victories. This could | 
encourage other countries to follow suit. | 
A sanctionless reprimand from the 
United Nations is no deterrent. 
| 


Victim, and evidence 


tine Liberation Organisation’s headquarters 
in Tunisia in 1985. 

Despite professions of neutrality, Israel 
tilted towards Iran from the start of the war 
in September 1980. The close ties between 
the two countries in the Shah's day left be- 
hind a powerful "Iran lobby" in the Israeli 
defence establishment. Private Israeli arms 
dealers, many of them former army or intel- 
ligence officers, encouraged the sort of clan- 
destine links that led to America's abortive 
arms-for-hostages affair. 

Israel's Iraq lobby never had a chance. 
Yet many Israelis now believe it is Iran that 
poses the more serious threat to Israel. Iran's 
support for the militant Shia gunmen of the 
Hezbollah militia in southern Lebanon has 
already cost the lives of Israeli soldiers. The 
Iranians talk a lot about liberating Jerusa- 
lem. The Iraqis do not. 

Iraq may have changed. Ten years ago, 
when Egypt signed its peace treaty with Is- 
rael, Iraq was a leader of the Arab 
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"rejectionist" camp. Tod i its closest a 
are pro-western Egypt and Jordan. Some i 
raélis argue that their government. w 
short-sighted not to make better use of ie 

"good years" provided by the Gulf war. 
Iraq's ion with Iran meant that 
Jordan had more freedom to manoeuvre on 
the Arab-lsraeli front. Now King Hussein of 
Jordan has disengaged further from peace - 
talks by taking measures ro show that he is — 
not competing with the PLO to represent - 
West Bank Palestinians. | 

During the Gulf war, these critics say, — 
Syria’s lonely support for Iran should have 
been exploited to cement Iraq in the moder- — 
ate Arab camp. The chance may not come 
again."Now that a ceasefire in the Gulf war 
is being declared," grumbled Mr Zeev — 
Schiff, the military correspondent of Israel's 
Haaretz newspaper, “we profess to be as- 
tounded, as though the war was supposed to 
last for a thousand vears.' 
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Southern Africa E 
It’s still a question — 
of timing 


VEN communism’s arch-scourges do | 

not mind learning from Mr Mikhail 
Gorbachev. He walked away from Afghani- 
stan; now the South Africans are talking — 
about cutting their losses in Angola. On Aue ` 
gust 2nd, with a fine appreciation of the 
Gorbachev negotiating method, they an- 
nounced an attractive-sounding proposal, y 
leaving the other side to explain why it has. 
trouble accepting it. 

The South African offer came at ded : 
opening of a new round of negotiations on ~ 
Angola and Namibia in Geneva. The Cu- ` 
ban delegation was expected to suggest, pri- 
vately, a timetable for the departure of Cu- — 
ban troops from Angola and of South - 
Africans from Namibia. The South Africans: 
arrived more than an hour late. Back home 
their foreign minister, Mr Pik Botha, was — 
unveiling his government's own timetable. — — 

Under it, South African troops would ` 
leave southern Angola by September Ist. - 
On November Ist, the United Nations ` 
would start carrying out Resolution 435, 
which provides for South African with- ` 
drawal from Namibia and UN supervision of 
a free election there within seven months. 
After 75 years of South African occupation, 
Namibia could be free next June. But the .— 
Cubans, said Mr Botha, must go home be- 
fore Namibia's election is held, and seven 
guerrilla bases of the African National Con- _ 
gress in Angola must be shut down. "I 

The day after Mr Botha's press confer- 7 
ence, the Cubans rejected this proposal, 
amid grumblings about South Africa's | 
breach of diplomatic etiquette. Cuba had ~ 
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i Bury ur up, cani, they’ re talking timetables M 


previously been offering to withdraw over 
four years. It had hinted at compromise. But 
the Cubans are not prepared to tie their 
own departure from Angola to the tight 
timetable for Namibian independence set 
out in Resolution 435. And they reject the 
idea of restrictions on the ANC. 

Timing has been the sticking-point for 
months. Last month Cuba signed a set of 
principles for an Angola-Namibia deal, one 
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of which implies an end to Angola’s support 
for the ANC. But the Cubans think a too- 
hasty departure—meaning one before a 
sympathetic black government was safely in- 
stalled in Namibia—would leave their An- 
golan friends defenceless against the UNITA 
rebels of Mr Jonas Savimbi. The South Afri- 
cans, they say, are looking mainly for west- 
ern praise, not for Angolan peace. 





International capital movements 


HILE'S General Augusto Pinochet 

thinks his country needs a new capi- 
tal to go with the new democracy he has 
sort-of-promised for 1990. He has just 
chosen the plans for a $40m congressional 
building in Valparaiso, a down-at-heel 
port 80 miles from the present capital, 
Santiago. With $18.5 billion of foreign 
debt on its hands, Chile might have better 
uses for its money; but Valparaiso is both 
the general's birthplace and a spot where 
he could use a boost in the polls. 

Leaders have been moving their capi- 
tals for much the same reasons since histo- 
ry s champion uprooter, Peter the Great, 
shifted from Moscow to St Petersburg. 
They want to escape the evils of the old 
city (which in Peter's case included un- 
comfortably powerful religious leaders), 
and to build their own memorials. 

General Pinochet's neighbour, Argen- 
tina's President Raul Alfonsin, harbours 
an eccentric whim to move the capital 
from Buenos Aires, where one in four Ar- 
gentines live, to wind-swept Patagonia, 
where just 296 of them do. The sophisti- 
cated residents of Buenos Aires are ap- 

| palled, which is part of Mr Alfonsin’s 
plan: he hopes many bureaucrats will not 
follow the government 600 miles south to 

a new $4.5 billion capital at Viedma. 
Mr Alfonsin says the move will help to 


40 


develop a desolate region of sheep, sea-li- 
ons, penguins and Welsh immigrants. 
Bankers are less than keen. The populist 
Peronists, strong in Buenos Aires, for 
once resist more public spending, saying 
the world’s third-biggest debtor cannot af- 
ford a new capital. For the time being 
their opposition has put the plan on ice. 
The government that founded Brasilia 
did not have it much easier, nearly 30 
years ago. The new Brazilian capital’s re- 
moteness, lack of culture and Stalinist lay- 
out were almost universally abhorred. 
These days, residents rave about it. Brasi- 
lia is a great place to raise children, they 
say, free of the crime, crowding and smog 
of Rio or Sao Paulo. To be sure, neither 
the city nor the economic boost for Bra- 
zil's interior have lived up to expectations. 
Shantytowns fester on its fringes. But ter- 
rific weather and swimming pools—some 








Central America 


Got any plans? 


T THE grand old age of one, the Arias 
plan to bring peace to the five Central 
American countries seems past it. The plan 
won a Nobel peace prize for its author, Presi- 
dent Oscar Arias of Costa Rica; but the 
meeting of the region's presidents to mark 
its first anniversary on August 7th has been 
cancelled. Instead, four of the countries’ for- - 
eign ministers met on August Ist to hear the 
American secretary of state, Mr George 
Shultz, denounce the government of the 
fifth, Nicaragua. 

The Arias plan had urged the region's 
three civil-warring governments to create 
enough democracy to turn their rebels into 
politicians. Guatemala and El Salvador di ' 
not have to do much to comply; and the 
wars with their leftist guerrillas did not 
much change. Things did move for a time in 
Nicaragua, the plan's real target. Even there, 
the truce is wobbling and the government's 
democratic concessions have been partially 
withdrawn. The Sandinist turnaround gave 
Mr Shultz his opening: he condemned the 
Nicaraguans for cracking down on domestic 


with artificial waves—provide the imagi- 
native with an inland Copacabana. 

Nobody claims Brasilia is interesting. 
Boredom is the plague of new capitals: 
half the size of Arlington cemetery and 
twice as dead, goes the old joke. Even Aus- 
tralians in their bureaucrats’ heaven ad- 
mit that Canberra feels a mite provincial. 
Legislators are accused of being cut off 
from the problems of the country's sheep. 

Yet rulers go on trying. Pakistan's sol- 
diers wanted to reclaim their government 
from Karachi's businessmen, so they built 
the yawner of Islamabad next to the can- 
tonment at Rawalpindi. The Nigerians 
cannot afford to quit the sweaty unpleas- 
antness of Lagos by actually making the 
long-planned move 300 miles north-east 
to waterless Abuja. For 20 years Tanzania 
has struggled to shift away from Arabised 
Dar es Salaam to the authentically Afri- 
can, and bone-dry, hills of Dodoma. 

In. Malawi, President-for-Life Dr Has- 
tings Kamuzu Banda has pulled off black 
Africa's one successful capital movement, 
away from Blantyre. In the early 1970s the 
South Africans rewarded him for diplo- 
matic support by plonking a gleaming new 
capital at Lilongwe in the desolation of 
the bush. White-gloved policemen direct 
traffic; banners urging long life to Kamuzu 
drape its buildings; the curfew is at 9pm. 
But then even Washington, DC, was 
mocked by Dickens as "the city of mag- 
nificent intentions". 
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6 months 6 montis MR ME months io 
ended JÙ fane 1988 ended 30 June 1987 . ended 3) December © : 
- milion (unaudited) £ milhon (unsudited! ^... SO Emiülon 


| 
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Profit before tax and 
exceptional item - 


| Exceptional provisions for 
 countty risks 

Profit (loss) before tax 
Tax charge (credit) 


interests 


Profit (loss) attributable 
= the sharehold "E 
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Nore: Finaricial information for the 12 months ended 31 December 1987 is based on thé full accounts for 1087, on which the 
auditors gave an unqualified report and which have been filed with the Registrar of Companies. : 
An interim dividend of 5.5p per share will be paid on 6 October — 
to shareholders registered on 11 August 1988. Shareholders will - 
he choice of taking ordinary shares instead of cas 
or part of their dividend. | 


Full details of Lloyds Banks results for che first half of 1988 may be obtained fom: 


Corporate Communications Division, Hays Lane House, 1 Hays Lane, London SE12 
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Catholic continent; but 
catholic Church reckons that evangelical 
'rotestant sects are capturing 3m Latin 
ouls a year. Perhaps an eighth of the con- 


alk through the market in a Latin city, 
switch on the radio or television, and 


angelical salvo. 

When the Pope visited Bolivia i in May, 
‘was greeted by posters declaring him 
e Antichrist. Bolivia is said to host more 
han 400 sects; neighbouring Brazil may 
jave ten times that many, as well as a 
lobby of 34 evangelical deputies in its 
Congress. In Guatemala, well over a quar- 
ter of the population has been converted 


disgrace (he was caught visiting a prosti- 
ute), Mr Jimmy Swaggart, an American 
-preacher whose weekly television pro- 
gramme is broadcast by more’ than 500 
-Latin stations, could fill Chile's 80,000- 
<o seat National Stadium. 
In the late 1960s, 
theology” 


when “liberation 


withdraw the protection they had tradi- 
tionally extended to the Catholic church. 

A report commissioned by Nelson Rocke- 
feller, who was later briefly. America’s 
vice-president, concluded that “the Cath- 
olic church has ceased to be an ally in 
- whom the United States can have conf- 
dence". By the end of the 1970s evangeli- 
cal sects of North American origin had 
< taken hold in Latin America. On the Cen- 


:1,500 North American Protestant preach- 
ers, compared with 2,240 Catholic priests, 
ocal and foreign. 


yponents and expelling che ances am- 
ssador. He urged Guatemala, Costa Rica, 
Salvador and Honduras to take steps to 
ate their stubborn neighbour. 

Mr Shultz did not get his way: a commu- 
qué issued after the meeting made no 
ention of Nicaragua. Honduras and El Sal- 

vador, America's faithful allies in the region, 
would have been glad to finger the Sandin- 
ists, but Costa Rica and Guatemala refused. 

. This was Mr Shultz's second visit to 
entral America in just over a month. The 
ro trips broke a four-year absence from the 
'gion, and with good cause. One reason for 
ie Reagan administration's hostility to the 
andinists is its fear that they will export 


gress gearing up for its latest round of debate 
about resuming aid to the contras, it would 
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Are Se ere M rtm rte va ue naona vie e otro reve LE 


The battle for Latin J 


"ATIN America is the wor id's most .- 
it grows — 
more Protestant by the day. The Roman | 


ient's population is now Protestant. 


u may well find yourself the target, of an. 


to Protestantism. In the days before his | 


steered Latin Catholics left- 
wards, conservative statesmen began to- 


` tral American isthmus alone, there were 


revolution to their neighbours. With Con- . . 


€— P — 4 


AIT erica's soul 


«Local evangelicals are sometimes asso- 
| a with the sword as well as the-book. | 
ine Guatemalan military regime of Gen- 


eral José Efrain Rios Montt, himself a 
born-again evangelical, fiercely persecuted | 


Roman Catholics while it held power in, 


1982-83. Salvadoran evangelicals still de- 


nounce El Salvador’s Archbishop Ro- — 


mero, assassinated by army-linked death 
squads in 1980, as "the head of terrorist 
propaganda", and threaten Catholics 
who invoke his memory. 

American Protestants who come south 
are enthusiastic proselytisers. Mormons 
arrive in crisp shirts and ties, and plant 
churches and basketball courts in Peru- 


. vian slums. The savvy ones can sense a 


good marketing opportunity. After the 
Guatemalan earthquake of 1976, the sects 


-combined material and spiritual help. The 


Nicaraguan sects umbrella group, the 
Evangelical Committee for Aid and 
Development, sprang from the ruins of 
the 1972 earthquake. 


help the administration to have Nicaragua's 
neighbours say aloud that they too are wor- 


ried about the Sandinists. 

A year ago the signatories of the Arias 
plan felt confident enough to try for a re- 
gional settlement unbrokered by the United 


States. Their spirit of adventure is no longer 
so strong. The contras have been seriously 


weakened by America's on-off aid policy, 
and the prospect that the Sandinists may 
now consolidate their grip has unnerved 
Guatemala and El Salvador. 


The Guatemalan army's worries helped | 


provoke a coup attempt in May, In El Salva- 
dor death squads suspected of links with the 
army are killing people more often, and the 


right-wing ARENA party, which in the past 
-has been mixed up with the death squads, 
won a majority of seats in the legislative elec- 


- success than skill and money. Catholicism 


Yet there is more to TEE 5 


has never had a monopoly ín Latin Amer- 
ica. There are residues of pre-Spanish In- 


. dian religions and of the African religions 


| 

| 
brought by the slaves. The Catholic | 
church has often seemed remote to poor | 
Latin Americans. Catholic priests go | 
through an arduous academic training, | 
which can distance them from their | 
flocks, while fundamentalist preachers of 
ten emerge from the slums overnight. In- | 
creasingly, locals are replacing American | 
preachers, offering their charges popular | 
music, faith-healing, communication with — | 
spirits and a happy afterlife. | 
© When he visited Latin America in ] : 
May, the Pope worried aloud about a | 
shortage of priests which, he said, was | 
helping the sects lead Latin Americans |^ 
astray. The Pope’s concern is doubtless : 
genuine, but it may also be politic. The | 
continents liberation-minded priests 


grumble at the Pope's conservative views. 
By emphasising the threat from the even 
righter-wing Protestants, the Pope may 
hope to quell their doubts. 





tions in Marck: Thus assailed, the govern- 
ments of both countries badly need Ameri- 
can support. On the first of the Shultz visits, 
$257m in aid was promised. 
Mr Arias has withdrawn almost com- 
pletely from the limelight, leaving the stage 
to Mr Shultz. The Costa Rican president of- 
fered a mumbled rebuke to the Sandinists 
for their recent clampdown, but has passed 
up the opportunity to comment on the now- 
revived debate in the American Congress 
on aid to the contras. Costa Rica, it is true, 
would welcome American help in renego- 
tiating its foreign debt, and some Costa Ri- 
cans resent their president's preoccupation 
with diplomacy. But Mr Arias has no guer- 
rillas of his own to D about. He could do 


. more to rescue the plan that bears his name. 
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EUROPE 


Freeing Russia’s farms 


Over-the-counter test for perestroika 


&1T JE SHOULD have started with agri- 
culture,” has been a common criti- 
cism of Mikhail Gorbachev's frustrated at- 
tempts to bring Russia's economy to life. He 
seems to have listened to the critics. The 
Communist partys Central Committee 
"eeting on July 29th had been called mainly 
» set a timetable for the political reforms 
announced at the party conference a month 
earlier. That it did. But Mr Gorbachev also 
used the occasion to push farming to the 
front line of perestroika. Impatient for some- 
thing to show for his attempted revolution, 
he is putting pragmatism before ideology. 
Although Mr Gorbachev does not call it 
this, the new farm policy amounts to 
privatisation. 

Farming is the most listless part of the 
Soviet economy. One Soviet study points 
out that the country has 24m farmers, more 
than there are in all the countries of the in- 
dustrial West and Japan combined; yet Rus- 
sia's farm output is only 2296 of the West's. 
The other communist giant, China, has 
shown how fast a freeing of agricultural mar- 
kets can raise farm incomes. Both China 
and Hungary began their reforms in agricul- 
ture, and success on the farms gave reform 
the credibility it needed to move on to the 
rest of the economy. It is the need for clear 
benefits from perestroika—and nothing 


would be clearer to Russians than well- 
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stocked food shelves—that has directed Mr 
Gorbachev's energies towards farm reform. 

He knows the subject well, having spent 
six years as the Central Committee's man in 
charge of agriculture (where he presided 
over six disastrous grain harvests). Since be- 
coming party leader he has sensibly stressed 
that the difficulty is not a lack of resources— 
the farms consume a third of total Soviet in- 
vestment—but the failure to make good use 
of them. That failure, he also recognised, 
stems from a command system that gives 
farmers little independence or incentive and 
which often issues daft instructions that suit 
planners but not producers. 

He knew what was wrong, but Mr 
Gorbachev's first attempts at farm reform 
were less than revolutionary. In an effort to 
reduce bureaucracy and  "department- 
alism", he merged six farm-related minis- 
tries into one super-ministry, called Gosa- 
groprom. The super-ministry itself became a 
bureaucratic monster. He did a little better 
by promoting the idea of “contract” farm- 
ing: the farm management allocates land, 
livestock or other resources to a group of 
farmers, lets them organise their work as 
they please and pays them by results. This 
has produced some well-publicised suc- 
cesses. But too many of the contracts have 
been just for show, and too often supply 
shortages have meant that the farm manage- 


ment has been unable to honour its part of 
the bargain. Piecemeal reform was plainly 
not about to deliver the great leap forward 
in farm output that Mr Gorbachev wanted. 

So he is now going a lot further. Follow- 
ing the Chinese example, he is throwing his 
weight. behind the idea of giving farmers 
long-term leases on their land and letting 
them work it without interference. So far 
this has been tried in the Soviet Union only 
in small experiments; the gains in productiv- 
ity have been spectacular. “Under leasing,” 
Mr Gorbachev told the comrades last week, 
"people become genuine masters of the land 
and have a vested interest in seeing that the 
land and other means of production leased 
by them are used as efficiently as possible 
and yield the highest return.” 

Mr Gorbachev first started talking pub- 
licly about making peasants "masters of the 
land" about a year ago. For a while, it 
seemed that this might mean little more 
than encouraging the "contract" system to 
be organised around families. A fierce argu- 
ment seemed to be going on behind the 
scenes over whether to accept the leasing 
idea at all; and, if so, over how long the 
leases would be allowed to run. The argu- 
ment appears to have ended in a stunning 
victory for the reform camp. 

Mr Gorbachev has proposed that leases 
should last for up to 50 years. Long leases 
make sense, as China found out, because 
short ones encourage farmers to exploit the 
land without investing for the future. A law 
on leasing is promised, to apply to factories 
as well as farms. 

Leasing is the boldest element in Mr 
Gorbachev's plan, but he also wants to give 
more backing to small co-operatives, family 
and other contracts and to private plots. 
The most inefficient farms are to be put up 
for competitive tender, under rules which 
may have to be fixed by a new law on land 
use. The infamous RAPOs—regional bodies 
meant to cut across departmental barriers 
but which in fact added another level of bu- 
reaucracy—are to give way to "voluntary" 
joint management bodies set up by local 
farms. 

The introduction of land leases in 
China was accompanied by the break-up of 
the communes. Nobody is yet saying openly 
that Russia's collective and state farms 
should be dismantled. But if the changes 
really go ahead as announced by Mr 
Gorbachev, the big farms will soon become 
far looser organisations, providing oversight 
and services instead of direct control. Many 
may simply fade into irrelevance. 

Will the reforms work? Success will be 
harder than in China, where farms de- 
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aded fa less on 1 capital. investment and 
ould easily be divided into small units (in- 
d, China's problem now is how to let 
cessful farmers enlarge their holdings to 
njoy economies of scale). Russian memories 
still strong of Stalin's purge of the ku- 
“peasants who had supposedly grown 
“mistrust of the new leasing rules would 
understandable. And Mr Gorbachev 
further battles with bureaucratic resist- 
ind ideological objectors. Twice in his 
ch to the Central QUAM last week 
ind it necessary to tell his audience 
ves, these changes really were compat- 
h socialism. What he did not say, but 
iervative ideologues must have realised, 
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"QU can tell a person by the paper he 
reads—even, these days, in Russia. 
Where once there was dull uniformity, 


across the whole Soviet political spec- 
trum, which is much wider than it used to 
-be. Today it is possible to speak of an 
."Ogonek reader’ or of a “Nash 
-Sovremennik reader” in much the same 
‘way the British talk of a. 
reader" or a "Daily Telegraph reader”. 
Among liberal intellectuals, for exam- 
. ple, it has become almost embarrassing to 
. admit to reading the daily Sovietskaya 
Rossiya, ever since it published in March 
"the now-famous "Andreyeva letter", an 
 anti-perestroika manifesto. The paper's 
“editor, the smooth-talking Mr Valentin 
| | -Chikin, was an Andropov man, and dur- 
| cing the first year after Brezhnev's death he 
4 actually looked like a progressive. But he 
| preferred. Andropov’ s Teh Sad dd 


. A guide to glasnost 


newspapers and periodicals now range — 


"Guardian 








: har with leases as long as 50 years there 


may as well be private ownership of land. 


A lot of other changes will be needed 
before Russia’s food markets are as well sup- 
plied as, say, Hungary's. Incentives to get 
peasants to earn more money will work 


properly only if there is more for them to | 
spend their money on. Many farmers are 


fleeing to the cities. Hence Mr Gorbachev's 
plans to devote more investment to hous- 
ing, schools, hospitals and other services in 
the countryside. (But how about those Japa- 
nese televisions and motorbikes that Chi- 
na’s newly rich farmers snapped up so 
greedily?) | 


Then there i is the matter of getting w hat 
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and cautious economic reform to Mr 
Gorbachev's bolder ideas and criticism of 
the Soviet past. 

Other standard-bearers sí conserva- 
tism are the literary monthlies Nash 
Sovremennik and Molodaya Gvardiya. 
Both combine change-resistant politics 
with an unattractive streak of Russian na- 
tionalism. They have at times supported 
liberal causes, such as cancellation of a 

scheme to divert Siberian rivers to irrigate 
the deserts of (Muslim) Central Asia—but 
more because of the damage this Muslim- 
helping project would have done to Rus- 
sian villages than for ecology's sake. 

Somewhere in the middle of the range 
are papers like Pravda. As the official or- 
gan of the Communist party's Central 
Committee, it is in a difficult position 
now that glasnost has made it possible to 
have more than one official view on a- 


good many subjects. But its editor, Mr for a liberalisation of 









is a ere on the farms to the | 
in the cities. Mr-Gorbachev had no new 
ideas about cutting the wastage in transport, 
storage and processing which destroys : fifth 
or more of farm a His proposals for 
improving the retail-trade network were 
more interesting. They include handing 

_over offices no longer needed by the shrink- 
ing party and state bureaucracies. 

Success is not assured, Still, Mr 
Gorbachev has made. another of his brave 
strokes. He is going as far as he safely can 
towards freeing the farms. And he is at last 
giving farms the pride of place in pero 

that they should always have had. 








Viktor Afanasyev, is also part ‘of the | 
difficulty. ALAS 
Appointed back in 1976, he is one of 





the few surviving editors of the Brezhnev 





e ad ae pace to "make P 
Pravda the organ of the entire party, not = 
just its Central Committee, with its editor 
subject to regular re-election by party con- 
gresses. Both moves were defeated by the. 
assembled comrades. 

Mr Afanasyev has survived by bendin 
to whatever wind blows from the Kremlin. 
When Sovietskaya Rossiya published its - 
conservative manifesto, his Pravda duly 
obeyed Mr Gorbachev's order to publish 
a rebuttal. Since then he has skilfully com- 
bined progressive-sounding articles with 
fierce attacks on liberals such as Mr 
Mikhail Shatrov, a playwright, and Mr — 
Yuri Afanasyev (no relation), a historian. 

|. On the liberal wing are a host of pa- 
pers and magazines that are largely re- 
sponsible for the drop in productivity of 
Moscow's intellectuals. "How can you 
work when there is so much to read?", 
they complain. 

Among the more liberal dailies is the 
government newspaper Igvestia. Under 

the bold editorship of Mr Ivan Laptev, it 
has increased its circulation by almost a 
third in the past year. Ir has led the cam- 
paign for constitutional reform and more 
openness about the workings of the So- 
viet government. Sovietskaya Kultura, a 
three-times-a-week campaigner for de- 
mocracy, monuments to Stalin's victims 
and the resurrection of banned authors, 
has upped. its circulation by 1396. The 
livel y weekly Literaturnaya Gazeta, the © 
“thinking man's. paper" , has sold 23% 


more copies. 





While these ‘papers have eampaigned 
he di it is the 
















Middle man 


FROM A PARIS CORRESPONDENT 


R JEAN-PIERRE SOISSON is no 

body's poodle, though he does seem 
to run after power. He is a conservative 
holding the ticklish post of minister of la- 
bour in France's new Socialist minority gov- 
ernment. He is the personal embodiment of 
ouverture, the political opening up sought 
by President Mitterrand and the voters. 
“Traitor” to the traditional right, “oppor- 
tunist" to the traditional left, Mr Soisson 





thick literary monthlies, especially Novy 
Mir, Druzhba Narodov and Oktyabr 

ice the hoariest of all reactionary rags), 
«idt have turned promises into reality. 
With Soviet book-publishing still a slow 
business, these periodicals have sprung 
into action. They have serialised once- 
banned novels such as Pasternak’s “Dr 
Zhivago" and Anatoly Rybakov's "Chil- 
dren of the Arbat". Many of the best 
studies of the economics and politics of 
perestroika have also appeared in these 
journals. They have been rewarded with 
huge jumps in circulation: Druz 
Narodov has quadrupled to 800,000 
copies each month, Novy Mir has more 
than doubled to over 1m copies. 

The real darlings of the liberals, how- 
ever, are the weeklies Ogonek and 
Moskovskie Novosti, which is the most 
sought-after literary commodity in Mos- 
cow. It was once a propaganda sheet in 
five different language editions (Moscow 
News, in the English version), intended 
*- fool foreigners about the marvellous 

rievements of Brezhnev’s Russia. Now 
it is a flagship of glasnost. Mr Yegor 
Ligachev, the top conservative in the 
Kremlin, hates it—and said so publicly at 
the party conference. 

Ogonek, with weekly sales of 1.8m, is 
as fearless as any Soviet paper can afford 
to be. Its rule of thumb appears to be: 
we've had so much of the “good news" 
for seven decades, the only way to 
achieve balance now is to print all the 
bad news (otherwise known as the truth). 
Before the party conference it reported 
that four of the delegates were under in- 
vestigation for taking bribes. In late July 
it broke yet another taboo by publishing 
a Soviet officer's admission that the So- 
viet-sponsored regime in Afghanistan, 
which he had served as an adviser, had 
precious little chance of surviving once 
Russia's soldiers had gone. 

As one taxi-driver said recently: "The 
papers are so anti-Soviet these days, you 
can't keep up." 
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brought off a neat tactical victory for the 
government this week that would surely 
have eluded the diehards of either camp. 

It has been less than two months since 
the parliamentary election in which the vor- 
ers ended Mr Mitterrand's enforced cohabi- 
tation with the right but gave his Socialists a 
slim enough victory to encourage them to 
govern from the centre. Not much has hap- 
pened during that time, since the French 
persist in getting away from it all in the sum- 
mer. The fiercest occurrence was a battle at a 
Paris publishing plant between printers and 
the private army of an anti-union boss. In 


stepped Mr Soisson. His mediator soothed . 


tempers and settled the matter. 

Like Auxerre, the quiet Burgundian city 
of which he is mayor, Mr Soisson had set- 
tled into an unremarkable role until return- 
ing to fame as principal novelty of the So- 
cialist government led by Mr Michel 
Rocard. Half a dozen non-Socialists were 
netted by Mr Rocard, but Mr Soisson is the 
most interesting catch. 

At 53, he has a bright-eyed, supple look 
that hints at his career. In the 1970s he was 
an eager follower of the conservative Presi- 
dent Valéry Giscard d'Estaing, who gave 
him his first government posts. When Mr 
Giscard d'Estaing fell in 1981, Mr Soisson 
transferred his loyalty to another conserva- 
tive leader, Mr Raymond Barre. Even now 
that he is serving under a Socialist prime 
minister, he remains close enough to Mr 
Barre to be considered the “footbridge” (Mr 
Soisson's word) between liberal Barrist 
views and the left-dominated government. 

So far, fellow politicians are not being 
kind to him. Former colleagues on the right 
mutter about immorality; they remind him 
that right-wing votes elected him to parlia- 
ment in June. Older converts to the centre 
mock him as a Johnny-come-lately. Hard- 
ened Socialists mistrust him for seeking "to 
put water in our wine”. 

When asked why he said yes to Mr 
Rocard when other well-known centrist con- 
servatives could not bring themselves to 
take the plunge, he recalls telling himself, “if 
someone like me doesn't do it, no one will." 
France is better off, he argues, if the Social 
ists are not ruling all on their own. He be- 
lieves he has moved out ahead of his col- 
leagues in making a choice that now 
confronts all conservatives of the centre: al- 
liance with Mr Jean-Marie Le Pen's far-right 
National Front, or an understanding with 
the Socialists? 

Opting for entente with President Mit- 
terrand has brought him, along with the 
limelight, a big-budget ministry in which he 
looks like a standing provocation to Social- 
ist left-wingers. Under Socialist rule the la- 
bour ministry has a reputation for being a 
citadel of the left dedicated to protecting the 
workers. Mr Soisson's appointment could 
turn out to be a piece of subtle casting if 
France's labour relations deteriorate. They 





may. When France gets back to work in Sep- 
tember, trouble threatens as unions ques- 
tion the five-year-old austerity that has held 
back wage increases while helping French | 
companies to modernise and make money. 
A footbridge between unions and employers ^ 
will be needed. As a precaution, Mr Soisson 





has spent the past two weeks talking to the 


main leaders on both sides. 

Some 40 centre-right deputies am 
Soisson ilk have formed an autonomous op- 
position group in parliament free of the 
main conservative parties' control. Mr Barre 
is their guru, though not their organiser. In 


time, when he has seen how the Rocard gov- — 
ernment fares, Mr Barre is thinking of turne _ 
ing them into a liberal swing party capable — - 
of forming a ruling coalition with left or — 


right. In that case Mr Barre would become 
the king of ouverture, and Mr Soisson 
would again be playing follow-my-leader. 





Eastern Europe 


Visa versa 


FROM A SPECIAL CORRESPONDENT 


HE governments of Eastern Europe 


used to consider travel to the West es 


privilege to be granted to only a few 
screened citizens. Getting out of the East. 
these days is no longer so hard, especially if - 
you are a Pole or a Hungarian. The hard - 
part now is getting into the West. 

Residents of the elegant Saska Kepa di 


trict of Warsaw recently petitioned munici- 3 


pal authorities to remove the West German - 
consular office from their neighbourhood. 


They objected to the throngs of visa appli- — - 


cants who camp out for days and eat, ee. l 


and urinate on the doorsteps of nearby vi 
las. Elsewhere in Warsaw, western consul- 
ates attract even longer queues than butch- 
er's shops do. 


Obtaining a Polish passport this suma 


mer requires only a few days, provided you _ 


have a written invitation to visit someone in 


the West. A western visa, however, may take | 
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several months. Applicants have to prove 

- they intend to return home; people who do 

- not have a family, a car or an important job 
to go back to may face a long struggle. They 
- are also asked to show that they can support 
— themselves: France, for example, demands 
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- evidence of $40 a day, more than twice an 
average Pole's weekly pay converted at the 


blackemarket rate. The British consulate 
also subjects applicants to a long interroga- 
tion which reminds Poles of the ones con- 


ducted by their own militia. 


- — "Many Poles and Hungarians go abroad 

— just for pleasure. But many go for work, and 
being har currency back with them. Others 

decide to stay in the West. Last year, for ex- 

- ample, 10,000 Hungarians left their country 
- for good. 


Enthusiasm for East European immi- 


- grants is waning in the West. It used to be 


that asking for asylum allowed applicants ei- 
ther to stay permanently, and with full state 
support, in havens like Austria, West Ger- 
many or Scandinavia; or to wait to emigrate 
to the promised lands of Canada or the 
United States. No longer. Almost all appli- 
cations for asylum lodged by Poles and Hun- 
garians in Austria are now immediately re- 
jected; rejected applicants face deportation 
after three months. Denmark sends back 
half the Poles arriving by ferry. Italian and 
British officials mark Polish passports with 
special stamps forbidding their holders to 
ask for asylum or for a visa extension. 

Not so long ago, Poles in western capi- 
tals demonstrated outside Polish embassies, 
demanding that their families be let out to 
join them. This summer, Poles have gone on 
hunger strikes in front of the Danish parlia- 
ment and the UN building in Vienna. 





COMBINATION of judicial blunder- 
ing and political mischief may end the 


career of ltaly's top investigator of Mafia 


crime. Mr Giovanni Falcone, the magistrate 
whose work led to the spectacular trial last 


- year which convicted over 300 Mafiosi, says 


© tive of Palermo, Mr Antonino 
- Nicchi. Mr Falcone's move has 


. to persuade the star magistrate 
- to stay in place. 


he is fed up with interference by his boss: he 


- has asked to be transferred from organised- 


crime investigations. Eight other 
magistrates have walked out 
with him, as has the chief detec- 


agitated Italy's coalition govern- 
ment. To show that they are still 
serious about fighting the Mafia, | 
party leaders rushed back from 
seaside holidays for a meeting in 
Rome on August 4th. President 
Francesco Cossiga himself tried 


Mr Falcone's effectiveness in 
dealing with the Sicilian mob can be mea- 
sured by the lengths to which the govern- 
ment must go to protect his life. He travels 


- everywhere in a convoy of five police cars, 


has 25 bodyguards, an office with padded 
doors, shatter-proof windows and a plate of 
bullet-proof glass in front of his bath. 
When he started in the “Anti-Mafia 
Pool"—a team of magistrates who specialise 
in investigating organised crime—he drew 
up a flow chart of influence within the Mafia 


- families, including their transatlantic con- 


nections. After interrogating several hun- 
dred mobsters and arresting more than 
1,000 of them, he is one of the world's fore- 
most experts on the Mafia. He was the man 
who persuaded Mr Tommaso Buscetta, a 
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The falcon squawks 


Italy 
The Mafia gets lucky 


_ FROM A ROME CORRESPONDENT 


Mafia boss, to turn informer. This paved the 
way for the arrest of Mr Michele Greco 
(sometimes called the “Pope of the Godfa- 
thers”) and last year’s spectacular trial, 
known as the maxi-processo. 

The Sicilian-born Mr Falcone had, nat- 
urally, hoped to be promoted to head of the 
Anti-Mafia Pool. Instead the job was given 
to a bland candidate, the 68- 
year-old Mr Antonino Meli who 
has tried to break Mr Falcone's 
influence. The last straw came 
when Mr Falcone was told to 
take on a case of common bur- 
glary that plainly had no Mafia 
connections. 

This was more than a ques- 
tion of injured pride (rhough Mr 
Falcone knows his worth). The 
magistrate has been trying to 
trace the route of heroin and co- 
caine money as it passes from 
America to Sicily to Zurich and 
on to London. The Anti-Mafia Pool wanted 
to follow up the success of the maxi-processo 
with a crackdown on drug profits; to this 
end it was given the right to look into sus- 
pect bank accounts. But it now seems that 
the most thoroughly washed narco-lire may 
be ending up in politicians’ pockets. That 
might help explain why Mr Falcone has got 
less backing than he wanted for his latest 
investigations. 

Mr Falcone has made his move at the 
optimum time—at the start of the summer 
holidays, when ltalian newspapers are 
starved of news and of fresh ways to embar- 
rass the country's leaders. The Mafia mean- 
while can hardly believe its luck. 


* “wt * d as 
„Š ose quA CIT Pe |? r.a uh ME 


Sweden 


Black comedy 


FROM OUR NORDIC CORRESPONDENT 


LTHOUGH a general election is just six 
weeks away, the “Ebbe Carlsson af 
fair", the latest act in the Palme murder mys- 
tery, continues to dominate Swedish poli- 
tics. The Social Democratic government is 
trying to prepare for the election by cam- 
paigning on a record of competence. The 
voters are wondering how any competent 
government could let Mr Ebbe Carlsson 
cause it such embarrassment. 

Mr Carlsson (no relation to the prime 
minister, Mr Ingvar Carlsson) undertook a 
private investigation into the murder of a, 
former prime minister, Olof Palme, after 
two years of failure by the police to find t 
killer. He persuaded the minister of justic -, 
Mrs Anna-Greta Leijon, to endorse his in- 
vestigation. In June she was forced to resign. 
The prime minister has not come out of the 
affair well either. He was told by Mrs Leijon 
about the amateur sleuth's inquiries, but 
failed to realise that these were of dubious 
legality. Both ministers have been answering 
questions about the affair at televised hear- 
ings called by a parliamentary committee. 

All this is rather distressing for the So- 
cial Democrats, who in their dull and (usu- 
ally) competent way have managed to stay in 
power for all but six of the past 56 years. 
Many Swedes, remembering the mess the 
three non-socialist parties made while in of- 
fice from 1976 to 1982, are inclined to ac- 
cept the Social Democrats’ claim to govern- 
ment, not least because of the success of the 
economic policies they have pursued since 
their return to power. But the Ebbe 
Carlsson affair has raised doubts about min- 
isters' judgment. 

The theory on the Palme murder whicn 
enticed the unfortunate justice minister was 
this: Mr Ebbe Carlsson held that the mur- 
der was the work of a Kurdish organisation, 
and that the Swedish secret service, SAPO, 
prevented the police officer originally in 
charge of the murder hunt, Mr Hans 
Holmer (who was dismissed from the job last 
year), from following up the Kurdish lead. 
Allegations that a senior SAPO officer was 
working for the Soviet KGB, and even that 
SAPO had an interest in Palme's murder, 
were further embroideries on his theory, for 
which Mrs Leijon seems to have fallen. But 
the hearings have shown that all the in- 
formation Mr Ebbe Carlsson claimed to 
have unearthed was already known to the 
official investigating team. 

This may not actually cost the Social 
Democrats the election. If they can distract 
the voters from Mr Ebbe Carlsson they may 
yet be able to win. According to opinion 
polls, the two other issues to which voters 


attach high priority are the environment 
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. Discerning visitors to New York select 
The Carlyle, one block from Central 
Park, for its.consistent excellence 
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TV, VCR and Stereo. 
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With a strong commitment to the 
free enterprise system, Jamaica's 
government is leading the way for 
your company's growth. 

Tax-free incentives include zero 
taxes on profits, relief from import 
duties, no restriction on repatriation 
of profits. And if you locate in the 
Export Free Zone, exemption from 
Customs duty and import licensing. 

Add to this Jamaica’s large, 
capable work force of English- 
speaking people who can help you 
meet or exceed U.S. production 
rates at a fraction of the labor costs. 
And the fact that Jamaica is the 
hub of the Caribbean Basin, with 
two international airports served by 
twelve major airlines, plus shipping 
ports that receive and ship to Europe, 
the Americas, and the Caribbean. 


All this means that our climate ps 
which has been so good for tourists _ 
is even better for your business. ^. 
For more information on the. other. um 
side of Jamaica, just mail in the. 
coupon, or contact us at (212) 371- 
4800. Telex: 661948 JAMPRO. 


Make it J amara 
j Please send coupon to: 


North American Office, JAMPRO 866 2nd Ave., 6th Floor. NY, 10017. 
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Jamaica's Economic Development see: 
L . 85 Trafalgar Road, Kingston 10, Jamaica. 
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Bengt Westerberg's Liberals, Mr Carl 
Conservatives and Mr Olof 
son's Centre. party to shape a com- 
tform. The three party leaders have 



































ANNERS have 
. word "bastard". Now liberal poli- 
Cs is wiping out "illegitimate". Sociolo- 
ists have invented "non-marital". Just 
as well. So many children are now. born 
out of wedlock in Europe that in some 
| countries babies born to married oe 
. may soon be in the Punanty 


il". In. Norway, ‘Austria, France and 
Britain it is one in four or one in five. 


turning away from abortion. As numbers 


irths out of wedlock. The mothers are 
rejecting marriage but accepting babies. 

.— Why? A change in the moral climate 
is a big part of the explanation. Once 
premarital sex is acceptable, how can the 
inevitable crop of non-marital babies not 
be! The rate has jumped even in religious 
and deeply conservative lreland, where 
more than one child in ten is now born 
outside marriage. Sometimes this is be- 
cause Ireland's ban on divorce prevents 


THESE 


They will also plug away at the big weak- 
ess on the non-socialist side: the failure of 


eased away the . sec and Grane 


tend that bastards were always rare crea- 
tures, Not so. They just had different le- 
. gal rights, especially those to do with 


through history; maybe illicit passion. 


nearly half the ebat: are ' ‘non-mari- — the Non-Marital, would he have driven 
5t . S 


The figures have nothing to do with a 
had not faced a Europe that considered 
of abortions climb, so do numbers of - 


of an extramarital child in Europe regis- 


couples from marrying before starting a. 


joyed by the offspring of married cou- 
ples. The social stigma of being an unwed | 
mother has lessened enormously everye d 


births 
changed. Legislation is catching up with 


fathers of such babies now find them- 
selves with so many legal obligations to 


The main beneficiaries of. the. : 











The old-fashioned may like to pre- 
property. Bastards have cut a dash 


creates outsiders with much to prove. If 
Guillaume le Bátard had been Guillaume 





himself to. become William the Cor- 
queror? Would Queen Elizabeth | have 
sharpened her political wits so well if she 


her a bastard? A brand can be a scar or a 
mark of distinction. 

There is less dash to today’s bastards, 
but maybe their growing acceptance will. 
make up for style. Increasingly, the father - 


ters his paternity at the baby's birth. 
Laws have been changed to allow both 
partners to claim property should the 
couple split up. The differences in sup- 
port payments to children born in and 
out of wedlock are being lessened or 
abolished. legitimate children are win- 
ning inheritance rights equal to those en- 


where, and virtually E án i 


Scandinavia. M 
. Some conservative people will com- ds 


plain that all this is encouraging women. < 
to have babies out of wedlock. : 
should note that the rates of illegitimate 
grew before the laws. were 





what was already going on. Anyway, the 


mother and child that they pene as well 
be married. 














| TS [oy o might head 
a rion-socíalist coalition government. __ at 
‘Carlsson affair may in the end be the : 
Greens, who could gain from the voters’ dis- 

enchantment with all the established par- 
ties. For more than a year the opinion polls 
have been indicating that the Greens will — 


` certainly bein a position to hold the balance 
between socialists and non-socialists in the — 
“Riksdag. They insist that they will not offer 
_ their support to either side. So the counting = 
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of the votes cast on September 18th may 
leave the country without a clear indication 
which party or parties.can form a govern- 
ment or who the next prime minister is go- ` 


ing to be. That should. knock Mr Ebbe 
Carlsson right off the front; page. 








- EEC farm surpluses 





mountains high - 


FROM OUR BRUSBELS CORRESPONDENT 


UPHORIA about 1992 has deflected at- 
tention from the European Communi- 
ty s farm follies. It shouldn't; this show will 
run-and run. True, the Community s lead- 
ers in February at last agree cki 
control, agricultural prod 







ing for past errors long after 1992. ~ 
Four years ago mountains of surplus 


butter and milk-powder obliged the Com- 


munity to bring in milk quotas. Milk output 
duly fell. But beef production rose sharply as 
dairy farmers slaughtered cows they no 
longer needed for milk and switched to beef, 
subject to no ee and protected by gener- 
7 te i 3p today the Com- 





tonne beef mountain. "Bored fe bu: 


decided to cut suj pporr priges. 


Se 


more hon 2 billion ecus ($2, 4 billion) i in an 


> attempt to drain its vast wine lake by distill- 
ps «ing some of the least drinkable plonk into 
E ey dU 


industrial alcohol. This has created— yes, 


^ you guessed—a vast lake of unsellable alco- 
~ hol; more than 740m litres of it. 


The Community's usual answer is to sell 

off the sutpluses at bargain prices, mostly to 
outsiders. It has taken: a-loss of 3.2 billion 
ecus in the.past 18 months to bring its com- 
bined. butter and milk-powder mountain 
from 2.2m tonnes to less than 500,000. The 
Russians, the biggest takers of these bar- 


- gains, are about to oblige by taking another 
120,000 tonnes of butter; 200,000 tonnes of 


beef is likely to go ro Russia too. The next 
bill; if "us European. Commission-has its 
way, will be for.660m ecus. by the end of 

1999 to promote cheap sales of industrial al- 
-And guess aho pays for all this generos- 





BWIA's 6 weekly flights from Heathrow, can carry vou to Barbados, St Lucia, Grenada and Trinidad. And, 
from any of these destinations, you can then take connecting flights throughout the islands (even to North and 
South America if you wish). No other carrier has such a comprehensive network. So it's hardly surprising that 


we fly more people from more places, to more places in the Caribbean than any other airline in the world. 
BWIA, 48 LEICESTER SQUARE. LONDON WC2H7LT. TEL: 01-839 7155 TELEX 98746. We are the Caribbean. 











AY “1992” to a European businessman or politi- 
cian and he will bore you with talk of Europe's 


internal market. In the Caribbean the date has a 


different significance. It marks the 500th anniver- 
sary of the occasion when Christopher Columbus, 
an Italian sailing west in the service of the Spanish 
crown to discover a new route to China, fetched up 
instead in the Bahamas, and spent the rest of his life 


clairning islands for his patrons. 

The Caribbean will be right to celebrate his 
feat. Unlike the mariners who followed him, Co- 
lumbus belongs to the islands; he never set foot on 
the American mainland. His brother Bartolomeo 
was one of the first Europeans to attempt a settle- 
ment in the Caribbean; Christopher's eldest son 
was an early governor of Santo Domingo. | 

There is another reason for celebrating the first 
voyage of Columbus. It is a way of marking the im- 
portance of Hispanic culture on the region. For the 
first quarter of its Europeanised life, the Caribbean 
was a Spanish lake. [n important respects, it still is. 
Anglocentrics think that cricket is the national 
sport of the Caribbean. In fact, most islanders find 
it baffling, and prefer either cockfighting or base- 
ball, an American import that the non-English- 
speaking Caribbean has made its own. Literally: 
9596 of America's baseballs are made in Haiti. 
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Columbus's islands 






This survey is about the Caribbean islands, and 
the 31m people who live there. Of these, about 6596 
have Spanish as their mother tongue; another 2096 
speak French or a French-based creole. Even leaving 
aside Cuba, which has few links with the other is- 


lands but is by far the most populous state, 47% of - 


the Caribbean's population speak Spanish as their 
first language. The pattern is repeated in economics. 


Allowing for some guesswork on the figures for Cu- d 
ba's planned economy, the Spanish-speaking Carib- 


bean provides nearly 70% of total output. Yet the 


domination.of the Hispanic Caribbean is more ap- - 


parent than real. 
It may be that a new “Caribbeanism” in Puerto 
Y 


Rico, which (again making some assumptions about 


Cuba) is the biggest economy in the region, will one 
day turn that self-governing American colony into a 


regional power. But that has not happened yet, and 


as long as Puerto Rico remains tied to America, 
some in the Caribbean will never welcome the day. 
Cuba and its economy are in most respects isolated 
from the rest of the region. Around 8896 of its ex- 
ports go to other socialist countries; 8596 of its im- 
ports come from them. | 
One day this may change; for the moment, th 
question of whether, and how, Cuba's economy 


might open up is still too speculative for a survey 
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each other. As 


reports, they are 
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what they have 
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..4 SURVEY THE CARIBBEAN 


like this. But futurologists should note that pre-Cas- 
tro Cuba had the most aggressive and sophisticated 
native entrepreneurial class in the region. lt is still 
there. Peruse any list of prominent businessmen in 
the Dominican Republic, or Puerto Rico, and you 
will soon find Cuban refugees. In Miami, now about 
40% Cuban, their success is phenomenal and obvi- 
ous. What this diaspora would achieve if Cuba 
dumped socialism is, again, a matter for speculation, 
not prediction. For the time being, Cuba remains 
an island apart. 

Yet the close ties that Puerto Rico and Cuba 
have with America and the socialist economies re- 
spectively do not fully explain why the Hispanic na- 
tions do not dominate the Caribbean. In essence, 
you cannot dominate what is not there to be domi- 
nated—and in many ways the Caribbean is not a 
coherent region at all. 

Air travel throughout the Caribbean acts as a 
metaphor for a larger truth. From Europe, New 
York or Miami, flightpaths descend on the islands 
in clustered curves; the long-distance traveller is well 
served by the international airlines. Try to fly from 
one island to another, and you are at the mercy of 
strange schedules and unconscious symbolism. The 
easiest route from Jamaica to the Dominican Repub- 
lic is through Miami. A St Lucian needs a visa to 
take the short flight to Martinique, a French 
département d outre mer. Even for travel between 
the countries of the Commonwealth Caribbean, 
passport controls and customs checks are required 
for all. 

The Barbados airport is spotless; Trinidad's a 
mess. At Santo Domingo, when the electricity and 
air-conditioning cut out, you know you are in the 
developing world; at San Juan in Puerto Rico, very 
much in the developed one. Outside the airports 
lies a rainbow of skin colours, and a confusion of 
societies, languages and religions—everything from 
high Anglicanism, to voodoo, to Protestant holy 
rollers, synagogues, Hindu festivals and 
rastafarianism. 

Some parts of the region, like the elbow of the 
Leeward Islands, from St John to Nevis, are as heav- 
enly as anywhere on earth. Others—like the de- 
nuded fields of Haiti, ruined by nearly 200 years of 
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slash-and-burn farming, and whose peasants have 
been known to steal topsoil from the Dominican 
Republic—are hellish. The Spanish-speaking is- 
lands have large and rather grand cities; Havana, 
San Juan, Santo Domingo. The English-speaking 
cities are a mess (Port of Spain) or, at best, small, 
Cornwall-like towns tumbling to the water (St 
George’s in Grenada, Castries in St Lucia). 


Life in the backyard 

Beyond geography, four things unify the region. 
First, the majority of its inhabitants share a histori- 
cal scar. They are the descendants of those who 
were either brought there against their will as slaves, 
or of those who worked in the Caribbean as inden- 
tured servants because of poverty at home (East In- 
dians, Madeirans, Irish, Chinese). Second, all the 
territories of the region have faced a similar eco- 
nomic challenge. In 1945 every one was an economy 
dominated by raw materials and above all by sugar. 
Since then each territory has had to mitigate a secu- 
lar decline in commodity prices. They are small, 
poor, open economies, with chronic balance-of-pay- 
ments problems. 

Third, they all sit in the shadow—or as Ameri- 
cans say, without any embarrassment, in the back- 
yard—of the United States. "Backyardism" has 
three aspects, each of which is helping to shape the 
modern Caribbean. The first is the pervasiveness of 
American culture. From the waves of tourists, to the 
satellite dishes in the hills above Kingston and 
Santo Domingo, to Miami's role as a modern Mecca 
(the international edition of the Miami Herald is 
the only regional newspaper), American ideas and 
customs dominate the region. 

No less does America mould its economic con- 
tours. Since the seventeenth century the islands 
have depended on North America for staples: first 
timber and salt cod for the plantations, then capital 
and consumer goods, and now for invisibles like 
tourist revenues as well. In 1985, for example, 72% 
by value of the Dominican Republic's exports went 
to the United States, from where it got 33.5% of its 
imports. The respective figures for Trinidad and 
Tobago are about 6196 of exports and 4396 of im- 
ports; for Haiti 5396 and 4696. The pattern is a con- 
stant, island to island. American companies are the 
largest source of direct investment in the islands, 
und have been ever since the sugar firms came to 
Cuba, Puerto Rico and the Dominican Republic 80 
years ago. 

America also has a strategic interest in the re- 
gion, and has had for as long as it has known the 
meaning of the term. The Monroe doctrine, warn- 
ing European powers away from the continent, 
dates from 1823; the Spanish-American war was 
fought in 1898 mainly in and about, Cuba; and in 
1940 America swapped a fleet of clapped-out war- 
ships for long leases at British naval stations in the 
islands. The Cuban revolution of 1958 gave a new 
lilt to an old song, mainly because of the prospect 
that Mr Fidel Castro's revolution might inspire un- 
rest elsewhere. That lay at the heart of President 
Reagan's Caribbean Basin Initiative, which prom- 
ised to revitalise the economies of the region, and 
explained America's invasion of Grenada in 1983. 

More recently, the supply of narcotics to Amer- 
ica has been cast in the light of national security. 
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€ Caribbean is not a primary 
coca does not grow there. But a glance at the map 
shows that the islands, many of them small, deserted 
cays, are natural transcshipment points between 
processing factories in Colombia and the headquar- 
ters of America's cocaine wholesalers in southern 


A sea of tranquillity — 
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| SAY, as Mr Edward Seaga, the prime minis- 
ter of Jamaica, does, that the Caribbean is one 
of the “richest areas of democracy in the world” 
does not mean that the operation of its institutions 
is familiar to Europeans and North Americans. In 
1969 Mr V.S. Naipaul, the Trinidad-born writer 
who is one of the most acute observers of the Carib- 
bean, said that it had “the politics of kingship, in 
which there are as yet no rules for succession”. 
Nearly 20 years on, much the same could be said. 

Consider the events in the Dominican Republic 
this June. Amid rumours of a thwarted coup, Presi- 
dent Joaquin Balaguer shifted his defence minister, 
General Antonio Imbert Barrera and replaced him 
with General Wessin y Wessin, while Mr Juan 
Bosch, the leader of the main opposition party, tried 
to make political capital out of an apparent split in 
the ruling party. 

Now go back to 1961. Then the same Mr 
Balaguer was the titular president of the country, 
whose effective ruler was the dictator Rafael Truji- 
llo. On May 3rd that year, the same Mr Imbert 
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supplier of drugs; 






Florida. American pressure to curb this flow is now - 
important to the polities of the Caribbean—a poli- 
tics that is fascinating and little understood, For the 
fourth unifying aspect of the Caribbean is that, by 
comparison with much of the developed world, it is 

a haven of liberal democracy. | 
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Barrera drove Trujillo’s assassins to their rendez- Well, perhaps not 
vous with the dictator. The same Mr Bosch. was entirely tranquil, - 
elected president in free elections 18 months after buta M 
Trujillo's death. Eight months later, the same Mr- 7 the G 
Wessin y Wessin (aided by the same Mr Imbert Caribbeans — 
Barrera) drove Mr Bosch from office, and repeated politics is peaceful — 
the process two years later, by. which time Mr - eno ied. cue 
Bosch's supporters were in power once more. The ^ > per ar VIR 
American marines then intervened, and in 1966 the A 
same Mr Balaguer defeated the same Mr Bosch in 
elections. Meanwhile...but further details of a 
quarter-century of manoeuvring would tax the pa- 
tience of even a specialist. 

This is the extreme case of a common phenome- 
non. In societies as small as many Caribbean territo- 
ries, politics is intensely personal. The chief minister 
and the leader of the opposition in Montserrat are 
both called Osbourne; they are cousins. The prime 
minister and the leader of the opposition in St Lucia 
are married to sisters. The Adams family, father and 
son, gave Barbados two prime ministers. In Antigua 
the prime minister, Mr Vere Bird, has two sons— 
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Lester and Vere Jr—in his cabinet; they are at dag- 
gers drawn, and a third son has threatened to enter 
politics on Vere Jr's side. Jamaica's general election 
later this vear will pose a choice between Mr Seaga, 
and the ex-prime minister, Mr Michael Manley. 
They have been pitting their wits against each other 
for most of their lives. Mr Seaga was first a minister 
in 1962; Mr Manley's father founded the party his 
son now leads. 

This personalisation of politics means, as Mr 
Carl Stone of the University of the West Indies puts 
it, that leaders are "invested with extraordinary 
qualities of wisdom and pampered with emotional 
displays of ritual subservience by party followers". 
This is as common in the non-English-speaking Ca- 
ribbean (witness Mr Bosch, Mr Balaguer and Mr 
Castro, caudillos all) as in the Commonwealth 
(Messrs Bird, Seaga and Manley; in an earlier gen- 
eration, the Adams family and Errol Barrow in Bar- 
bados, and Eric Williams of Trinidad). Few of these 
men knew when to leave the stage. The presence of 
Williams, democratically elected prime minister of 
Trinidad from 1956 to 1981; lay like a dead hand on 
political development there; many would say the 
same for Mr Balaguer, Mr Bosch and Mr Bird Sr in 
their countries. As Mr Naipaul saw, it is the matter 
of succession that brings small societies to a crisis. 
Twice in the past decade he has been proved 
accurate. 

Haiti is the most obvious case. There, politics 
almost literally became that of kingship, when Fran- 


çois Duvalier, president from 1957 until his death in * 


1971, was succeeded as president-for-life by his son. 
After popular unrest, Duvalier fils was overthrown 
in 1986 by the army—much of which, however, re- 
mained Duvalierist in sentiment. In November 
1987 this faction killed at least 30 supporters of re- 
form candidates at an abortive election. They then 
allowed Mr Leslie Manigat to be elected president in 
a rigged ballot in January 1988. He meant well, but 
as soon as he seemed ready to pick and choose 
which military elements he supported, he was turfed 
out of office. The army took control once more. 


It is uncomfortable to say so, but events in Haiti 
have had little impact elsewhere. Even more than 
the other islands, it is regarded by its neighbours as 
a place apart. Haiti is the poorest state in the Carib- 
bean; its people's lot is synonymous with everything 
that sophisticated Caribbeans regard as backward. 
Haitians cut cane in the Dominican Republic in ap- 
palling conditions; since 1980 thousands of them 
have risked death at sea to escape to Miami. The 
rest of the Caribbean expects nothing but heart- 
ache from the country that the black Jacobins made 
the first independent state there. 


The lessons of Grenada 


So the second example of a succession crisis has had 
a greater impact on Caribbean thought, despite tak- 
ing place in Grenada, which has only 100,000 in- 
habitants as against Haiti's 6m. Grenada's head of 
state is the Queen; it has the trappings of a West- 
minster democracy. Yet Sir Eric Gairy, who had led 
the country to independence, turned out to be a 
corrupt buffoon and was overthrown by a group led 
by Maurice Bishop in 1979. For the next four years 
the Bishop regime ruled without elections with an 
increasingly heavy, Marxist hand. It forged close 
links with both Russia and, particularly, Cuba. 

Until 1982 its economic policies, which stressed 
agricultural production, were quite successful. But 
by 1982 a critical shortage of tourists presaged a cri- 
sis. By mid-1983 Bishop had recognised the need to 
mend fences with America, which had cut off aid to 
the island. Whether because of the Caribbean's en- 
demic tendency to personalise politics, and hence to 
encourage personality clashes, or because of ideo- 
logical differences (and probably because of both), 
the regime fell apart in autumn that year. À group 
centred on Mr Bernard Coard, the hard-left deputy 
prime minister, seized power; Bishop and more than 
100 others were killed. A few days later American 
troops, supported by most of the countries of the 
Commonwealth Caribbean, invaded. Free elections 
were held in 1984. , 

The desire of leading figures in the Common- 
wealth Caribbean to put Grenada behind them is 
palpable. The prime ministers of both St Lucia and 
Jamaica told your correspondent that it was an ab- 
erration, now over. Perhaps so; but Grenada still 
holds lessons for the politics of the region. 

For the left the American invasion was an 
embarrassment, a confirmation of their nations' de- 
pendence on Uncle Sam, a reminder that their sov- 
ereignty was contingent on American goodwill. As 
Mr Anthony Maingot, a perceptive Caribbean 
scholar, points out, if anything was embarrassing 
about Grenada it was not the invasion, but the ap- 
palling violence in the days before it. The striking 
fact about Grenada was the popularity of the Amer- 
ican action. In the island itself it was called a rescue. 
In Trinidad, whose government opposed the inva- 
sion, opinion polls foünd 6196 in favour of it; in 
Jamaica, which has both the most sophisticated and 
most proudly nationalist public opinion of all, 5896 
supported the Americans while 3496 did not. 

This reaction was not peculiar. The Grenadian 
regime had become oppressive, and for most people 
in the Caribbean a commitment to democracy and 
due process is heartfelt and genuine. The guberna- 
torial election in Puerto Rico this November will set 
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a standard of cleanliness for Hispanic America. 
Sceptics will say that Puerto Rico, and similarly 
clean Guadeloupe and Martinique, are colonies, 


and that their metropolitan powers demand cleanli- 


ness. That is too mean-spirited. This summer, for 
example, a Barbados court examined the circum- 
stances in which a policeman shot a suspect with a 
thoroughness that would have shamed some coun- 
tries in Western Europe. 

Again, it is possible to plead a special case. Bar- 
bados has an admirable steadiness of purpose and 
policy, and eschews ideology. But consider Trini- 
dad. Granted, the present government of Mr 
A.N.R. Robinson is less than competent, its eco- 
nomic policies confused and half-hearted. Granted 
again, there are endemic tensions between the black 
and Indian populations. But the differences have 
been conducted peaceably. That is more than can 
be said of many other small countries which are 
shared by two races. 

The great test of Caribbean democracy will be 
the general election in Jamaica expected just before 
Christmas. That country of 2.3m people is dispro- 
portionately important, for two reasons. First, it is 
the cultural powerhouse of the Commonwealth Ca- 
ribbean, and not just because its team is the region's 
cricket champions. It has more intellectuals and art- 
ists than any other country. Marcus Garvey, the 
theoretician of Pan Africanism, could only have 
been born in Jamaica. Barbados and Trinidad are, 
by comparison, bland. Jamaica sets a tone. 

In the 1980 general election that tone was pro- 
foundly worrying. Mr Manley’s People’s National 
party (PNP) had, since 1972, run the country on lines 


which were said to be democratic socialist. In eco- 
nomic policy, it stressed the role of the state, con- 
trolled prices and incomes and made foreign invest- 
ment difficult. Mr Manley befriended Mr Castro, 
and supported the non-aligned movement. He was 
beaten in 1980 by Mr Seaga’s Jamaica Labour party 
which has ostensibly stood for everything that Mr 
Manley did not a liberalised economy, 
privatisation, support for Mr Reagan. In the cam- 
paign, both sidés armed their supporters, and hun- 
dreds of people were killed. 

Lots of those guns are still in Kingston's shanty- 
towns. This year’s elections are the first chance to 
see if they are now used only for robbery, not poli- 
tics; in 1983 the pnp did not contest the elections. 
The omens are good. Expect the ballot to be fiercely 
contested, but, on the whole, clean and peaceful. 

Why? Partly, again, because of the power of 
personality. Mr Manley and Mr Seaga are not young 
men any more, and neither wants to play the game 
by hot-headed rules. They have jointly disavowed 
violence, and each peppers his speeches with nice 
words about the other. More importantly, both 
men are democratic patriots. They care about the 
reputation of their country. Mr Manley did not try 
to hold on to power in 1980; no more so will Mr 
Seaga if, as the pollsters predict, he loses this year. 

The main reason for being optimistic about the 
election, however, concerns the economic environ- 
ment in which these personalities now have to oper- 
ate. Times have changed since 1972. The economic 
options now available to Caribbean political parties 
of any ideological stripe are such as to shrink the 
differences between them. 





Bitter sugar 


M^ American businessmen are darkly suspi- 
cious of “Manley Mark II". They should first 
decide what kind of beast was Manley Mark I. Prob- 
ably, Mr Manley is as he always has been—an 
Opportunistic, social-democratic politician whose 
policies have been moulded by prevailing circum- 
stances. In the early 1970s those circumstances in- 
cluded: a demoralised America which had lost a war 
and a president; a Cuba which purported to be an 
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economic success; and the expectation that com- 
modity producers would soon storm the new Jerusa- 
lem. These factors gave an illusion of economic 
manoeuvrability, which has now disappeared. If he 
wins this year, Mr Manley will have to deal with a 
more confident America, a Cuba whose economic 
bluff has been called, and a still partial recovery 
from the 1980s collapse of commodity prices. 

Of these, it is the third which is of most signifi- 





And every other 
commodity too. 
But how sweet it is 
in Puerto Rico 









cance for the Caribbean. Farming has always been 


its mainstay. Pre-emine 


ropean nations in the eighteenth century. Saint- 
Domingue (later Haiti), the most productive sugar 
colony, was critical to the pre-revolutionary French - 


Napoleon sent the largest army that had ever 
crossed an ocean to try and recapture it. At the end 
of the Seven. Years War in 1763, English opinion 
was divided as to whether Guadeloupe and Marti- 
— | nique, two specks on the map but covered in cane, 
— sof were a more valuable prize to wrest from France 

gol than Canada. To many, Canada seemed a worthless 

35] half of a continent. : RR | 


39| King cane | T (5 
| Simplifying 150 years of economic history, Carib- 
bean sugar has been in decline since the emancipa- 
tion of slaves. Planters invested little in capital, be- 
cause they had free labour. At mid-nineteenth 
century most tilled their fields with hoes, not 
ploughs. Ever since it was discovered that sugar beet 
could be grown in temperate climates, and cane in 
America, Caribbean producers have had to com- 
pete with rich countries’ domestic sugar lobbies. It 
has been a doomed struggle, getting more doomed 
of late. M | | 
In 1981 the United States imported about 5m 
tons of sugar from the Caribbean; in 1987 about a 
fifth of that. Exports of sugar to the European Com- 
munity declined in value by 196 each year between 
1980 and 1986. In 1980 the Dominican Republic's 
sugar exports were worth $290m; in 1987 exactly 
half that. 
Where sugar has led, other exports have fol- 
lowed. Trinidad, once an oil-rich trout among min- 
nows, saw the value of its oil exports halve between 
1980 and 1986. The refineries on the Dutch islands 
of Aruba and Curacao went bust, or were drastically 
slimmed. Jamaica's earnings from bauxite plunged 
from $234m in 1978 to $77.5m in 1985. Only ba- 


nanas, among the traditional export commodities, 



































island producers (Jamaica, St Lucia, Dominica, Gre- 
nada and St Vincent) increased. in value from 
$39.1m in 1977 to $194.6m in 1986. For St Lucia 
and Dominica, both of which have increased their 
export earnings from bananas more than fivefold in 
ten years, the crop has been a lifeline. 

Yet even here, the future is cloudy. Caribbean 
bananas are not, by world standards, cheap. Almost 
all are exported to Britain, which pays above world 
prices. The British government is trying to be help- 
ful to its traditional suppliers, but in a single Euro- 
pean market cheaper bananas imported elsewhere 
into Europe could be re-exported to Britain. 

The islands’ economic woes have been exacer- 
bated by a severe drop in capital inflows. The World 
Bank estimates that net foreign finance declined by 
about 45% in nominal terms between 1981 and 
1986. Jamaica and Antigua have troubling levels of 

debt, while the Dominican Republic, where foreign 
exchange is a rarity, will have to seek IMF support 
this year. The financial gap has affected levels of 
public investment, and hence employment. Mr 
Neville Nicholls, the president of the Caribbean 
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Commonwealth Caribbean, says that the reduction 
of unemployment must be the top development pri- 


 ority. Within the past two years territories as diverse 


as Trinidad, Jamaica, Martinique, Curacao and the 

Dominican Republic have experienced unemploy- 

ment rates above 20%. —. . M 
In many ways, this gloomy picture has changed 


little in 40 years. Some methods of responding to it 
are less attractive than they might seem. Many ob- 


servers have, for example, berated the way a sugar 


monoculture has been allowed to perpetuate itself 
despite obviously difficult conditions in the world 
sugar market. Some countries, it is true, have diver- 
sified. St Lucia switched from sugar to bananas; 
there are some food-processing success stories in Ja- 
maica and especially the Dominican Republic. But 
sugar is still king. 


For good reasons. Sugar is far more suitable for 
the Caribbean than any other cash crop. Many re- 
ports have pointed out that it is uniquely able to 
resist both the climate of the Caribbean (especially 
hurricanes) and local plant diseases. When Puerto 
Rico, which used to have nothing but cane, got rid 
of it, fields were not replanted with other crops; 
they returned to.bush. As Mr G.B. Hagelberg, an 
analyst of the Caribbean industry has said, “Given 
the natural advantages of sugar over other crops, a 
country that is a relatively high-cost cane producer 
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is hardly likely to be a relatively low-cost producer of 
another crop.” 

It follows that sometimes dependence on sugar 
has been no bad thing. Russia may now be tired of 
paying high pricesto Cuba. But the guaranteed Rus- 
sian market has at least enabled some spin-offs from 
sugar to be developed. Cuba is in the forefront of 
processing bagasse, a sugar by-product that can be 
used for pulp, board, and paper; it has built an in- 
dustry making machinery for sugar production. 

No such fairy godfather is in sight for any other 
island, so they have had to turn to other develop- 
ment strategies. As everywhere in the developing 
world, import-substitution behind high tariff-walls 
had its supporters in the 1950s, but in such small 
economies its limits were bound to be apparent 
sooner rather than later. Mr Clement Jackson, of 
the Planning Institute of Jamaica, has called his 
country "a nation of samples" with tiny production 
runs of goods at high cost and low quality. A small 
band of traders, as skilled in winning import li- 
cences as in making things, got rich; consumers got 
gouged. On the back of its petrochemical industry, 
but similarly behind high tariffs, Trinidad tried a 
strategy that owed something to state capitalism. 
Nationalised companies and joint ventures were 
meant to develop heavy industry, complete with the 
obligatory steel mill. That is now effectively bust, 
and GNP has fallen every year since 1983. 


The bootstrappers 


Nobody ever speaks of a “Trinidadian” or “Jamai- 
can model" of development. The "Puerto Rican 
model", however, is part of every Caribbean econo- 
mist's vocabulary. When it was ceded to America in 
1898 the island was the poorest part of the Hispanic 
Caribbean; it had no natural resources. In the fol- 
lowing 40 years, American firms covered the island 
with cane. Production of sugar increased from 
66,000 tons in 1895 to 866,000 in 1930; in 1935 
sugar accounted for 6096 of the total value of ex- 
ports. But Puerto Ricans themselves stayed dirt 
poor, and visiting dignitaries from Washington 
were embarrassed that their flag should fly over 
such penury. 

Today Puerto Rico’s GNP per head—about 
$5,200—is much the same as that of Barbados, 
more than that of Trinidad, and roughly seven 
times that of the Dominican Republic. Its infant 
mortality is among the lowest in the region; it has as 
many doctors per head as the United States. Alone 
among Caribbean cities, San Juan has all the trap- 
pings of modernity: freeways, skyscrapers and Oscar 
de la Renta frocks. 

The novelty of Puerto Rico is that its success has 
come through industrialisation. During Operation 
Bootstrap, which ran from the late 1940s to the 
1960s, manufacturing employment increased by an 
annual average of more than 4% each year; growth 
rates in the economy as a whole were higher still. 
Manufacturing now accounts for about 57% of out- 
put, agriculture just 3%. 

Puerto Ricans are immensely proud of this 
achievement. It occurred during the long rule of 
their hero, Luiz Munoz Marin, the first Puerto Ri- 
can to be elected governor, and a man whose great- 
ness was obscured only by the smallness of his island 
fief. Undeniably, industrialisation would not have 
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happened without American capital, and American 
firms would not have arrived had they not had an 
exemption from federal taxes on their income there. 
But Puerto Ricans point out that such tax breaks 
had been available since 1900. It was only when 
Puerto Ricans—Munoz and a group of handpicked 
technocrats close to him—took over the running of 
the island from Americans that the tax breaks were 
marketed with gusto. ji 

The men who ran Fomento, the island’s-eco- 
nomic development administration, knew (and still 
know) what they were about. Though the island had 
some small businesses, there was little attempt to 
adopt import substitution asia model. The main 
thrust was always to persuade "foreign" firms to es- 
tablish export-oriented operations in Puerto Rico. 
At least 80% of these companies have their head- 
quarters in America. 

Fomento's marketing skills apart, Puerto Rico 
could offer three incentives: duty-free access to the 
American market, tax exemptions and cheap la- 
bour. The first is secure so long as Puerto Rico re- 
mains either the "Commonwealth"—or self-gov- 
erning colony—that it is now, or becomes one of 
the United States, as many Puerto Ricans would 
like. Statehood would, however, mean the end of 
Puerto Rico's favourable tax regime, which has had 
some powerful enemies. Labour costs are already a 
problem. From 1950 to 1970 the average hourly 
wage in factories increased from about 2896 of main- 
land American levels to about 5396 of them. Taking 
into account all fringe benefits and the hours 
worked each week in manufacturing (a little less in 
Puerto Rico than in America), the figure now is 
probably about 6096. 

A comparison with America is, however, no 
longer what counts. As American firms get used to 
sourcing products anywhere in the world, Puerto 
Rico has to compete with the newly industrialising 
countries. Its labour costs are three to four times 
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Asia's little dragons. This realisation coin- 
| 1970s, with criticism of Fomento's 
strategy. It was argued that most value-added by the 
export industries was transferred out of the island. 
Conversely, it was said that by concentrating on 
low-wage, low-skilled jobs in industries like textiles, 
technology transfer from the export industries to 
other sectors was small. The development strategy 
hence shifted to industries such as computers and 
pharmaceuticals, and this has been quite successful. 
Since 1976 employment in high-technology indus- 
tries has grown at an average annual rate of 4.6%, 
and in pharmaceuticals by 7.7%. 

It is an article of faith in Puerto Rico that two- 
thirds of all the 150,000 new jobs in manufacturing 
from 1976 to 1985 came because of section 936 of 
America’s Internal Revenue Code. Stripped of its 
many complexities, companies can use section 936 
to receive a 100% tax credit on income derived from 
their operations in Puerto Rico. Crucially, the tax 
credit is also available to offset income accruing to 
the parent from certain investments made in Puerto 
Rico—this was designed to provide a pool of cheap- 
ish cash to finance Puerto Rico’s economic develop- 
ment. The local financial sector now holds about $9 
billion of these 936 funds". 

The American Treasury has long hated section 
936, believing that it is an expensive way of generat- 
ing employment in Puerto Rico, and rich in poten- 
tial for tax evasion. The second Reagan administra- 
tion proposed that it should be phased out as part of 
tax reform. Puerto Rico then played a card which 


The rich world's offer 


Y iced ON'S capitulation to Puerto Ri- 
can lobbying was not entirely altruistic. For 
Puerto Rico had offered it a lifeline from the quick- 
sand of the Caribbean Basin Initiative (CBI). 

In December 1980, before his inauguration, Mr 
Reagan received a visit from Mr Seaga, who had just 
won elections in Jamaica. Mr Seaga said that the Ca- 
ribbean was an area of either potential instability, or 
prosperity. If the latter, it would have to trade its 
way out of crisis; so its products needed access to 
America. Mr Reagan was intrigued, and the CBI was 
launched in 1981. America being 
America, legal approval of the pro- 
gramme did not take place until 
1983. It took effect in January 
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The heart of the plan is duty- 
free access to the American market 
for goods originating in participat- - 
ing countries (including some on 
the mainland). It follows the model 
of the Lomé Convention, which 
gives access to the European Com- 
munity for many goods from the  . 
developing world, and of Caribcan, 
which does the same for Caribbean 
goods flowing into Canada. _ 
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was either a monumental bluff, or a critical moment 
in the history of the Caribbean. In his inaugural 
speech in 1985, Governor Rafael Hernandez Colon 
committed his administration to a central role in 
the economic development of the whole region. He 
proposed a deal with Washington: lay off section 
936, and Puerto Rico would facilitate the tax-free 
investment of 936 funds not just in the Common- 
wealth itself, but elsewhere in the Caribbean. 

His political opponents think it heresy to use 
section 936 as a bargaining chip, but Mr Hernandez 
had made a smart move (he and his technocrats, 
many of them terrifyingly young, are smart people). 
It ingratiated him with an American administration 
keen to demonstrate its commitment to the Carib- 
bean; and it was also good business for Puerto Rico. 
For one thing, above all, frightens Puerto Ricans. If, 
before the island has made its transformation to a 
high-value-added economy, enough American com- 
panies discover that other Caribbean countries 
have even lower labour costs, the island is in a deep 
hole. The essence of Puerto Rico's new Caribbean 
programme is to say to American firms: "We know 
that labour costs for fabrication work are cheaper 
elsewhere than they are here. But our labour costs 
for high-technology work are less than on the main- 
land. So set up a twin-plant operation here and (say) 
Jamaica, which needs the jobs. Give them the fab- 
rication work, and us the R&D lab. And we'll make 
sure that returns on your investment in both loca- 
tions are free of American tax." After intensive lob- 
bying, Washington backed the plan in 1986. 


the goods covered by it were already allowed into 
America duty-free under those GATT rules which 
give poor countries some trade advantages. More- 
over, lobbyists nobbled the original idea. Almost all 
textiles and footwear are excluded from the CBi, yet 
it is in low-technology textiles that Caribbean coun- 
tries thought their labour costs gave them an advan- 
tage. On the other hand, under American customs 
rules, clothes finished in the Caribbean from Amer- 
ican cloth pay American duty only on the value 
added in the Caribbean. This exemption, the "'sec- 
22 —. tion 807” rule, is no slap in the face. 
More importantly, the CBI was 
launched as commodity prices were 
collapsing. So at a time of ballyhoo 
about a new relationship between 
the United States and the islands, 
the share of American imports that 
came from CBI countries fell from 
4.196 in 1980 to 2.196 in the first 
half of 1985. For that, blame mainly 
the American sugar programme, a 
trade distortion for which the word 
evil is not too strong. "We kicked 
them in the teeth," says one senior 
American official of the sugar pro- 
gramme, and he is dead right. 
America has since 1981 limited 
-imports of sugar through quotas for 
- each exporting country. These ex- 
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porters receive a price for their sugar above the 
nominal world price. Quotas have been progres- 
sively tightened. In 1975-81, for example, the 
Dominican Republic exported an average of 
815,000 tons of sugar to America each year. Its ini- 
tial quota in 1981 was 493,000 tons. This year it is 
only 123,000 tons. In 1982 foreign-exchange earn- 
ings from its American sales earned the country 
$187m; this year it will receive about $49m. Only 
American congressmen will be surprised to hear 
that the country has signed long-term supply con- 
tracts with Russia. 

— The effect on smaller economies is yet more 
drastic. St Kitts and Nevis, for example, had an 
American quota of 16,000 tons in 1982 (itself 13% 
below its average yearly exports to America from 
1975 to 1981). This year its quota is 5,770 tons. 
Over a third of the St Kitts and Nevis workforce is 
employed in sugar; of these, half are now laid off. 

[n terms of crude figures, this iniquity has made 
a nonsense of the CBI. Just about everyone con- 
cerned with the programme, from Mr Seaga to the 
Reagan administration, concedes that its benefits 
have taken longer to show than expected. Nonethe- 
less, a case can be made for the CBI as a modest suc- 
cess. Between 1983 and 1988 the value of Carib- 
bean exports of commodities to America dropped 
by nearly 5096. But manufactured exports doubled 
in value. In 1983, for example, the region sold outer 
garments and shirts worth $198m to America; by 
1987 they were worth $693m. 

This boom in non-traditional exports is ex- 
plained by the number of American firms which 
have established plants in the Caribbean to finish 
clothes, or assemble electronic goods, from cloth 
and components flown in from the mainland. A fea- 
ture of the Caribbean practice (as compared with 
similar plants in Mexico) is duty-free zones. In the 
Dominican Republic, which has embraced the idea, 
about 80,000 workers are now employed in them. 
Service industries, too, can be attracted. Many Ca- 
ribbean islands are investing in telecommunications 
to woo American companies; American Airlines, 
for example, now runs much of its reservation sys- 
tem on computers in the Dominican Republic. 


The low-wage location 


The attraction of the Caribbean for American firms 
is plain enough—low labour costs and free access to 
the American market, just as Puerto Rico used to 
provide. Now that Puerto Rico is prepared to spread 
section 936 funds around, tax concessions have be- 
come available as well, at least in some countries. 
America insisted that 936 funds could be used out- 
side Puerto Rico only in countries that signed a tax 
information exchange agreement (TIEA) with the 
treasury in Washington, a device aimed at the laun- 
dering of drug-money. To date, only Grenada, 
Dominica, Jamaica and Barbados have signed. 

Not coincidentally, Jamaica and Barbados both 
now run liberal, outward-oriented economic poli- 
cies. Barbados cut taxes in 1986, though it raised 
them again this year when its public finances got 
rocky. Jamaica has scrapped many trade barriers, 
and has the most ambitious privatisation plans in 
the region. It is now highly competitive in labour 
costs, and will pick up the lion’s share of those 936 
funds distributed by Puerto Rico. Barbados has an 
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economy (and labour costs) similar 
to that of Puerto Rico and hence 
cannot offer an investor any real 
complementarity; Jamaica can. So 
can the Dominican Republic, which 
has not signed a TIEA, but has won 
most of the twin-plant operations 
sharing production between Puerto 
Rico and another island. This shows 
that some companies will forgo tax 
breaks if labour costs are low 
enough—and in the Dominican Re- 
public they are around $25 a week 
for the average worker. 

And there's the rub. Critics of 
the CBI say that even its success to 
date proves that it is bound to fail 
over time. A development strategy 
for the region cannot, they say, de- 
pend solely on wooing American 
companies to export enclaves with 
low wages and low skill-require- 
ments. Those enclaves can be costly too, in terms of 
required investment in infrastructure and revenue 
forgone—long tax holidays are standard. Moreover, 
foreign companies can always be tempted some- 
where nicer. Every economist in the Caribbean 
knows about Intel, an American electronics giant 
which, after a decade in Barbados, closed its plant 
there in 1986, laying off more than 1,000 workers— 
about 1% of the island's workforce. “High-cost, 
low-tech, low-skill and footloose”, Mr John Comp- 
ton, the prime minister of St Lucia, calls the Carib- 
bean's new manufacturing jobs; he is not the only 
disenchanted observer. 

The critics argue that any programme designed 
to boost non-traditional exports has a fatal flaw. 
They are all predicated upon the presence in the 
Caribbean of a local, aggressive entrepreneurial 
class, just waiting for access to the American market 
to explode. Even Mr Seaga now admits that no such 
class is there yet. In Jamaica, which has massively 
expanded non-traditional exports, the figures are 
still dominated by “807” textile exports to America 
from low-wage plants. Throughout the Caribbean, 
Chambers of Commerce say their businessmen 
have not taken advantage of the new conditions. 

Realistically, this is not surprising. Most Carib- 
bean businessmen, if they have manufactured at all, 
have done so for tiny, protected markets. They have 
had little idea of how to market their products for 
America, and mostly have factories far too small for 
American or European orders. Many are innately 
cautious—a merchant banker in Barbados says that 
when the government cut taxes in 1986 his friends 
worried: “But can the country afford it?" 

So most islands have imported entrepreneurs. 
No problem if they are from blue-chip firms like 
Westinghouse, Baxter Travenol or Merck. But any 
conference on business in the Caribbean makes it 
look like the place to which capitalism goes to throw 
up. The new visibility of the region has brought 
with it lots of sleaze merchants, some of whose busi- 
ness plans centre on a tax-efficient way of launder- 
ing cocaine money. That is the kind of investment 
that Mr Compton does not want, and, indeed, St 
Lucia probably doesn't get it. Some islands do. 
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Sun and sand 


S THERE a way out of the corner that Caribbean 

manufacturing finds itself in? Attitudes may be 
changing among younger businessmen in Barbados, 
Jamaica, Trinidad and the Dominican Republic. 
Many of them now contemptuously dismiss the pro- 
tectionism an older generation found essential. 
Some are learning that they can train for selling to 
America by exporting to Puerto Rico, a kind of half- 
way house. And that footloose foreign investment 
can be beneficial. Barbados has a group of young 
businessmen who spent ten years as managers in 
Intel, a company with international standards. In 
Puerto Rico 9096 of the managers in its foreign- 
owned plants are locals. 

Some dynamism comes when a local returns 
home. Mr Carl Linton, for example, spent 14 years 
as a telephone engineer in London—and many Sat- 
urday afternoons sketching furniture in Conran, 
Heals and Harrods. Workbench, his Barbadian 
company, now has a turnover of $1m selling pine 
furniture to the growing Barbadian middle-class. 
But changes will not happen overnight. The part- 
ners in Leverage, one of the manufacturing compa- 
nies born from the shell of Intel, say that Barbados 
has always assumed that a clever student will go into 
the law, or another profession, not manufacturing. 

The innate difficulties of bludgeoning domestic 
manufacturers into competitiveness have led some 
policymakers to try a different tack. The young tech- 
nocrats who have made St Lucia this year's Carib- 
bean star say that there is no point wishing into exis- 
tence a native business class, ready to export to 
Europe and America. It plainly isn't there. Instead, 
they argue, the key thing is to make the public sec- 
tor efficient. Crucially, this means running public 
finances with great skill so that a modern infrastruc- 
ture can be financed, ready for the day, five or ten 








years hence, when local businessmen can use it. 

Meanwhile—and this is heard in Jamaica too— 
it is mad to ignore traditional exports. So grow ba- 
nanas to the highest quality; maximise the recent 
rise in the bauxite price; look for non-American 
markets for sugar. Above all, the alternative model 
to manufacturing-for-export is a reminder of what 
most people know the islands for. They can be very 
beautiful; the ability to grow sugar apart, that is 
their only comparative advantage. 

Across the Caribbean, 1988 is the year that 
people decided to get serious about tourism. A 
banker in Barbados says "it's the only game in 
town"; in the Dominican Republic hotel invest- 
ment is driving an economy whose traditional in- 
dustries have collapsed. In May Mr Nicholls, the 
president. of the Caribbean Development Bank, 
praised tourism as a development strategy. 
Throughout the 1970s, he argued, those economies 
in which tourism was significant performed consis- 
tently better than those in which it was not: a fact, 
Mr Nicholls suggested, which "seems to have es- 
caped many of us". 

True. The conventional wisdom used to be that 
tourism had poor links with the rest of the local 
economy, and was dominated by foreigners. This 
made it an easy target for political sniping; it was 
said to be obscene to pander to conspicuous con- 
sumption amid substantial poverty. 

Those lines are heard less than they were, but 
some of the figures about tourism's contribution are 
too close to boosterism for comfort. The key point 
is to compare tourism with other sectors of the re- 
gional economy. In.1986 the Caribbean as a whole 
attracted 8.4m "stayover" tourists (that excludes 
those who came on cruise ships)—an increase of 
2296 on 1980. Tourism transformed the external ac- 
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counts of numerous territories. It is now Jamaica's 
leading foreign-exchange earner; Barbados would 
have a massive current-account deficit without it. 
Moreover, the Caribbean Tourism Research and 
Development Centre (cTRC) suggests that the leak- 
age of tourist spending abroad is shrinking, as more 
hotels, restaurants and car-hire firms are locally 
owned. Two studies have estimated that 4296 of 
tourist expenditure is retained locally. 

No other industry in the region can match this 
record. Tourism may be subject to downturns in the 
countries from which tourists originate; but the Ca- 
ribbean always suffers from a recession in the rich 
world. Tourism is not uniquely exposed. 

There are, however, real problems with its con- 
tinued development. The first is its quality. Much of 
the Caribbean tourist industry is mature; hotels are 
ten or 20 years old. Countries like Barbados do not 
have low labour costs, which means that tourists 
pay a lot for their tans. If the hotel's paint is peeling 
(as it sometimes is) or the service is slipshod (which 
is depressingly frequent), visitors will go to the next 
fashionable suntrap—Mexico, say, where equiva- 
lent holidays can be 6096 cheaper than in the is- 
lands. To avoid that, many smaller hotels—and 
these are the ones that tend to be locally owned— 
need to be upgraded. 

There are difficulties, too, with the seasonality 
of the tourist industry, Old Caribbean hands know 
that the weather is just as pleasant, and the prices 
halved, in the summer. But Caribbean tourism 
started as a winter destination, and so its image has 
remained. In Antigua, for example, tourist arrivals 
in March 1986 were 17,100; in September just 
6,800. Every island is now marketing its charms as a 
summer holiday resort, but this can be tricky. Bar- 
bados this summer had lots of English visitors—a 
Mandy here, a Wayne there—drinking Malibu and 
pineapple juice in authentic pubs, just like those in 
Spain. Barbadians are usually too polite to say it, 
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but this lowers the tone and sends punters with seri- 
ous money to the Maldives instead. 

According to a study on Grenada by Mr 
Rudyard Robinson of the cTRc, those big spenders 
are the tourists that the region must keep, Crude 
numbers of tourists have a smaller impact on 
growth in the economy than how much each tourist 
spends. Caribbean tourist bureaus, he suggests, 
should be less concerned with head-counts than 
with a fat cat’s propensity to spend cash in the local 
economy. But a tourist can only spend in that way if 
there are links between tourism and the rest of the 
economy. Here, perhaps, is where the Caribbean 
has been weak. As one example, the CTRC estimates 
that 70% of the meat and poultry consumed in ho- 
tels in the Windward Islands is imported. 

Yet the drawbacks in maximising tourist num- 
bers cannot obscure the attraction of doing so. That 
it is not surprising. The richest Caribbean countries 
are the ones with the largest tourist industries; 
countries like the Bahamas (in 1986, with an aver- 
age income of over $9,000) or the Cayman Islands 
(over $12,000). Were a manufacturer to offer wages 
of $25 a week there, he would be laughed out of 
town. Antigua, an island that has gone hell-for- 
leather after tourists, averaged GNP growth of 7.2% 
between 1980 and 1987; it now has a labour short- 
age. So does St Martin, the most spectacular of all 
the tourist success stories. This small colony, di- 
vided between France and Holland, had 179,000 
tourist arrivals in 1980. In 1986 it had 439,000, 
more than Barbados. 

It is only in a place like St Martin that a Carib- 
bean economy feels like a boom. Waterfront devel- 
opments financed in Amsterdam and Paris are be- 
ing built; over café au lait locals will tell you about 
their latest scooter-rental business, or bar. It is just 
like Greece, 15 years ago. In a nice reminder of the 
days when buccaneers roamed the islands, and the 
Dutch island of St Eustatius was a freeport, the 
whole of St Martin is a duty-free zone. East Indian 
merchants pile everything from Marks & Spencer 
bras to Japanese computers as high as the ceiling, 
and that is just the legitimate stuff. True, some is? 
lands are getting overbuilt, another Greek touch. St 
Martin has traffic jams even. in the off-season, and 
Barbados is seriously worried about beach erosion. 
But if tourism can plug a ten-year gap in the region's 
development until something else comes along, it 
will be welcomed. ! 

What will that something else be? Most people 
assume manufacturing. But new technology is re- 
ducing the importance of cheap labour. If your tex- 
tile plant is going to be run by robots, why not keep 
it in North Carolina? Some in the Caribbean now 
wonder if they cannot skip low-wage manufacturing 
jobs and move straight into high technology. lt 
sounds implausible, but may not be. For there is an 
intriguing parallel in the synergy between tourism 
and financial services, The Bahamas, the Caymans 
and now the British Virgin Islands have all done 
well from banking. Barbados is wooing insurance. 
All these are economies where tourism has been 
dominant. The thinking is: get a banker or accoun- 
tant to fall in love with your island, and maybe he'll 
do some telecommuting from there. So, just possi- 
bly, might someone writing software. 












ye 


p> 


16 SURVEY THE CARIBBEAN 


W 


7, dude FE «2:2 un NL MM UM E MEME Le e 





Who is not as 
lively as he 
used to be 


The shadow of Uncle Sam 


VERYTHING in the alternative, tourist-led 


development strategy depends on persuading 


Americans that the Caribbean is gorgeous. Of 


course, European tourists help—30% more of them 
came in 1987 than 1986—but over 60% of all tour- 
ists come from America. Even in Martinique and 
Guadeloupe, where they cannot speak the language, 
one in five tourists is American. When the Ameri- 
can tourist trade slackened after last October's 
stockmarket crash, many Caribbean businessmen 
panicked. 

Inevitably, this reinforces a sense of dependency 
on Uncle Sam. If travel agents get nervous about a 
country, American dollars will dry up. Jamaica suf- 
fered this fate in the 1970s, as Grenada did under 
Maurice Bishop; Haiti is suffering it now. 

Caribbean people resent the feeling that Ameri- 
can policy is based on the idea that something nasty 
might happen in its backyard. The late Errol Bar- 
row, then prime minister of Barbardos, said in 1986, 
"It is dehumanising and false to view the Caribbean 
as a potential American problem." Fine; but spare a 
thought for America's position. The Cuban missile 
crisis showed that it has a genuine security interest 
in the region. Cuba could disrupt the sea-lanes that 
link America's gulf-coast ports to the Atlantic. 
There is a Russian combat brigade on the island, 
and an intelligence-gathering station there. Russian 
aircraft fly from Cuba to take a peek at America's 
defences. 

Again, economic problems to its south have a 
habit of spilling into America. Haitians, Puerto Ri- 
cans, Cubans and Jamaicans, not all of them the nic- 
est ambassadors of their countries, use Miami and 
New York as bolt-holes in tough times. And then 


there are drugs. 

It is wrong to think that the Caribbean is awash 
with drug money. Jamaica, the only significant pro- 
ducer of a narcotic, has reduced its ganja crop from 
a range of 1,500-2,000 tons in 1986 to only 300 tons 
this year. Money-laundering is almost certainly on 
the decline. Bahamian authorities are now co-op- 
erating quite closely with America; and Britain, the 
colonial power, has signed a treaty that limits the 
effect of the Cayman Islands’ bank-secrecy laws. 

That leaves trans-shipment of cocaine. By the 
drug trade’s standards, the money made from trans- 
shipment is small beer, a simple fee-for-service trans- 
action, paid to the man who supplies the airstrip, or 
decides not to look in the ship's hold. The real prot- 
its come from distribution in America. Nonetheless, 
transshipment produces enough cash to bribe 
plenty of officials. Three ministers of the Turks and 
Caicos government were arrested on cocaine 
charges in Miami in 1985; this year Colonel Jean- 
Claude Paul, a leading member of the Haitian army, 
was also indicted by a Florida court. 

Persistent rumours surround other countries. 
America’s State department reported this year that 
narcotics-related corruption in the Bahamas contin- 
ued to be a "serious concern" —though privately 
American officials concede that, with 700 islands to 
control, the Bahamian government does not have it 
easy. Haiti is emerging as an important trans-ship- 
ment point, as is the Dominican Republic. A new 
danger is that the drug barons will start to run co- 
caine through the Caribbean to Europe, where 
profits are much higher. Martinique is already a 
staging-post for traffic from Colombia to France. 
But it is more difficult to get drugs to Europe, so the 





Freebasing cocaine: a nasty American habit moves south 
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need for official he 
ruption, is heighter 
.On no issue do 


. duce ua so mu resentment as drugs. A 


DEC pis Ons little ada But rio sensi- 
 blep po olicymaker i in Washington thinks that it could; 


successfully invade Haiti.."Right concept; wrong 


country", Mr Elliott Abrams, the hawkish assistant. 
secretary ‘of state, is said to have remarked on the. 


idea. America suspended most of its aid to Haiti af- 
ter last November’s bloodshed; it cannot parlay the 
$30m that remains into any influence on the gov- 
ernment. And it knows, from the fiasco of Panama, 
that economic sanctions hurt the very internal 
forces it wants to help. 

This shortage of policy options makes America 
look weak. Its appearance of weakness has been ex- 
acerbated by the way in which American policy is 


held hostage by interest groups. Caribbean coun- 


tries remember how much America's sugar lobby 
has hurt them. An America that could swagger 
around the Caribbean, able to deliver its policies 
with conviction, would indeed be objectionable to 
. some. Today's appearance of incoherent grandeur i is 
dangerously laughable to many. 


The regional refrain 


~ Whenever Caribbean intellectuals esther together 


z to bemoan their dependency on a hobbled Amer- 
ica, they end up with a call for regionalism. Only by 


coming together, they say, can the Caribbean be- 


. come rich and secure without. submitting to hege- 
| mony from the outside. They could then produce 


on a larger . scale than now; each island could 


| Ute without slogans - 


ANY conversation in the Caribbean dae days i is 
[M littered with breathless comparisons. “We 
zn be the next South Korea!" ; " 


= ote be the next Taiwan or the next Colombia!” 
' . This desperate search for models outside the re- 
gion is less than helpful. The Caribbean’s history 


"and geography conspire to make it unique. Given its 
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ependency i on Aingtici] pro- : 

ship: 
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"Jamaica could be. 
the next Bangladesh!"; We're going to be just like 
- Japan!" (this in Puerto Rico). In the Dominican Re. 
. public, a commentator adapted the theme: “We'll - 


ise, instead of each cha ng 


neighbour. A i 
The immediate. problem with i integra on is that 
it is entirely an English-speaking notion. ; 
monwealth islands know little of the Spani 
ing ones, who (to be fair) know less of the 
only thing all seem to agree on is that French: 
Creole-speaking Haiti is a dead loss. " 
Even within. the Commonwealth Catibb 
history is littered with failed regional initiatives.” 
West Indian Federation of the British colonies fel 


apart, after four years, when Jamaica left in 1962..A . 
subsequent attempt to force Barbados and the Brit- 
-ish Windwards and Leewards together failed a few - 
years later (as it had done 100 years. before; federa- ^ 

tion" is the Barbadian word for riot). E 
Nor has there been much economic success sin” 
tegionalism. The English-speaking islands. are - 


meant to be part of a free-trade area, and o 
Caricom, the Caribbean Community. But wher 
Trinidad hit hard times, it slapped a stamp-duty oi 


imports, from Caricom as from elsewhere. Trini- 


dad’s recession has crippled poor Caricom coun- 
tries like Grenada (which used to welcome Trinida- 


dian tourists) and St Vincent (which exports food). 


Intra-Caricom trade declined from $590m in 1980 
to. $445m in 1984; imports by Caricom countries 
collapsed by 33% in 1986, as Trinidad tightened its 
belt. Recovery since then has been modest. 

There are some recent signs that integration is 
starting to pass the stage of rhetoric. Caricom may 
turn into a genuinely regional grouping. And there 
is a fuss in the Organisation of Eastern Caribbean 
States—the small Commonwealth islands—over a 
paper written last year by Mr James Mitchell, the 
prime minister of St Vincent, to his fellow. heads of 
government. “Whatever status we enjoy at home", 
he said, "the moment we have to deal with the inter- 
national community we experience deflation.” 

His proposed political union of the eight small- 
est islands would produce a new country of 550,000 
people. The prime ministers of Dominica and St Lu- 
cia support him. Mr Bird Sr, in Antigua, does not; 
and without Antigua, Montserrat (still a British col- 


-ony) will not join. So the immediate prospects are 


not brilliant; still, nobody thinks the idea is quite 
dead. Whether it is essential to future development, 
as some say, is debatable. Without unity, these are 
in many ways impressively run states. The small 
Commonwealth islands averaged nearly 5% GNP 
growth in 1987, and will do as well this year. - 
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oddness, it has not done badly. The World Bank 


- finds a lot more to be cheerful about in the Carib- 


bean than in some other places. Haiti, the poorest 
country in the region—which is going to get poorer, 


and hungry—has a GNP per head bigger than 26 Af- 


rican and Asian countries, including development 
"stars" like Kenya. 
-Could the Caribbean do better—as well, say, as 


i those East Asian little dragons that people like com- 


paring it with? This is delicate ground. Clearly, the 
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— Cubans who made it big in 
succeed. So do the sleek, American-educated busi- 
nessmen of the Dominican Republic who say “to 
hell with the politicians; let's make money." Others 
do not. Mr Nicholls, at the Caribbean Develop- 
ment Bank, goes so far as to note the "crucial socio- 
political’ differences between the Caribbean and 
those newly industrialised countries". Nobody 
would ever suggest that the Caribbean was bulging 
with entrepreneurs. Your correspondent remem- 
bers a distressing week in Grenada, years ago, when 
banana daiquiris were “off’—no bananas—while 
bunches of the fruit rotted outside the hotel gates. 

Those who say that race explains things are 
wrong. Jamaican and Trinidadian businessmen are 
bywords for verve in America; plenty of black busi- 
nessmen will make good in tomorrow's Caribbean. 
So is the failure to match East Asian growth due to 
the bitter legacy of slavery? In part, without doubt, 
and only the most cruelly myopic observer could 
ever doubt it. But to imply, as some scholars do, that 
the memory of slavery means that East Asian appli- 
cation and hard work are unacceptable in the is- 
lands is surely self-defeating. 

At the heart of any discussion of the Caribbe- 
an's future lies a complex set of questions around 
the nature of colonialism, dependency and wealth. 
Only Americans, for example, are ignorant of how 
overbearing a neighbour their country can be. But 
remember the size of its market; remember Gre- 
nada. Even during the narcotic plague, is “depen- 
dence” on America really less comfortable than 
“non-dependence” would be? 

Next, consider the British legacy to the islands, 
often admirable. That legacy extends beyond the 
work of colonial servants to the Fabian ideals that 
Caribbean scholars absorbed in England, to the 
links with Britain’s trade unions and intellectuals. 
This helped to create in the Commonwealth islands 
a vigorous political system, a commitment to de- 
mocracy and a detestation of exploitation; they are 
right to be proud of these views. 

The flipside of the coin is that the British legacy 
led generations of Caribbean politicians to believe 
that something called “sovereignty” would feed 
their people. It created a bitter illusion of indepen- 
dence, as if poor, tiny countries could make their 
own way in the world—something that even Britain 
now knows it cannot do alone. —— 

For it is not just the significance of tourism 
which, in Mr Nicholls’s words, has “escaped many 
of us". The two poorest countries in the Caribbean 
are Haiti and the Dominican Republic. They are the 
two states that have been independent longest. 
Most of the richest territories are still colonies—the 
Cayman Islands, Guadeloupe and Martinique, 
Puerto Rico, Aruba and the Dutch Antilles. 

Critics will argue that Guadeloupe, say, can 
meet only about half its budget from its own re- 
sources; for the rest it relies on a cheque from met- 
ropolitan France. But there is no significant inde- 
pendence movement in the French islands. Eric 
Williams, the historian-turned politician who 
theorised Trinidad into poverty, once said of Puerto 
Rico: “What shall it profit a country if it gain the 
whole world and lose its own soul?” Fact: the inde- 
pendence party in Puerto Rico wins less than 5% of 
the vote; but ask Mr Hernandez Colon, the gover- 
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How good a defender? 


nor, what he means when he speaks of his "coun- 
try”, and he will say "Puerto Rico”, not America. 

There are some lessons here for the metropoli- 
tan powers. There is nothing to be said for foisting 
independence on microstates like the Cayman ls- 
lands (population 21,000), Montserrat (12,000) or 
Anguilla (7,000). Beyond that, Britain at least 
should re-examine its conscience. During Grena- 
da’s troubles in the early 1980s, the sense of being 
deserted by Britain was quite palpable, as aid was 
cut off and hands washed. Every country in the Ca- 
ribbean can be said to have a surplus population; 
America has perhaps 10m people, who, if pressed, 
would say that they were Cuban, or Jamaican, or 
whatever. After independence, Britain, notoriously, 
put barriers around what it had told its colonies was 
the Mother Country. If it is surprised at the pain 
this causes, in Britain or in the Caribbean, its lead- 
ers are even more insensitive than they seem. 

Ah! But free immigration from independent 
countries would be “neocolonialist”; the cash that 
France pumps into its départements d outre mer, 
ditto; and these slogans are parroted as much in the 
Caribbean as in metropolitan countries. They are 
nothing but an easy way to conclude an argument. 
Ask the people of St Martin if formal independence 
is the only way to happiness. 

If there is one great Caribbean who understood 
that it is not, though it tortured his soul, it was Luiz 
Munoz Marin, the poet who saved Puerto Rico. 
From the early 1940s, his right-hand man at the 
head of Fomento: was a young pharmacist called 
Teodoro Moscoso. Now a spry 78, he has advised 
everyone from John Kennedy to Fidel Castro on 
economic development. "Years ago", he says, "I 
knew that my country would be poor or depen- 
dent." Perhaps elsewhere in the Caribbean, men of 
power are learning that it is a bitter thing to con- 
demn their people to a choice of poverty.’ 
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Private Bankin 


And Trustee Services. 


Asset Protection and Personalized Service. 


Since 1685 when Abraham 
Crompton founded Crompton & 
Evans Union Bank, the oldest root 
of the National Westminster Bank 
Group, we have remained a leader 
in private banking and trustee 
services. 


With over 300 years of banking 
tradition and strength, we offer a 
wide range of services in totally 
secure, financial jurisdictions 
world-wide. 


We report only to our clients. And 
with unmatched personal and 
professional service. The ultimate 
in private banking capability. 


For more information, contact the 
NatWest International Trust 
Corporation office nearest you. 


& NatWest International Trust Corporation 


BAHAMAS: (809) 326-0404 CAYMAN: (809) 947-4777 URUGUAY: (5982) 506197 ISLE OF MAN: (0624) 27124 JERSEY: (0534) 70041/71078 
GUERNSEY: (0481) 26101 LAUSANNE, SWITZERLAND: (021) 272912 GIBRALTAR: (350) 72676 


OTHER GROUP COMPANIES: Turks & Caicos, British Virgin Islands, U.S 


Virgin islands, Panama, Liechtenstein, Cyprus 


The Economist Business Conferences 


An outstanding group of speakers will participate in each of our forthcoming conferences 


1992: The Implications for Marketing, Advertising and the Media. 


London, September 12, 1988 
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The Customer Focus: How to be Customer-Driven 


Royal Garden Hotel. London. October 10. 1988 
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East-West Trade Under Perestroika 
Marriott Hotel. Vienn j, December 1-2. 1988 
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EM of ow r indi us ital work force makes it 
ns ~ possible for a host of manufacturing 


firms to turn out | products that include 





cut top qua ity precision instruments, state- 
| ofthe- 
| equipment, pharmaceuticals. Also 
| traditional goods. such as food products, 
| — shoes, apparel. 





rt electronics, scientific 


Now Puerto Rico is actively promoting 


E - production-sharing operations with its 
|. Caribbean neighbors as part of its 

~> -support for the U.S. Caribbean Basin 

| __ Initiative. 3 


Already more than 50 major 


= .. corporations have established or intend 
to establish projects that will combine 

| . the much lower wage costs of most 
pere yi an countries with Puerto Rico's 





| Executive Offices: i > 


355 F.D. Roosevelt Ave. 
Hato Rey, Puerto Rico 009 
G.P.O. Box 2350 
San Jaan, Puerto Rico 00936 











rs ago a 16-year-old sc 









bs once thought to be ap- 
< propr e young. For Britain, 
. like most industrial countries, is now head- 
ing inexorably towards an acute shortage of 
young, newly trained workers. Few bosses 
have begun to think about the conse- 
 Qquences. Indeed a recent survey* _ 
found that..only one employer in 
seven is well informed about:the de- 
mographic trends of the next few 
Year 500004 05. y 
-> s The age pattern of the British 
‘population, as the chart shows, re- 
sembles not so much a pyramid asa. | 
melting pagoda. Two world wars, lots - 
of babies in the heady.1960s andin- | 
_ creasing life expectancy have pro- . 
. duced wild fluctuations in the size of 
. Successive age-groups. The crowd of . 
-teenagers who left school in the late 
::1970s and early 1980s often failed to 
^d jobs, were more inclined to com- 
;t crimes than their elders, and oc- 
:casionally rioted. Now these children 
_ of the 1960s are being succeeded in 
_youth-training scheme, polytechnic — 
“and borstal by a 1970s generation 
"which is, at its nadir, 35% smaller 
“than the cradle crop of 1964. 0 — 
^^ The social problems associated 
-with teenagers will diminish. Crime 
- will not vanish, but it may grow more 
“slowly: according to Home Office projec- 
tions, if crime patterns reflect demography, 
-the prison population will still rise by 29% 
- between 1987 and 1996. But tomorrow's 
teenagers may not have much time for mis- 
Chief. They will be too busy working. Em- 

















"Young People and the Labour Market", nepo, 
Millbank Tower, Millbank, London SWIP 4QX. Price 
£8.00. | 
"Employer Response to the Decline in School Leavers 
he 19905", Institute of Manpower Studies, Mantell 
ng, University of Sussex, Falmer, Brighton, BN1 








| Aging erratically 


"Britain's population, 1988 estimate 
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ployers have tended to rely on young people 
as a flexible, relatively cheap source of la- 
bour. That will have to change. 

The greatest shortages will occur in the 
occupations that are the heaviest recruiters 
of young people, in industries that are ex- 
panding. Those tend to be industries that 
employ large numbers of young women: 


fie 


.8 
500 400 300 200 100 (0 Q 100 200 300 400 500 
! Number,'000 


three-quarters of girls leaving school go into 
clerical, sales, catering or hairdressing jobs, 
all in expanding service occupations. All 
these sectors will face particularly acute 
problems. Boys are more likely to go into 
production and other manual jobs, which 
are mainly in decline—with the notable ex- 
ception of construction, where there are al- 
ready serious shortages of skilled and un- 
skilled labour in the south-east. 

All employers will have to look again at 
their reasons for hiring young people, and 
ask themselves whether, for many jobs, 
older workers might not do just as well. A 












* Aged 90 and over: male 42,000: female 174.000 
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from now, Bec 
act to demogr 
tensely for a. 
their pay, relat 
most certainly rís 
over the past 2 
Workers in the 
verse this treni 
men doing manua 
much as the avera: 
Many employ 
fessions, firmly belie 
done better by the young th 
dle-aged. Demand for computer. expe 
, expected to grow at about 5%.a 
many bosses probably think tt 
day's computer-literate 16-year 
can manipulate a keyboard 
than any: paunchy. 40-year-old 
always true: the IMS has found p 
of retrained computer operators 
are puncturing the myth that f 
born before the pocket: 
need apply. Hospital adminis 
need to learn the same lesson: 
try to employ as many young 
in nursing as they now do, 
they will have to recruit betwe 
third and a half of all girls 1 
school with at least five cevel 
fewer than two A-levels, You do 
have to be 19 to empty a bed 
there is no.reason why nurses 
leave to have a family at 25 shou 
be lured back on to the wards 
The total workforce wil 
} not shrink in the 1990s (see 
next page), There will be few 
leavers, but fewer people wi 
_(birthrates were lower in 19 
than immediately after the first work 
and more women will go out to wot 
there will be no overall shortage of wor 
But many employers are already encout 
ing shortages of workers in the right pl 
with the right skills. Those shortages 
best be overcome by relying more ori 
middle-aged, including married women, ai 
on the more youthful old (see box on.ne 
page). 2 V LUE 
Some large employers are starting © 

















































































































take direct steps to corner school-leavers 
and not just with higher pay. All four 
street banks, none of which used 





























i lling t to recruit school We on d bin | 


ualifications. 

large companies like BP, Marks & 
pencer, Midland Bank and Rowntree have 
me involved over the past few years in 
rojects linking schools with industry. 











pupils more aware of industry, these 
es now give companies a presence in 
ssroom which will help them to re- 
ye best youngsters. So they are step- 
p their involvement. Ford will shortly 
€ a scheme to let Essex education 
ority borrow 15 of its engineers—scatce 
ey are—as ‘industrialists in residence”. 
; offering financial incentives to em- 
“es who become school governors. And 
‘companies including British Telecom, 
clays and John Laing Construction have 
p a direct recruitment line to six east 
ndon schools through the London 
mpact. —— 

‘Paradoxically, the: growing competition 
firms to recruit teenagers could cause 
of them to leave school early, and ex- 
rbate the shortage of well-educated work- 
in the future. Fewer. than half of British 






















































OW duri can sisse reduce 
A A their reliance on young workers? 
Three huge groups of willing hands are 
'aiting to be put to work: 


ET) aims to provide up to 600,000 unem- 
‘ployed people a year with:relevant skills. 
hat ambitious target may take some 
time to reach, and private employers hes- 
itate to take on so many extra trainees. 


most impressive adult retraining pro- 
gramme in the world. It may need it: in 
'some industries, apprenticeships provide 
not nearly enough skilled workers. In en- 
gineering construction, which now em- 
ploys:26,000 skilled men, around 5,000 
more will be needed over the next four 
years. This year 150 youngsters started 
apprenticeships. Training centres are be- 
ing sited at large construction projects 
such as Sellafield, Canaty Wharf and 
Sizewell B, in an effort to boost numbers 
with accelerated training. courses for 
adults. 

Of the 7m people ies school ~ 
in and retirement age who do not work, 
. about a quarter would like to, ‘though 
b ‘they a are: not actively iiid Many of 








their potential rather than their exam- 


signed at.a time of high youth unemploy- | 
‘to promote enterprise in schools and 
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Ihe rise of the gerontocracy 


@ More than 1.1m people over 25 bos . counterparts. Only around 5% of its par- 
been looking for work for over six - 
months. The government's new £1.3 bil- 


lion Employment Training programme - 


' turning to work. 


friendly to women who have had a career 
break, but have so far done little actively 


guarantees mothers their jobs back, in 


the same grade, after five years; British | 
But if ET works, Britain will have the 


| dea hellos for returning n mums seem a 
. long way off. 


often left to ) goodwill and charities.” 


l G-year-ol ds ate ede full-time. eu om 





sir ce 1983 the government has tried to keep 
as many as possible of the rest in training 


and education on its Youth Training 
Scheme. That is possible while the alterna- 
tive to the £J0-a-week allowance on the 


scheme is less than £20 on the dole. But as- 
more and more jobs paying £80 a week or 


more become available, YTS could be threat- 


ened. The scheme will survive only if em- .- 


ployers are willing to use it as a training sub- 
sidy, topping up the E -paid 
allowance to a full wage, rather than as a 
source of free labour. In March 


ployee status. i 
The education secretary, } Mr Kind 


Baker, hopes that a larger proportion of 


teenagers will stay on at school and go to 
university, to avert a sharp decline in the 
number of graduates. They too may need ex- 
tra incentives, from both the public and pri- 
vate sectors. University students already get 
means-tested state grants, and some are 
sponsored by companies. Similar support 


should be considered for pupils who take 


the crucial decision to stay on at school after 
the end of compulsory education at the age 
of 16. The government has long resisted the 


idea of giving them educational ne: ie 
! : ‘to Britain in the first ten vears after the 1948 


these are women with ie. commit- 
ments; though ET would help them with 
childcare, it is not focused on such 
women, as are many of its American 


ticipants are expected to be women re- 


Companies are becoming more 


to entice them into jobs. Lloyds Bank 


Rail after ten. Midland Bank has just is- 
sued a recruitment leaflet targeted spe- 
cifically at women with families. But 


@ Over 9m people are past retirement 
age. Many already do unpaid domestic 
work and more could be employed part- - 
time in the formal economy for modest 
pay. Making full use of retired people | 
who want to work may require new atti | 


- tudes towards pay, especially in state-run 


authority should be happy to give a small 
sum to a 61-year-old woman to visit her 
90-year-old neighbour, if that relieves 
pressure on the more expensive district 


| 
social services and health care. A local 
| 
nurse, Át present, such services ate too | 
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1988 only 


16% of yrs trainees were given full em- 
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Lost youth - 


Aging of British labour force 
% change. 1987-95 
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nance allowances; such subsidies would 
more cost-effective if combined with spo 
sorship by a future employer. 

When cheap teenage labour was last 
scarce, in the late 1950s, it was relatively: easy 
to supplement it with cheap migrant labour. 
In 1956 London Transport recruiters went 
to Barbados; within 12 years they had taken 


p nearly 4,000 workers. Nearly 200,000 


„West Indians, Indians and Pakistanis came 


Nationality. Act, which gave them UK citi- 
zenship. How many British firms will be re- 
cruiting European Citizens in Spain in 1992? 
The decline in the population of 15-19-year- 
olds between 1985 and 1995 will be only 5% 
in Spaity compared with 26% in Britain. 
But in West Germany the fall will be 4396. 
So the competition for young European la- 
bour—from Teesside as well as Bilbao—will 


' intensify. Firms which want to find a niche 


in this new international labour market 
would do well to start looking now. 





AFTER. a ibn tiog a TEM the Provi- 

sional Irish Republican Army has at 
id call a success. A 
bomb planted in soldiet sleeping quarters 
on an army housing estate ín north London 
killed a young military postman while he 


slept and injured niné others. That was 







' quickly followed by a rash of killings in 


Northern Ireland —a ‘policeman blown up 
by a car bomb, a soldier from the Ulster De- 
fence Regiment (UDR) shot in the street 
while he shopped with his wife and small 





- daughter, another UDR man ambushed, 19 
civil ians and eight soldiers injured. - 





To.the hard-liners in.the.tRA He us 
bo a Nor come as a : eliet, / A string of 
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killed, and the iRA has repeatedly had to 
make embarrassing apologies to the victims' 
families. Even when the Provisionals have 
killed a member of the security forces, the 
British government's policy of putting po- 
lice and the UDR on the front line has re- 
duced the number of column inches each at- 
tack receives in the British press. 

Outside Northern Ireland, most recent 
attempts to hit "soft" military targets have 
failed, with the exception of the killing of 
three young air force men on a night out in 
Holland. One bomb at a British barracks in 
West Germany exploded without killing 
anybody, and another was defused. And 
three of the terrorists who planned to blow 
up a military parade in Gibraltar were them- 
selves killed by British troops. 

Before the latest London bombing, the 
IRA was beginning to look demoralised. Mr 

erry Adams, president of its political wing, 
- inn Fein, was being cautiously sounded out 
by Mr John Hume, leader of the moderate 
nationalist Social Democratic party. Mr Ad- 
ams has always appeared more interested in 
a political solution than some of the shad- 
owy figures on the IRA army council. With 
murders mismanaged and skilled terrorists 
killed, the "military solution" which the IRA 
wants seemed increasingly remote. 

The killing of the young postman will re- 
vive the military faction. The Provisionals 
followed it with a warning that civilians 
throughout Europe should stay clear of Brit- 
ish soldiers, who would be considered tar- 
gets whether on or off duty. Their best hope, 
they now see, is to work on British public 
opinion. A MORI poll in The Economist in 
March this year found that half the British 
people questioned wanted troops out of 
Northern Ireland. Blow up a few more sleep- 
ing soldiers, the IRA reckons, and such senti- 
ments may spread. 

For the government, a renewal of the 
terrorist campaign on the British mainland 
will bring back unpleasant memories. The 
last mighty explosion in England was the 





bombing of the Grand Hotel in Brighton, 
during the Tory party conference in 1984— 
a bomb that came within a few feet of killing 
the prime minister herself. In October the 
Tories return to Brighton for the first time 
since then. The worst thing the party could 
do would be to appear to panic. The IRA will 


Corporatists' performance 


Nationalised industries’ profits/losses* Years ending March 31st 


1981. 82 83 84 
Source Company reports 
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Nationalised industries 


Morrison’s dinosaurs 


ne eer is ready for sale, probably in No- 
vember. Water and electricity are next 
in line. Ministers are thinking about how to 
privatise coal and rail Britain's giant 
nationalised industries, conceived by Her- 
bert Morrison in the 1930s and put together 
by Clement Attlee after the war, could soon 
be reduced to a tiny rump: the Post Office 
(Mrs Thatcher has, oddly, promised not to 
sell the Royal Mail) and a few tiddlers. 
Privatisation has given the British economy 
a completely new look: when Mrs Thatcher 
became prime minister in 1979 the 
nationalised industries produced a tenth of 
Britain's GDP. 

The recent clutch of results for 1987-88 
shows that—with some black spots, of 
which more later—the industries’ pro- 
ductivity and financial performance are con- 
tinuing to improve. In the past ten years, 
their labour productivity has grown faster 
than that of British manufacturing industry. 
As for cash, their collective net call on pub- 
lic spending in the early 1980s was running 
at over £2 billion a year. It rose to nearly £4 
billion during the miners' strike in 1984-85. 
Now it is down to around £500m. That is a 
bigger improvement than it sounds: two big 
nationalised money-makers, telecoms and 
gas, now pay dividends to their sharehold- 
ers, not the Treasury. The Treasury remains 
hopeful: it is budgeting for a net profit from 
nationalised industries after this year. 

The Tory government's relationship 
with nationalised industries is curiously sim- 
ilar to that of its Labour predecessor. The 


* Historic COSI. After interest, tax and extraordinary items. Excludes main government grants t Years ending Dec 31st up to 
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be thrilled by reports that the North ern Ir 
land secretary, Mr Tom King, has not rule 
out internment of some suspected terrorist 
Sensible Mr King almost certainly has n 
plans to oblige them by bringing internmen 
back—unless, perhaps, the Republic firs 
does something similar. -— 
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guiding document is still Labour's. 1978 
white paper. A 1984 attempt to update it 
foundered when the industries’ chairmen 
squealed about more Whitehall interfer- 
ence. The chairmen fought off efforts to let 
Parliament's National Audit Office have ac- 
cess to their books for value-for-money au- 
diting. Instead they are subject to one-off in 
vestigations by the Monopolies and Mergers. 
Commission. And the industries’ 5% targe 
rate of return for new investments has not 
changed since 1978 despite a sharp rise in 
private industry's profitability. The Trea- 
sury should probably raise it. "— 
The individual performance of the in- 
dustries in 1987-88 was patchy: | 
i The Electricity Council's pro 
fell for the second year running, 
\ thanks partly to a decision to hold 
down prices. Its average return on 
net assets valued at current cost fel 
even more sharply: from 496 to 2.796. One 
other performance measure: there were 
nearly six hours' of power cuts per customer 
last year (in part, though, because of Octo- 
ber's hurricane), compared with an hour 
and a half in 1986-87. Price rises to make the 
industry more attractive to private investors 
can be expected. | 


[ed] British Coal's results were 


dismal. A loss of £540m even — 
after including social and 
restructuring grants makes the govern- 
ment's declared objective of break-even for 
the present financial year look unrealistic. lt. 
may be even harder when coal's main cus- 
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tomer, electricity, is privatised. On a 
brighter note, though, labour productivity 
continues to shoot up: by 10% in 1987-88, 
and by 60% in the past three years. 
British Rail did better: the 
>am government grant of £804m 
that BR got to pay for uneco- 





nomic passenger services more than offset 


its loss of £513m. It will, however, find it 
hard to fulfil the government’s target of 
break-even on inter-city services this year: in 


1987-88 a fifth of their income was subsidy. 


— And grumbles about quality are getting 


louder. A tenth of all trains (and a fifth of 
inter-city trains) were more than five min- 
utes late last year; 1% were cancelled alto- 
gether, which translates into 31,000 trains 
in the south-east. Load factors rose sharply, 
which sounds good but in English means 
what one committee this week called "an 
epidemic of overcrowding’. 
Dost The Post Office proudly boasts 
that it is the only one in Europe 
to have done without subsidy 
for 12 successive years. Its banking arm, 
Girobank, will be sold this year. Quality 
problems remain: the official targets for 
promptness of delivery of both first-class 
and second-class mail have not been met 
since 1977, and queues at counters are still 


too long. 
S performance in 1987-88. Its prof- 

its of £410m make it the world’s 
most profitable steel company. lt is eager 
both for privatisation and for a complete 
end to European quotas. 

Of the other big state businesses, British 
Shipbuilders has delayed its accounts, prob- 
ably until the end of the year when it may 
have ceased trading. London Regional 
Transport reduced its cash losses but, like 
British Rail, is under attack for poor time- 
keeping and overcrowding. 

As state-industry finances improve, at- 
tention should switch to the quality of their 
performance. Lots of measures exist, but the 
government still puts more weight on finan- 
cial targets. More competition could bring 
the two together: for instance, franchising 
out the Post Office's counters business, or 
British Rail's awful catering. The unions 
might not like it. But weary customers would 


be pleased. 


British Steel turned in the best 








The Democrats 


Ashdown sets out 


RESH from a resounding victory in the 

contest for the leadership of the Social 
and Liberal Democrats, Mr Paddy Ashdown 
is throwing himself into the job with cus- 
tomary vigour. In the space of six days he 
has made peace with his former rival, Mr 
Alan Beith, started to unite his parliamen- 


52 


tary party and held a grand council of party 
bigwigs to discuss strategy. The former spe- 
cial-forces commando will need to apply all 
his strategic and tactical skills if he is to suc- 
ceed in resuscitating his near-dead party. 
His first move has been to proclaim de- 
terminedly that the Democrats’ long-term 
aim is to replace the Labour party as the 
main opposition to the Conservatives. That 
is not to say, as some commentators have as- 





Leading from the front 


sumed, that he has ruled out pacts or coali- 
tions with other parties. (After all, an elec- 
toral pact helped the Labour party to 
replace the Liberals in the 1920s.) But post 
mortems on the 1987 general election gener- 
ally agree that the then Alliance was wrong 
to place too much emphasis on the virtues of 
a hung Parliament. Its leaders, Dr David 
Owen and Mr David Steel, should have 
asked people to vote for them because they 
had the best policies, not because they 
might deliver a coalition government. 

The lesson of 1987 is that the Alliance 
projected too weak an image. Mr Ashdown 
now wants to strengthen it. The Democrats 
are deeply impressed by the performance of 
their namesakes across the Atlantic; at the 
Atlanta convention, the British Democrats 
formed the largest political contingent from 
their country. Labour's leaders would also 
like to emulate that show of unity and mid- 
dle-ofthe-road ^ policies; ^ unlike Mr 
Ashdown, they must first persuade stub- 
born trade unionists and prickly constitu- 
ency delegates of the need. 

Mr Ashdown plans to model himself 
more on an American presidential candi- 
date than a traditional British party leader. 
"Leading from the front" is one of his 
favourite phrases. Unlike his predecessor, 
Mr Steel, he plans to chair the party's policy 
committee. And he will be much more in ev- 
idence at this year's party conference than 
Mr Steel ever was. 
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He wants the policy stance of the new 
party to be based on five main planks: 

e Choice: in public services as well as the 
private sector; and a choice that is not con- 
tingent on ability to pay. 

e Citizenship: a word that encompasses 
rights and entitlements as well as 
responsibilities. 

e Environmental issues: the Liberals al- 
ways were enthusiastic about these, but in 
an open-toed sandal sort of way. Mr 
Ashdown wants instead to emphasise the ef- 
ficiency benefits of, for instance, energy-sav- 
ing and small decentralised companies. 

e Internationalism: on the grounds that 
many of the world’s current problems— 
AIDS, international terrorism, economic and 
monetary interdependence, nuclear prolif- 
eration, third-world debt, the erosion of the 
ozone layer—cannot be solved by any one 
country acting alone. The strengthening « 
international institutions is a favourite Du- 
kakis theme too. 

e Investment: an area where Mr Ashdown 
thinks Mrs Thatcher is vulnerable. He 
wants to portray the government as squan- 
dering resources on immediate gratification 
rather than longer-term investment in edu- 
cation, training, research and health. 

Mr Ashdown's grand plans may 
founder on the notorious tendency of the 
Democrats to argue among themselves. Rad- 
ical former Liberals want to kick up a stink 
about Britain’s membership of NATO being 
enshrined in the new party's constitution. If 
this year’s conference manages to exude 
confidence and unity rather than introspec- 
tion and factionalism, Mr Ashdown may 
have a chance of success. But that was said 


about the Liberals of old so often. 





Anglicans 


The women win 


HE head of the Church of England is a 

woman, and so is the person who ap- 
points many of its clergy. It should not 
therefore have come as much of a surprise 
that the latter—Mrs Margaret Thatcher—is 
in favour of ordaining women as priests. In 
saying so, she may not have influenced 
many of the bishops assembled in Canter- 
bury at the Lambeth conference of the An- 
glican Communion, some of whose 
churches have been ordaining women as 
priests for more than a decade. But she man- 
aged to irritate traditionalists and to please 
those who look forward to the next step: the 
consecration of a woman bishop. 

By their votes on Monday, the bishops 
confirmed that they were desperate to avoid 
a schism, but that they were also deeply di- 
vided. The former sentiment was reflected 
in a 423-28 vote for a resolution drafted by a 
committee of liberals and traditionalists and 
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Dividing brother from brother 


proposed by the Bishop of Tuam in Ireland, 
Rt Rev John Neill The resolution 
. Ognised that an individual province had 
a right to consecrate a woman as a bishop, 
but argued that to do so would hurt both 
opponents and advocates, as well as damag- 
ing the Anglican church itself. It suggested a 
period of experiment, at the end of which 
the church as a whole would decide whether 
the idea was a success—though it diplomati- 
cally dodged the question of how this would 
be done. The resolution asked the Arch- 
bishop of Canterbury, the Most Rev Robert 
Runcie, to set up a commission to advise on 
the handling of relations between Anglican 
provinces once some had women bishops. 


Having agreed that ordaining female 
bishops would hurt their communion, the 
bishops then turned down (by 277 votes to 
187) a second motion arguing that such or- 
dinations should not take place. That 
showed the heavy representation of Ameri- 
can Anglicans, who fielded 115 mainly lib- 
eral bishops to represent a church with 2.5m 
members. But it also revealed the strength of 
traditionalist opposition, much of it from 
parts of the third world. The Bishop of 
Melanesia, the Rt Rev Willie Pwaisho, said 
that it would be "satanic" if women's or- 
dination came about as a result of women's 
liberation. 

The effect of these votes, in the view of 
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HE Arabs came to London with their 
wealth in the mid-1970s. Now it is the 
turn of the Japanese. Naoki Kojima, a 


the century, reckoned there were then 
about 30 Japanese living in Britain. In the 
early 1980s the number was 5,000. The 
embassy says some 22,000 are now on its 
register. The true figure, some believe, is 
at least double. And this may be only the 
beginning. For unlike the Arabs, who 
came over as individuals, many are em- 
ployees of expanding Japanese banks and 
securities companies. 

The Japanese community in Britain— 
two-thirds of which is in London—con- 
sists of several groups. There are the per- 
manent residents who are either married 
to Britons or who simply prefer to live in 
the West; and the students—often girls 
from wealthy families—who come to Lon- 
don to learn English before returning to 
| the restrictions of married life in Japan. 
| Then there are the company employees 
| and their families, sent over for three to 
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novelist living in London at the turn of 


Tokyo on the Thames 


The first in a series on foreigners in Britain looks at the Japanese 


five years, who now make up 7096 of Japa- 
nese living in Britain. 

Though they laugh at themselves for 
doing so, this last group leads as Japanese 
a way of life as possible. An American or 
French investment banker would aim for 
a house or flat in Knightsbridge or Belgra- 
via. But such westerners generally get 
more pay when they are sent abroad. The 
Japanese do not, and so they settle for a 
modest semi-detached house with a gar- 
den either in Acton in west London or in 
parts of north London such as Hendon, 
Finchley or Golders Green. Company 
rent-allowance schemes mean they can af- 
ford £150-300 in weekly rent. 

These areas are well served by Japanese 
restaurants, bars, and clubs (of which 
there are now over 50 in London), Japa- 
nese supermarkets, doctors and local 
newspapers. À Japanese school, once in 
north London, has moved to Acton: Japa- 
nese children need. special tuition to catch 
up with their classmates when they return 
to Japan. Fujin-Kai (wives' associations) 














proper communion. But to most of the 500- 


odd bishops at the Lambeth conference this — 


was clearly preferable to a decision that | 


would have forced some churches to leave. 
That may lie ahead. The liberal Americans 
go home with something they can claim as 
agreement for ordaining women bishops. 
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|. BRITAIN 
the leader of the traditionalists, the Bishop 
of London, will be to make Anglicanism ` 
more of a federation of churches, less of a 
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Traditionalists, especially in the Church of 


England, can press on with exploratory talks 
with the Roman Catholic church about the 
possibiliry of recognising Anglican orders, a 
key precondition for some form of reunion. 
The burden of managing this huge compro- 
mise will fall on the shoulders of the Arch- 
bishop of Canterbury. 





AIDS testing 
Counselling 
Caution 


UPPOSE you used to be the sort of mid- 
dle-aged man who indulged in a fling 
with a local girl when you went abroad on 


business. When the AIDS scare started, you ` 


instantly had a test, were greatly relieved to 


be pronounced negative, and promptly - 


mended your ways, sleeping with nobody 
but your wife. Now, several years on, you ap- 


help the wives of newly arrived executives 
to settle in. 

What do the Japanese make of Britain? | 
Many like living abroad in more spacious 
accommodation than they had in Tokyo, | 
where gardens are rare luxuries. Others | 
say Britain is similar to Japan in that both | 
are island kingdoms aloof from the | 
neighbouring continent. They feel they 
share ^a reserve and dislike of | 
confrontation. | 

This appreciation does not extend to. 
British culture. A Japanese living in Lon- 
don prefers spending an evening with his 
colleagues in a Karaoke bar (where busi- 
nessmen sing songs such as "Strangers in 
the Night" accompanied by a backing 
track and video), or in a good restaurant | 
rather than going to the latest Tom | 
Stoppard play in the West End. Nor—un- 
like a banker from New York—is he inter- | 
ested in joining an exclusive nightclub or | 
going to Ascot. | 

But Japan has helped to bring its own 
culture to London. A £350,000 endow- | 
ment from Toshiba has enabled the Vic- | 
toria and Albert Museum to display its 
Japanese works of art. Japanese money is | 
also being used to rehouse the British Mu- 
seum's own Japanese collection. 
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ply for a mortgage. You find either that you 
are refused a life-insurance policy or that 
your premiums are doubled. 

Few insurance companies can afford to 
assess each risk individually; instead they 
charge larger premiums for members of 
high-risk groups—whether they be motor 
ists under 25, heavy smokers, or house-own- 
ers in central London. Because of the diff 
culties of questioning _ life-insurance 
applicants about their sexual habits, the 
companies decided that anyone who had 
taken an AIDS test—even if the result was 
negative—was likely to be a high risk. This 
discriminated against the “worried well”, 
who were scared into taking tests even 
though their risk was low, and the people 
who had since changed their habits. 

Now, instead, some companies are start- 
ing to demand a negative test result before 
they offer life insurance. The Association of 
British Insurers (ABi) has sent its member 
companies two recommended letters: one 
for doctors carrying out the test, and the 
other to applicants before they consent to it. 
The British Medical Association (BMA) is 
worried that the insurers have not appreci- 
ated the ethical and practical problems 
involved. 

For a start, the letter to doctors says that 
only limited counselling should be necessary 





But what will they tell the life insurer? 


before the test is done. The BMA disagrees: 
people who might be faced with the pros- 
pect of a death sentence if the result is posi- 
tive need to be fully prepared in advance. 
They should be aware of the pros and cons 
of taking the test before they give their con- 
sent. The letter to applicants should tell 
them to make sure they discuss all che impli- 
cations with their doctor before they sign 
the consent form and have the AIDS test. It 
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A touch of class 


F you have come to Britain for your 
holidays, what better way to get a taste 
of tradition than to eat what the Queen 
eats? No need to wait for an invitation to 
breakfast at Buckingham Palace. Just pop 
| down to your local supermarket. 
| About 850 shops and companies in 
Britain hold royal warrants. That means 
they have the right to describe them- 
selves, on their labels and premises, let- 
terheads and lorries, as “by appoint- 
ment” to one of four members of the 
royal family: the Queen, the Queen 
Mother, Prince Philip, and Prince 
Charles. Some companies hold more 
| than one warrant. For example 
Hatchards, a London bookshop, has 
four. 

Such labels could mislead the unwary 
for two reasons. First, the warrant is 
granted to a company, and rarely for spe- 
cific products. Usually the company can 
display the insignia on a whole range of 
its goods, many of which may never have 
been anywhere near a royal home. 

Second, the company may not be sup- 
plying a member of the royal family per- 
sonally. Supplies for staff and for state 
occasions qualify too. Warrants are 
granted by the Tradesmen's Warrants 
Committee, made up of senior members 
of the royal staff. The royal family may 
often be unaware that an application has 
even been made. 

To qualify, the "tradesman" must 
have supplied the member of the family 
or the household regularly for three 
years. About 30 new warrants are 
granted every year, and they last ten 
years. Each year a roughly equal number 
is withdrawn—the company may have 
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ceased to exist, ceased to supply, or just 
ceased to satisfy. 

The 850 names make an impressive 
shopping list. The Queen’s list alone 
contains 12 jewellers and silversmiths, 
eight champagne merchants and seven 
car makers. But there are some interest- 
ing omissions. Several chemists are on | 
the list, but no supermarkets. In spite of 
numerous royal babies, Britain's most 
famous baby lotion, Johnson's, has not 
been favoured. The list contains no 
newspapers. 

Some companies believe that custom- 
ers like a warrant on the label. Cerebos, | 
for example, is a high-quality but expen- 
sive table-salt. It holds a warrant, and 
shows it, prominently, in gold, on the 
front of the packet. Ranks Hovis 
McDougall, the company that makes 
Cerebos, thinks the warrant helps sales. 
Heinz displays the emblem on its ketch- 
up, but not on its baked beans, where 
there is less room on the label. Tins of 
Crosse & Blackwell beans show a war- 
rant, but ten times fewer of its are sold 
than of Heinz’s. Cadbury does not 
bother to show the warrant on the choc- 
olate it sells in Britain—its name, it be- 
lieves, is a good enough stamp of quality. 
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does not. 

Nor does the ABI stress the importance 
of counselling after a test. Even if the test 
turns out to be negative, most health bodies 
believe that people should be told that, if 
they have been infected in the past few 
months, the test might not have picked it 
up. They should be advised on how to avoid 
catching AIDS in the future. Otherwise a 
negative result can reinforce careless behav- 
iour and instil a false sense of security. 

The consent form gives applicants the 
option of nominating a doctor to whom the 
result should be sent if the test is positive. 
Some may not bother to do so; in that case, 
the first they may know about the possibility 
of developing AiDS will be when the insur- 
ance company turns them down. It could 
refuse to insure them for other reasons; and 
they might conclude that the test was posi- 
tive when it was not. 


The BMA would prefer the test result to 
go automatically to the applicant's doctor. 
Then, if it were positive, an applicant would 
be able to withdraw the application without 
the insurance company knowing the result. 
Eventually, such applicants might be able to 
take out a different kind of policy. In Amer- 
ica, companies are already offering policies 
which will not pay out on a death from AIDS 
but will insure somebody who is infected 
against, say, being run over by a bus. 

Finally, there is the problem of false 
positives. In America, where insurance com- 
panies have insisted on tests for some time, a 
worrying proportion of people are found to 
be infected when in fact they are not. The 
ABI says it sees no need for companies to re- 
test applicants, nor to to check that no lab- 
oratory is producing an unusually high rate 
of positives. The BMA is not impressed. 
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Trade and debt 
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Che volume of world mer- 
chandise trade grew by 596 
last year, to a record of nearly 
$2.5 trillion; so said GATT. 
Output continued to grow at a 
steady 396. GATT estimates 
that trade will increase by 
about the same rate this year, 
with electronics and chemicals 
the fastest-growing sectors. 


America's Senate passed a 
trade bill. It was protectionist 
but less so than earlier 
versions were. 


Britain decided to switch $2.5 
billion in foreign debt into 
European units 
(ecus), creating the first mar- 
ket for short-term bills in the 


mongrel currency. This should - 


yake ecus more attractive to 
- ig investors. 


Argentina produced a new 
austerity plan amid growing 
concern about the country's 
ability to meet interest pay- 
ments on its $56 billion 
foreign debt. 


Mergers and takeovers 


The European Commission 





Gillette, a big American razor 
and consumer-products group, 
beat off a hostile bid from 
Coniston Partners, a New 
York investment firm, by 
agreeing to buy back some of 
‘its shares for about $720m. 


Finance 
First RepublicBank filed for 


protection from creditors un- 
der a reorganisation financed 
by America's Federal Deposit 
Insurance Corporation. After 
the $4 billion government 
bail-out, the Dallas-based 
bank will be run-by NCNB, a 
North Carolina banking 
group. Next, a television series 


called "Charlotte"? 


Italy plans to lift some restric- 
tions on foreign-exchange 
dealing as part of the govern- 
ment's policy to liberalise 
capital flows. 


Car dealers 





Yugo America, an American 
importer of cheap Yugosla- 
vian-made cars, launched a 
new finance programme with 
few credit references and small 
down-payments. It is after 
first-time car buyers who can- 


Europeans in America 
| SL 


Gerrit Jeelof, a 61-year-old 
vice-president with Philips, 
was appointed chairman of 
North American Philips. The 
Dutch electronics company is 
tightening control over its 
American operation, which 
accounts for about 4096 of 


sales. 


Siemens appointed Horst 

ger, a member of its man- 
aging board, as chairman of 
Siemens Corporation. This is 
the new name for the West 
German electrical giant's 
American subsidiary, which is 
also being restructured. 


Share dealings 


Valmet, a Finnish engineer- 
ing company, will become the 
country's first company to be 
privatised—at least partly. 
The government is selling just 
over 2096 of its shares to do- 
mestic investors for FMk780m 
($176m). 


Japan's big insider-trading 
scandal, the Recruit Cosmos 
affair, took a new turn. The 
Ministry of Finance said the 
company had broken the law 


intervened in a IR£198.5m not get loans on existing when it offered pre-flotation dated profits in the first half 

($284m) battle for the take- terms. shares to top politicians’ aides. | of this year by 35%, to Ptas55 

over of Irish Distillers But, because of the statute of billion ($486m). 

by a British consortium con- Japanese carmakers agreed limitations, there will be no 

sisting of Grand Metropoli- to cut their exports to prosecutions. Cost-cutting helped NKK, a 

tan, Allied Lyons and Sweden. A 5596 increase in Japanese steelmaker, report 

Guinness. The group was told | the number of Japanese cars New lines consolidated net profits in the 

to modify its bid after com- shipped to Sweden in the year to March 31st of ¥16.97 

plaints that the takeover first six months of this year Britain's Cellnet chose Amer- | billion ($123m). It made a 

would break up the Irish whis- | led to complaints about ica's Motorola to supply ex- loss of Y20.58 billion the 

key company. dumping. changes for a new digital pan- | previous year. E 
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si ed mobile cellular 
telephone system. Britain is _ 
Europe's biggest cellular tele- 
phone market; Cellnet com- 


petes with a rival, Vodaphone. í 


































America’s blue-jeans makers 

are trying to un-zip their 
macho image in a battle for 
more female customers. Levi 
Strauss is splashing out $20m 
on an advertising campaign 
aimed at women, hot on the 
heels of a similarly expensive 
campaign by rival vr Corp, 
which makes Lee jeans. 


Bottom lines 


The world's biggest manufac- —— 

turer of airliners, Boeing, in- — 

creased its nét profits by 26% | 
to $296m in the first halfof ^ | 
1988. Aeroplane sales are E | 
booming because of tougher — | 
noise regulations and the need — 
for bigger aircraft to relieve © 
congestion at airports. E. 


Banco Bilbao-Vizcaya, à  - 
Spanish bank formed by the 
merger of two others, in- 
creased its pre-tax consoli- 
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All of these securities having been sold, this announcement appears as a matter of record only. 


$500,000,000 
Nippon Telegraph and Telephone Corporation 


(Nippon Denshin Denwa Kabushiki Kaisha) 
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Goldman, Sachs & Co. 
The First Boston Corporation 
Morgan Stanley & Co. 
Incorporated 
Salomon Brothers Inc 


Nomura Securities International, Inc. 


Daiwa Securities America Inc. Dillon, Read & Co. Inc. Kleinwort Benson 
Incorporated 
Merrill Lynch Capital Markets The Nikko Securities Co. Shearson Lehman Hutton Inc. 
International, Inc. 
Smith Barney, Harris Upham & Co. Yamaichi International (America), Inc. 
Incorporated 
Bear, Stearns & Co. Inc. Deutsche Bank Capital Donaldson, Lufkin & Jenrette 
Corporation Securities Corporation 
Drexel Burnham Lambert Kidder, Peabody & Co. Lazard Frères & Co. 
Incorporated Incorporated 

New Japan Securities International Inc. Nippon Kangyo Kakumaru International, Inc. 
PaineWebber Incorporated Paribas Corporation Prudential-Bache Capital Funding 
L.F. Rothschild & Co. SBCI Swiss Bank Corporation Investment banking 
Incorporated 

UBS Securities Inc. Wertheim Schroder & Co. Dean Witter Capital Markets 

Incorporated 

Cosmo Securities (America) Inc. Kokusai America Incorporated 
Okasan International (America) Inc. Sanyo Securities America Inc. 
Wako Securities (America), Inc. Yamatane Securities (America) Inc. 
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Australia’s new-wave economy 


SYONEY 


USTRALIA has been the darling of the 
world’s stockmarkets this year. Having 
fallen further than most last October, Syd- 
ney's bond and equities markets have out- 
performed all other big bourses in the first 
seven months of this year, and the Austra- 
dollar has risen by 12% against the ap- 
plating American one. Real gross domes- 
tic product grew by 4.4% in 1987, and 
growth of around 342% is expected this 
year. When the prime minister, Mr Bob 
Hawke, visited America in June, he was 
given the kind of reception usually reserved 
for friendly conservatives like Mrs 
Thatcher. Only two years ago, Mr Paul 
Keating, the finance minister, warned that 
Australia was in danger of becoming a ba- 
nana republic; he and Mr Hawke have engi- 
neered a remarkable recovery. 

American investors and economists 
praised the Australian government's tight 
monetary policy and success in bringing 
down inflation. This year inflation has fallen 
to 796 from 996 in 1986. The brightest ele- 
ment in Australia's economic glow is this 
year's commodity-price boom, which fol- 
lows years of slump. Wool, whose prices 
have shot up more than most, has once 
again become Australia's biggest export. 

For what seems like half a century Aus- 
sies have whinged about the decline of the 
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"lucky country", which at the end of the 
nineteenth century boasted the highest 
standard of living in the world. "St Paul" 
Keating has restored some euphoria, but he 
has not yet delivered Australia from its big- 
gest problems. The country's exports are 
still dominated by raw materials. Its foreign 
debt, at 30% of GDP, remains too large. 
Manufacturing is still beset by antiquated 
work practices; strikes are common. 

Mr Keating himself warns that another 
commodity-price collapse could cripple the 
economy. Unless, that is, he can carry on 
turning in budget surpluses—he expects a 
cool A$3 billion ($2.4 billion) next year— 
and can push through his antipodean 
perestroika. He has pulled off a complicated 
political-and-economic balancing act so far, 
but well understands how much harder the 
next stage will be. 

A central part of Mr Keating's strategy 
has been to lay the ghost of former prime 
minister Mr Gough Whitlam. That earlier 
Labor leader doubled federal spending be- 
tween 1972 and 1975, sent inflation to 1696, 
and convinced Australian businessmen that 
the Labor party and good economic man- 
agement were incompatible. So, despite his 
political colours, Mr Keating made budget 
cuts where they were needed. Much of this 
was directed at welfare payments, and hurt 


traditional Labor voters. 

Mr Keating has kept inflation and un- 
employment down by orchestrating a de- 
cline in real wages, using an incomes policy. 
Again, this hits ordinary Labor voters who 
feel.they are suffering while big companies 
are bringing home fat profits. Corporation 
tax has just been cut to 3996 from 49% (to 
become effective next year) and voters say 
that they now see Labor as the party of big 
business. New entrepreneurs like Mr Alan 
Bond, Mr Peter Abeles and Mr John Elliott 
have flourished. 

How does Mr Keating get away with it? 
First, by swapping support in safe working- 
class areas for new support in the yuppie 
belt, which includes many marginal seats. In 
the last election Labor gained eight seats de- 
spite losing 196 ofthe national vote. Second, 
Mr Keating's famous "banana republic" 
speech convinced many voters of the need 
to tighten their belts. 

Big productivity improvements have 
helped persuade people that their treasurer 
knows the cure as well as the diagnosis. In 
the most humdrum consumer goods mar- 
kets, like washing-machines and refriger- 
ators, domestic manufacturers are winning 
back market share from foreigners. The 
restructuring and internationalisation of the 
country's biggest company, BHP, has helped 
to persuade people that business is moving 
into the late twentieth century. 

The lynch-pin of success, though, has 
been that traditional Labor practice: close 
relations with the unions. In the Whitlam 
era brash unions were prepared to take on 
any government in pursuit of higher wages. 
By the time Mr Hawke, an erstwhile leader 
of the unions himself, came to power, they 
had witnessed what Mrs Thatcher. had 


wrought on their British mates. Their own 





Investors' darling 
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St Paul converts a country 


survival, the unions concluded, depended 
on keeping Labor in power. Hence the suc- 
cess of an incomes policy which many econ- 
omists predicted would crumble years ago. 

Thus the happy story so far: now both 
the incomes policy and union support are 
cracking. Left-wingers, mainly in the con- 
struction industry and among metalwork- 
ers, talk about joining forces against govern- 
ment policies. Cash-rich companies are 
tempted to pay grumbling employees more 
than the amount settled with the unions, 
and can do that by faking productivity-re- 
lated packages. An upswing in wages would 
mean Australia would quickly lose its new- 
found international competitiveness. 

Mr Keating knows that reform of per- 
sonal income tax is needed. In the past three 
decades Australia’s marginal tax rate on av- 
erage earnings has risen to 46% from 1096. 
Since nearly half of any earnings increase is 
now swallowed up in personal tax, the in- 
centives for extra effort are small, the temp- 
tation to avoid tax correspondingly large. 

Mr Keating is using the promise of per- 
sonal tax cuts as an instrument to enforce 
his incomes policy. He wants to buy a cut in 


Keating's record 
Australia's: 


real earnings 1983«100 





real wages from the unions next year, using 
tax cuts to pay for the concession. His diffi- 
culty is plain: if he reforms personal tax now 
the incomes policy will rest only on his abil- 
ity to wield sticks against the unions. 

Australia needs the unions to abandon 
many of their restrictive practices, especially 
after recent tariff cuts. Import tariffs higher 
than 1596 are being cut to that level in 
stages, while tariffs between 1096-1596 are 
being reduced to 1096. The measures will 
put pressure on Australian companies to be- 
come more competitive, but the task is 
tough in sectors such as the heavily 
unionised and protected coastal shipping 
business. At present, it costs twice as much 
to ship a ton of iron ore around Australia as 
it does to send it to Japan. 

Australians like to moan, and often take 
a gloomy view of the near future. They may 
be too gloomy this time. Tariff cuts, wage 
restraint and lower company taxes have 
helped to increase Australia's international 
competitiveness, and it is in better shape to 
tackle its labour rigidities than for many 
years. Mr Keating wants to make Australian 
business a worldbeater and—many Austra- 
lians believe—he wants to be their next 
prime minister. Mark him down as about 
halfway to both goals. 





European electronics 


Breaking a 
Vicious Circuit 


USINESSMEN often assume that the 

old. world is no good at selling new 
technology. This belief is particularly firmly 
held in electronics. Europe's sprawling com- 
panies seem unable to keep up with either 
the Americans or the Japanese. Pessimism 
seeps from results like those of Philips, Eu- 
rope's largest electronics company, which 
followed two years of falling sales with earn- 
ings in the second quarter of this year 4496 
lower than those in the first. In a recent re- 
port for Britain's National Economic Devel- 
opment Council, McKinsey, a firm of man- 
agement consultants, questioned the very 
ability of the British electronics industry to 
survive. The OECD predicts that Western 
Europe will run a trade deficit in electronics 
of almost $30 billion by 1992. 

Are things really that bad? Within the 
past week three of Europe's giants, West 
Germany's Siemens, Britain's General Elec- 
tric Company (GEC) and Philips have an- 
nounced big corporate reorganisations. The 
aim in all cases is to streamline product lines 
and to bring together disparate interna- 
tional operations. Flemings Research, a firm 
of British analysts, reckons that since 1987 
companies with yearly sales of around $25 


billion have been bought, sold or merged— 





over a tenth of the total annual value of the 
European market. One such deal is struck 
every two days. Such hectic activity hardly 
fits the picture of an industry in decline. 

So why is that picture so memorable? 
Partly because it is hard to contradict with 
hard facts. There are few reliable indicators 
with which to measure the industry's overall 
health. Studies which treat "electronics" as 
a single entity are vague. Products based on 
electrical circuits are sold in lots of markets, 
ranging from consumer electronics to de- 
fence. This complicates the assessment of 
Western European companies—many of 
which, like Siemens and GEC, have been 
cobbled together out of many smaller com- 
panies. They are more diverse than their 
American or Japanese counterparts. Studies 
such as McKinsey's which compare, say, 
America's Apple to Britain's Plessey are 
really comparing apples and pears. 

All the more reason to treat as sigr 
cant the optimism of the electronics compa- 
nies themselves. Sir John Clarke, the chair- 
man of Plessey, called McKinsey's criticisms 
"a monstrous travesty of the facts”. Execu- 
tives in other companies are talking about 
opportunities rather than retreat. Else- 
where, stockmarket analysts, long critical of 
the European electronics sector, are begin- 
ning to recommend it to investors. Such op- 
timism is not only new, but, looking at elec- 
tronics sector by sector, appears reasonably 
well founded. 

Information technology is still domi- 
nated by American companies, particularly 
IBM and Digital Equipment. Look closer, 
though, and Europeans can take some com- 
fort. Datamation, a specialist magazine, an- 
alysed European sales by the top 25 elec- 
tronics companies operating in Europe— 
including those owned in Japan and Amer- 
ica. The European-owned members of that 
group are doing better. In 1985 they 
only 3796 of European sales (measurec. ... 
dollars), while last year they had 4696 of 
sales. Twelve of the top 25 companies in 
Western Europe were American in 1985. 
Last year that had dropped to nine. 

Europe will benefit from the 
standardisation of computers. Customers 
now demand that they can plug together 
computers made by different companies. 
New standards are being developed to per- 
mit this; as they become accepted, equip- 
ment made in one country will work in 
other countries too. Europe's computer 
market will no longer be Balkanised. 

European companies' reliance on de- 
fence electronics, particularly in Britain, 
has rightly been blamed for much of their 
poor record. Guaranteed defence contracts 
made companies lazy in other electronics 
sectors. But defence, fortunately, is no 
longer an easy ride. The annual growth in 
Britain's overall defence budget has de- 
clined to about 296, and this slow-down has 
been repeated elsewhere. Procurement, 
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10 admits to being an athe- 
y published book*, writ- 
Christopher Dow, a former 
Director of the Bank of Eng- 
Mr lain Saville, who is still with 








inflation. Britain's rate of inflation - 
was, indeed, reduced significantly. 
This reduction cannot, however, - 
be attributed to monetary control: - 
monetary targets were overshot 
year after year. tois | 
- Monetarism rests on two beliefs: 
(a) the stock of money can be con- 
trolled by the central bank, and (b) 
the demand for money is a stable 
function of output and interest. | 
rates. Together these imply that — 
faster monetary growth will push 
up prices, and so governments 
_ should use monetary policy to con- 
-trol inflation. The authors reject 
both assumptions. They argue that 
he creation of money is really an 
. mdogenous process. The money 
supply, they contend, automatically in- 
creases in response to a rise in prices and 
incomes. Monetarists had assumed the 
Opposite: that monetary expansion drove 
. the price level. 
| The nub of the problem is the behav- 
- iour of banks. Because banks find it dith- 
cult to assess risk, they tend to ration 
|. credit according to certain rules of thumb, 
= rather than allocating loans to those who 
' would pay most. The usual criteria is the 
-borrower's income or profits. So, if banks’ 
© lending standards remain the same, the 
|^. stock of money will tend to rise more or 
|. less in line with nominal GDP over the long 
term. 

A central bank’s ability to control 
bank lending is extremely limited. It can 
| increase the overall level of interest rates, 
- but it can do little to raise the cost of bank 
credit relative to other sources of finànce 
ind thereby squeeze monetary growth. 










d and buried? - 


h theory which dominated economic policy in the late 
ty 1980s—has fallen out of favour x 


monetarism sounds rather - 


Money supply 
£M3 annual % increase 


Target range 
Mcd anf each year 


{14976-77 7879 


EMS. This would stabilise the pound 








Moreover, because of the way banks allo- 
cate credit, the rate of interest is more of 
an administered rate than a flexibly-deter- 
mined market price. There is a pool of un- 
satished demand for funds waiting to be 
supplied. i | 

The second instrument for controlling 
monetary growth—direct credit con- 
trols—is also ineffective: borrowers sim- 
ply switch to alternative sources of finance 
which lie outside the official measure. Nor 
do the authors have any faith in a third 
option favoured. by some monetarists: 
monetary base control—ie, restricting 


Set at 


Target range as 
first set 
Financial years 


80-81 82-83 84-85 - 


banks' reserves at the central bank. | 

The implication is that central banks 
are unable to prevent an increase in the 
money supply when prices and incomes 
rise. And if the stock of money is largely 
endogenous it can hardly provide a nomi- 
nal anchor to control the price level. 


Monetarism without targets 

Monetary targeting has fallen into 
disrepute, but this does not mean that 
monetary policy can be dumped com- 


_ pletely. It needs to be redesigned. Mr Dow 


suggests that the aim of monetary policy 
should be to influence the exchange rate 
rather than inflation. Interest rates should 
be used not to stabilise prices, but to 
stabilise the exchange rate. 

Despite Mr Dow’s fondness for an ex- 
change-rate target, he is not one of those 
clamouring for sterling’s entry into the 
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indirectly. 
rather than 
push up the cu 
ports cheaper. T 
exchange-rate ta 
tain. A central b 
exchange rates last 
icy remains credi 
tials between coüntr 
change rate can | 
temporarily. Policy ma 
be forced to allow th 





























































dermining the credibility of thei 
policy. The authors conclude that 







exchange-rate policy is too fragile: 
to be of value as a long-term anchor 
for prices. Instead they suggest that 2 
the aim should be to stabilise real. 
exchange rates, with small frequent. 
adjustments in line with prices. 

So what is the advice for coun- 
tries with high inflation? The au 
thors offer no more than an olde 
fashioned dose of deflation. They: 
do not ask whether a nominal. ex-- 
change-rate peg might provide th 





























discipline needed to reduce. infla 
tionary expectations and thus help. 
to bring inflation down: more: 
quickly. If British managers and: 
unions believed that they would 
not be bailed out by a devaluation, = 
this might encourage them to moderate 
wage and price rises. 2x 
While a single country could steer 






































monetary policy by an exchange-rat 
get, it is impossible for all countrie 
this. If Britain pegs sterling to the D-r 
while the Bundesbank simultaneously: 
its monetary policy with one eye on the D. 
mark's rate against the pound, then the 
monetary rule becomes indeterminate. In- 
terest rates could then move to any level. 
At least one country must set its monetary 
policy according to domestic rather than 
external objectives. Better still, the central 
banks of the big three—America, Japan 
and West Germany—must agree among 
themselves on a common monetary and |} 
exchange rate policy. 








*“A Critique of Monetary Policy: Theory and British: 
Experience". LC.R. Dow and LD. Saville. Oxford 
University Press. | | i 































































iow have to work harder. 


ontrol; that gave it markets in America 
id Italy. Plessey has cut its dependence on 
he British government from 80% of its de- 
ence revenue three years ago to 50% now. 
"homson-Csr, a French outfit which is the 
argest defence-electronics company in Eu- 
ope, sold its: loss-making medical-systems 
usiness to America’s General Electric a 
“year ago. It is already the world leader in air 
defence and air traffic-control, and wants to 
-expand into new markets where it thinks it 
“can excel. 

— Even more than defence contractors, 
telecoms suppliers are finding that tough 
times force desirable change. Once cosy sup- 
pliers to monopolies, they now have to com- 
“pete for business internationally, Some me- 
dium-sized European firms have done well. 
: According to analysts James Capel, orders 
‘for Ericsson’s AXE telephone exchanges in- 
reased 54% in 1987 and are already 20% 
higher this year than in the first half of 1987. 
Britain's telecoms suppliers, though, show 
how hard life has become. GEC and Plessey 
have merged their telecoms businesses after 
- years of squabbling. The new company, GPT, 





tay in the marker for public-telephone 
“exchanges. 

. Analysts at Electronics jntendaobt say 
hat consumer electronics accounts for 
only 1196 of total European electronics 
“sales. It is, however, the most visible sector 
cof all, and the one where Japanese and 
South-East Asian companies seemed to 
have triumphed completely. Right? Not 
quite. There are three large European com- 
‘panies left-—Philips, Thomson (the state- 
owned cousin of the defence company) and 
Finland's Nokia. Two of them are the 
world's top two makers of colour television 
sets, the sihgle most valuable segment of the 
consumer-electronics market. Since Thom- 


.ast September Ferranti, a British com- » 
y, merged with International Signal & 


ill probably have to find a partner if it is to. 


On “bought: the consumer- f 
lectronics bits-of RCA from ~ 
< America’s General Electric it 
has become the world’s larg- 
est ha ker of colour television 
sets. It produced 7.3m in - 

1987; Philips was second with 
6.8m. 

While ione may bs 
high in this business, how- 
ever, margins are low. Philips 
has been forced to defend its | 
market share by cutting 

j 


de : 





prices; this. partly explains i its 
disastrous recent results. The _ 
consumer electronics battle 
may gradually shift to a new 
product called high-defini- 
tion television. Here the Eu- 
ropeans are a year or two be- 
hind. lapan; the struggle ahead 
formidable. 

Western Europe is weakest in.the mar- 
ket for electronic components. According 
to Dataquest, a firm of analysts, the Euro- 


looks 


pean semiconductor market is growing at. 
about 3096 a year. This has not benefited 
West European producers. The growth has 


been fuelled by the demand for personal 
computers; these use memory chips im- 
ported from lapan and micro-processors 
from America. 

Philips and Siemens have developed the 


latest generation of memory chips, but they. 
. new acquisitions smoothly? Second, will 
their marketing and product development 


arrived about a year too late. The experience 
they gained will help them in the manufac- 
ture of other chips, though their research 
cost enormous amounts of money. This 
leaves other makers like Britain's INMOS or 
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Japanese armaments 


Meet the new arms 


TOKYO 


UGUST Ist was the deadline for sub- 
mitting bids on the western Pacific part 

of President Reagan’s Strategic Defence Ini- 
tiative (SDI). One of the plum contracts is for 
something called the Western Pacific Missile 
Defence Architecture Study (Westpac), 
which will look at how to stretch the spi 
shield over 3,000 miles of the Pacific. The 
front runner for the main contract is a con- 
sortium led by lapan's leading defence con- 


tractor, Mitsubishi Heavy “Industries. Ja 
pans number two defence contractor, - 


Kawasaki Heavy Industries, is a member of a 
consortium led by America's LTV that is also 
tipped to win a Westpac contract. In short, 


Japanese defence contractors are becoming 


deeply involved in star wars. 
The potential for fast growth in Japan's 


defence industry has been obvious for... 
months. Whoever gets the Westpac com = 


tracts, two new things can be discerned fron 


son : 
















Real growth as rates 1976-86" 
Ye per year o o 


110.5 








piii -1 
*Adiosted by GDP.defiators 
Peu ‘they hive niche markets, but are 


badly.in need of partners. . 
Understanding components is ey M. 


designing the boxes into which they are slot- 


ted. Many Europeans echo American fears 
that, without. the capacity to make semi- 
conductors, such understanding will be lost. 
Britain's Amstrad, however, buys and as- 
sembles parts for its computers in-East Asia; 
it makes no components, but that hasn't 
hurt it. Because it understands its market, its 
turnover is growing at about 2096 a year. 
Two questions remain. First, can Euro- 
pean electronics companies assimilate their 


be up to scratch? If they are, the late 1980s 
might see the death of the self-defeating as- 
sumptions of the mid- 1980s. 


exporters 


the bid by the consortium led by Mitsubishi 


Heavy Industries, which includes three of Ja- 
pan's top eight defence contractors and six 
American firms. First, that Japan's defence 
contractors are already able to start looking 
for orders abroad. Second, that they have 
an opportunity to do so because America 
wants Japan to take a bigger share of the de- 
fence of the Pacific. | 

At present the Japanese defence indus- 


try is a minnow. The Japanese Defence 
Agency’ s. vpn procurement budget will 


not reach X1 trillion ($7.5 billion) until next 
year, when it will still be smaller than the 


turnover of General Dynamics. The De- 
. fence Agency is the Japanese IB s only 
, big. customer. 


Though exports of arms are officially 


banned, the. United. States Arms Control 


nd.D Disarmament Agency thinks that Ja- 
pan's $ weapons exports have been running 
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Bigger bangs for your bucks 


in the tens of millions of dollars since at least 
1972, peaking at around $320m in 1983. Mr 
Reinhard Drifte and Mr Kazuo Tomiyama 
have tracked separately over the years ex- 
ports ranging from Oki Electric’s sale to the 
Chinese navy of radar for destroyers, to Ka- 
wasaki Heavy Industries’ sale of anti-subma- 
rine helicopters to Sweden, Burma and 
Saudi Arabia. Some defence specialists 
think that the export surge of China's arms 
business owes as much to Japanese parts and 
components as it does to China's recent mil- 
itary co-operation with America. 
Large-scale arms exporting remains a 
thing of the future. For the moment, much 
Japanese arms production is of American 
technology built under licence; this pre- 
cludes exports to third countries. But Japa- 
~are companies already have domestically- 
eloped weapons that would find ready 
buyers—particularly its air-to-surface and 
surface-to-surface missiles, and advanced fly- 
by-wire avionics. Other projects are on the 
drawing board. Komatsu has a next-genera- 
tion battle tank, while lapan Steel Works 
plans to build a missile-firing tank. Japan's 
expertise in building cars and ships could 
readily be transferred to military vehicles. 
The prospect of Japanese competition is 
causing concern in America. Worried about 
the potential loss of technology, some con- 
gressmen are trying to block the proposed 
$1 billion sale of the Aegis guided-missile 
system to Japan unless the country agrees to 
buy the system ready-installed in American- 
built ships. The Japanese, who were strong- 
armed into buying a version of General 
Dynamics’s F-16 to re-equip their air force in 
the mid-1990s (instead of developing their 
own fighter, as they wanted) are not likely to 
look kindly on such pressure. 
Missiles and aerospace will drive the 
development of the Japanese defence indus- 
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try into the 1990s. As well as production of 


the Patriot missile system, on which the de- 
fence agency still needs to spend Y193 bil- 
lion by 1991, there are plans for six other 
new missile projects, plus the new fighter. 
Mitsubishi Heavy Industry's star-wars re- 
search would be into upgrading existing sur- 
face-to-air missiles into anti-ballistic missiles 
for the western Pacific. Civilian projects— 
both for space and aerospace—will hone the 
defence contractors skills and help them 
compete with Boeing or British Aerospace. 

The pattern now emerging is familiar. 
Japanese contractors are learning the ropes 
by mastering licensed foreign technology 
(which they are able to get very cheaply now: 
the F-16 licence fee, at $1 m aircraft is a steal). 
Then they will develop products in a large, 
protected home market, which in defence 
means much of the western Pacific. Then 
will come the big exports. To judge by the 
straws of the spi bids, Japan will sooner or 
later blow a howling gale through the world 
of defence contracting. 





United Airlines versus American Airlines 


Crying for Wolf 


WASHINGTON, DC 
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| Japan's big hits 


| TOKYO 

























987 was a golden vear. The auto- 

matic breadmaker. A vacuum 
cleaner that killed the bugs in tatami 
mats. Dry beer. A silent washing ma- 
chine. All consumer products in Ja- 
pan. All launched that year. And all 
creating markets worth an annual 
' VIO billion ($80m) or more. 
| Where has that inventiveness 
| gone? The progress report on 1988's 
| big-hit products makes dull reading. 
There is scarcely a new gizmo in sight. 
| Japanese consumers are just buying 

bigger and more expensive versions 
| of what they bought before, accord- 

ing to Dentsu, an advertising agency 
| that tracks such things. They are buy- 
| ing larger flats, larger refrigerators, 
larger cars, large-screen televisions, 
yet more dry beer, 

A couple of new products are do- 
ing well—a high-fibre health drink 


from a diversifying textile company, 








which has managed ¥4 billion in sales 
in the first two months, and cosmet- 
ics for young women packaged in the 
shape of a credit-card. Neither see 

likely to prove world-beaters. 








This episode in our series on business rivalries looks at the two biggest com- 
panies in the American airline business 


HEN the Carter administration was 

planning to deregulate America’s air- 
line business, United Airlines, the world’s 
second biggest (after Aeroflot), preached the 
gospel from one end of the country to the 
other. Its arch rival, American Airlines, 
fought the schemes for liberalisation and 
warned of dire consequences for the indus- 


try. So how come American is now the in- 
dustry leader and United is struggling? 

As in 1978, the companies are still num- 
bers one and two in size. United flew 18% of 
the traffic (measured as a percentage of reve- 
nue passenger miles) and American 16% in 
the first six months of 1988. But American 
has narrowed the gap by one percentage 
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1983 B4 
Company reports 


point since the first half of 1987. 
More important are the financial re- 





- $ults. Between 1979 and 1987, American ac- 


cumulated $1.9 billion in operating profits; 


- United reported $4.7m in operating losses. 
For the years 1983-87, American's parent 

E: pea AMR Corporation, averaged a 
E13. 


% return on common equity; United's 


— parent—which has returned to its original 


name of UAL, after an unhappy year as 


I Allegis—averaged 2.2%. 


Both: companies. entered the competi- 


-. tive era with the same problems: big bureau- 


cracies, high labour and debt-service costs, 
operating margins and no expertise in 
operating in a free market. They also had 


_ the same advantages: name recognition and 


size. The big difference has been their post- 
1978 management. 

At American, Mr Robert Crandall has 
been a model of the non-stop, get-involved- 
in-everything manager. He reviews reports 
of the smallest departments every week and 
writes margin notes to keep everyone sharp. 
He sets his staff precise performance targets, 
organises them with drillteam precision, 
and ticks them off when they get out of step. 

To compete with low-fare, low-cost chal- 
lengers, Mr Crandall told employees that 
American had to cut labour costs. He was 
the first to propose a two-tier wage struc- 
ture, with lower rates for newly-hired work- 
ers. Plenty of other established airlines fol- 
lowed suit; the difference was that Mr 
Crandall held out the promise of com- 
pensating workers through rapid internal 
growth—and he kept his promise. 

By offering special low fares, such as 
SuperSaver, he won new passengers despite 
competition from low-fare airlines like Peo- 
ple Express. And by offering frequent-flyer 
programmes, he succeeded in retaining the 
loyalty of business passengers. 

American's capital investment 
amounted to $18.5 billion berween 1977 
and 1987; its aircraft fleet has almost dou- 
bled in the past four years. Money has been 
poured into computer services, such as the 
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Sabre computer-reservation system and so- 
called revenue-management software—soft- 
ware that enables the airline's financial staff 
to set the most profitable structure of fares. 
Mr Crandall has concentrated his energy on 
American's airline business, selling its hotel, 
catering and energy holdings (which raised 
his stock on Wall Street) and deviating from 
his plan for internal growth only once, when 
he bought Air Cal, a regional carrier in Cali- 
nia. 

Mr Richard Ferris, the chief executive 
of UAL until last year, was in a different 
mould. He.came from Westin Hotels; other 
top officers were hired from outside the air- 
line business, too. They were supposed to 
shake up the bureaucracy and make United 
more responsive to changing demand. 

— They failed. United is still bureaucratic. 
It talked about labour-cost reductions, but 
negotiated too little, too late. It lost its sense 
of marketing by trying to build a travel-ser- 
vice$ company—one that offered hotels and 
car-hire as well as seats on planes. Instead, 
said its critics, it should have stuck to its last: 
good value air-travel across America. When 
cheap fares were the order of the day, 
United could not afford big discounting 
schemes, because it costs were high and it 
had not invested enough in the revenue- 
management software which reduces the ef- 
fective cost of discounting. 

Even though it was not a big discounter, 
United's yield in 1987 (measured in cents 
per revenue passenger-mile) was one cent 
below the industry's average. That also 
helped reduce the benefits of its industry- 
leading load factor (the proportion of seats 
filled). United's fleet increased by only 52 
aircraft between 1983 and 1987; some in the 
company now doubt that it has enough 
planes to meet its latest targets. 

The airline announced goals—for ex- 
ample, to cease service to small towns—and 








Ferris's and Crandall's dogfight 
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then reversed them. The company wavere 
between centralised and ~ decentralis 
organisation. Head-on confrontations wiu 
other airlines were avoided, and later regret 
ted. United once led the field in computer 
reservation systems, but it has let Americar 
overtake it. 

Throughout, Mr Ferris left details tc 
others. He took the strategic decisions, witt 
the help of consultants. He thought he 
could ignore Wall Street, because the airline 
had a strong cash flow, but he eventually 
paid a high price for this mistake. When hi: 
idea of building up a travel-services empire 
came under attack from takeover candidate: 
and impatient investors, he was dumped. Sc 
was the silly new name he had given the 
company. UAL has sold its hotel subsidiaries 
car-rental firm and half of the profitable 
computer-reservation system. 

The leaner-but-meaner United now 
looks in much better shape to give Ameri- 
can a flight for its money. Two recent debt 
issues sold easily, and not just because tF ` 
interest rates (12.596 and 1396) were hi 
People are betting that a new management 
team, led by chairman Mr Stephen Wolf, 
chief financial officer Mr John Pope and 
other outsiders, will turn United around. 

Why the confidence? Mr Wolf's record 
includes turnarounds at two airlines, Tiger 
International and Republic (now part of 
Northwest). His managerial principles are 
similar to Mr Crandall's: hard work, atten- 
tion to detail, cost-cutting. 

Mr Pope, who formerly worked at AMR, 
dreamt up some innovative methods of air- 
craft financing. These will come in handy if 
UAL is to fulfil Mr Wolfs Crandall-like 
promise of growth, at a time when the fleet 
is aging and the balance sheet needs 
strengthening. Investors may yet smile on 
the new team; remember, it will not take a 
big boost in yield to increase profits when, 
despite mistakes, you still have the biggest 
market share in the biggest airline market of 
the world. 
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Latin America 


Awaiting the receivers 


BUENOS AIRES, SAO PAULO AND SANTIAGO 


Bankers are once again losing sleep over Latin America. Argentina and 
Brazil are on the verge of hyperinflation, and their governments seem pow- 


erless to stop them tipping over. Th 


ese two pages look at their problems 


and also, for comparison, at Chile, which is now a favourite of the interna- 


tional banks 


Improvisation and- procras- 

tination have caught up with 

Argentina’s President Raul 

Alfonsin. Just over three years 

ago, he launched the Austral 

Plan, an anti-inflation policy 

which combined wage and 

e controls with tight fiscal and monetary 

policies. Within a year inflation was cut 

from 1,000% to 80%. Since then, the will to 

press on has evaporated and the Austral 
Plan has collapsed. 

After three days in which the banks and 

financial markets have been closed, Mr 
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Alfonsin has now taken another stab at in- 
flation. His latest economic package has four 
main ingredients. 

e A 10.596 devaluation of the commercial 
austral rate. 

e The transfer of 5096 of industrial export 
earnings to the free-market exchange rate 
from the commercial rate. This is a first step 
towards closing the gap between the two. 
Farm exports will still be penalised. 

e A voluntary pact between industry and 
the government to restrain prices. 


e An immediate 3096 rise in the prices of 


energy, petrol and telephone charges. 

Argentina's economy is a mess. The 12- 
month inflation rate reached more than 
32096 in June; prices have been leaping 
ahead at an. annualised rate of around 
1,00096 in recent months. Growth, once 
forecast at 4% this year, is now expected to 
be zero—at best. The one ray of hope is that 
Argentina's export prospects have been im- 
proved by the rise in grain and meat prices. 
The trade surplus could rise to more than $3 
billion from $1.1 billion last year—though 
this compares with debt-interest payments 
of nearly $5 billion. 

The big problem, as elsewhere on the 
continent, is the budget deficit. The govern- 
ment has promised the mF that the deficit 
will drop this year to 3.996 of GDP from 7.296 


ei ee ai 


BUSINESS 


in 1987. Aleeady. this looks like a drea 


some economists believe the deficit may hit 
10% of GDP soon. The package contains no 
hard measures to cut spending. 

The main villains of this piece are the 
state corporations, where corruption, over- 
manning and massive losses are legion. Even 
though privatisation is popular, it would be 
vetoed by the leaders of the powerful labour 
unions who hold sway both in the state com- 
panies and in the opposition Peronist party. 

With opinion polls predicting a Peronist 
victory at the general election, which must 
be held by June 1989, the government seems 
paralysed by the fear that tough measures 
will make electoral defeat certain. Attempts 
to cut state-corporation losses should have 
started with job cuts, and they didn t. 

As Mr Alfonsin flinches in the face of 
the union bosses—and of businessmen long 
used to corporatist subsidies and protection- 
ism—he comes up against the IMF and the 
foreign banks. The Fund has just cancelled 
two remaining tranches, totalling $450m, of 
a standby loan agreed last year, because Ar- 
gentina failed to meet the targets agreed 
with the Fund. 

Negotiations with the banks are no eas- 
ier. Argentina wants them to extend $2 bil- 
lion or more in new loans this vear. But in- 
terest arrears on its $56 billion debt are 
estimated at almost $1 billion. Many pay- 
ments are already more than 90 days over- 
due, requiring American banks to put them 
on a non-accrual basis. 

Bankers' irritation is heightened by the 
government's unwillingness to follow 
Chile's example on debt-swaps. In Argen- 
tina, these are hedged around with rules to 
ensure that state corporations remain off- 
limits to creditors. So far only a few hundred 
million dollars of debt have been converted. 

Yet, despite all the criticism, one factor 
could nudge lenders to come to Mr 
Alfonsin's rescue: the fear that the Peronists 
will win power next year. They are promis- 
ing voters a debt-interest moratorium and a 
return to unashamedly populism. And in 
case anyone needed a reminder of what old- 
fashioned incompetent populism can do, 
President José Sarney of Brazil has just pro- 
vided one. 


The carnival is over 

The news in Brazil that prices 
rose almost 24% in July (equiv- 
alent to an. annual rate of 
1,20096) sent its stockmarket 
plummeting. The figure, 
which took even the govern- 
ment by surprise, underlines 
the problems of a country whose economic 
policies are drifting aimlessly. 

The governments budget deficit— 
5.5% of GDP in 1987, and soaring—is again 
the problem. Various megaprojects of dubi- 
ous worth, such as a railway and a steel mill 
coincidentally located in the home state of 
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mises of stringency. : 
The government's attempts to cut its 


ehe 


d that, for two months, civil servants 
ges could not increase by more than the 
ce reference unit”, an inflation-linked 
x invented by his predecessor Mr Luiz 
os Bresser Pereira. This two-month real 
s cut was calculated at the time to repre- 
iaving of some $7 billion in the gov- 
nt's payroll for 1988. It has since been 
éd by one union after another in 
ourts, where it was ruled to be 
jnstitutional. j 
Only on the external front has Mr 
Nobrega been more successful than his re- 
ent predecessors. He has negotiated a 20- 
ear rescheduling agreement for his coun- 
ry’s $68 billion debt to private banks, and 
š even managed to persuade the Ameri- 
government to stump up half of a 
m BIS bridging loan, intended to allow 
il to catch up on its interest payments. 
his success is the direct result of the 
ntry's trade surplus, which could reach 
'billion this year. But here, too, prob- 
sare mounting. Some manufacturers, es- 
cially in the car industry, want Mr 
obrega to accelerate the rate at which he 
levalues the cruzado. These manufacturers 
argue that costs have risen faster than con- 
sumer prices in the past 18 months, squeez- 
ing their competitiveness in world markets. 
ye government is already devaluing the 
rrency at around 196 per day. Mr Nobrega 
fears that any faster depreciation will just 
ad to yet higher prices. 2 
The domestic economy is now stagnat- 
g. Industrial output fell sharply in the first 
quarter and the government now reckons 
iat it will be lucky if output shows zero 











rink by 196 or so. With one or two notable 
xceptions—both petrochemicals and the 
aper and pulp industries are expanding be- 
ause of export demand-—investment has 
been discouraged by Brazil’s high real inter- 
est rates. | ZB 
Flying around the world's financial capi- 


| Brazil 
i 500 


Consumer prices 
^" *& increase on a year earlier 


“LAE go “acle cures for inflation, no more Cruzado 
wn wage bill have failed. In April, Mr- 
ilson da Nobrega, the finance minister, 


'owth for the whole year; it is more likely to 












hg up support for his reschedul- 
Mr Nobrega promised no mir- 





cage, 
Plans. Instead he talks of some cosmetic. 
measures such as speeding up the collection. 
of tax on manufactured goods.:It-all begins 


to sound like an admission of defeat from a Ü 
man who, on his arrival in the job at the be- 


ginning of this year, promised to be no more 
than a caretaker in terms of domestic policy, 
addressing primarily the foreign debt prob- 
lems. While it may seem invidious to pin the 
blame for Brazil's economic drift on the 
stopgap. 

























Chile shows what 
can make. Bic er. i ` 


Chile watas üp 
D Pus 


Ci 


him “my Prince Valiant”. 
Young executives idolise him, 
id wish he were the official 
ndidate in the coming presi- 
dential’ election. In his three 
years in office Chile's finance 
minister, Mr Hernan Buchi, has engineered 




















a remarkable restoration of national and in- » 


ternational confidence in Chile’s economy. 
The contrast with Argentina or Brazil is 
striking: Chile’s inflation rate is only 16%, 
while real GDP is expected to grow by at least 
596 for the third year running. Foreign di- 
rect investment last year was $49 7m, com- 


pared with an average of $165m in the four 


previous years. The figure for the first five 
months of 1988 alone was $295m. Invest- 
ment through the debt-equity programme 
has totalled more than $1.1 billion in the 
past three and a half years. i x 
Mr Buchi and the debt-negotiating tea 
have Chile's creditor banks, if not eating 
out of their hands, at least shaking them. In 


1986 their credit was good enough for the 


banks.to agree to accept half-yearly rather 
than quarterly interest payments. — 

This year, the banks have agreed to 
make the terms of the restructuring contract 
more flexible; this will allow peso repayment 
for creditors who want it. The new terms 
will also let Chile look for ways of getting 
back to the international financial markets, 
possibly through project. financing, in time 
for its next big hurdle. In 1991 $1 billion.of 
capital repayments will mature. © © — 


The debt-swap programme has so far .— 


been a matter of running to stand still: it has 
reduced the debt more or less to its level of 


1984, at $18.4 billion. The Central Bank's 


target is to get debt down from 10996 of GDP 


(at the end of 1987) to a more manageable 
10-8096 by 1992, and from 3.7 times export 
earnings to 2.5-2.8 times. | Codd 


For most of President Pinochet’s iron- 
reign, domestic demand has been squeezed 
through recession and boom in order. to ^ 


maintain export earnings. During the past 


four years export industries have led the 


economic recovery, but this year, at last, t 


ice minister, the example of 
. difference one minister 


t Augusto Pinochet. ` 


| vide jobs and homes iri an election year. In- 


from the copper boom. TI 
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es to help pro- 


creased confidence in.the economy has also 
spurred a private-sector building boom. 

. Unemployment is now. officially down — 
to 8% with another 3-4% in government - 
make-work programmes. Economists at the 
University of Chile think there is not much 
slack left and that more jobs will now have 


to come from new investment. 


` The difference between the current 


boom and that in 1980-81 when Chile en- 


joyed its last period of fast growth is that this 
time investment is being financed from ex- 
port earnings, not foreign bank loans. A 
much higher price for copper (about 50% of 
export earnings) has helped a lot. The price 
has averaged more than $1 a pound this 
year, compared with the 75 cents that the 
government had budgeted for. The govern- 
ment now expects a record trade surplus this 
year of $1.9 billion. E d 
Mainly to favour consumers, the &.. 

ernment has cut value-added tax and trade 
tariffs, reducing its revenues by an estimated 
$530m over the next 12 months. This will 
be offset, though, by higher-than-expected 
tax revenue from high-value imports, and - 
n. The government's 





budget deficit is likely to be no more than 
1% of cpp this year. - i 


The excitement of the export boom and 
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Todas it may take merchant banking 
to solve the most intricate problems. 


Few things are more complex than corporate finance today. 

The way you borrow in London may affect the way you 
manage cash here at home. 

Choosing between debt and equity financing can involve 
dozens of variables — all interlocked. 

Complicated puzzles like these often yield most readily to 
merchant banking. As practiced by Bankers Trust. 

Because of our wide array of financial services. 

And because of the multi-level, multi-service relationships 
that have sprung up between us and our corporate clients. 

The advantages of such broad and deep relationships are 
clear. By being involved in, and familiar with, many areas of your 
business, we can quickly sort out useful solutions from those which 
do not fit your overall financial picture. 

When problems were less intricate, conventional banking 


could solve them. Today, it's most often merchant banking that 


Bankers Trust Company 


Because today isn't yesterday. 


provides the perfect fit. 


The Bankers Trust Company Foundation is proud to sponsor the Mostly Mozart Festival 
at New York's Lincoln Center, July 12 — August 27. 





Lucky Goldstar is a group of 26 
Korean companies working in chemistry, 
electronics, and services. For each of the last 
five years, annual growth has averaged 24%, 
with sales in the U$15 billion mark 
in 1987. 

Today, Lucky-Goldstar products and 
services ranging ftom engineering plastics, 
home appliances and fiber-optic communi- 
cation systems to construction, finance and 
trade are helping to create a better quality 
of life both at home and abroad. 

We also operate Korea's largest private 
research institutes, investing 4.596 of sales 
into R&D each year. 

But these ac mmm aren't ours 
alone. 

Successful partnerships with such com- 
panies as AI&T, Hitachi, Siemens, and 
Caltex are doing a lot to stimulate mutual 
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around the globe. Bringing the 
latest dose to Korea 
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‘Take time to get to k 
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If the Market never sleeps, when can 
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the Fınancial Director go to bed? 


Unless you're happy to work a twenty 
four hour day, its impossible to keep up with 
the sudden peaks and troughs of the world’s 
currencies. 

Overnight that safe as houses overseas 
investment can become a house of cards. 

But there is a cure for this high risk 
nightmare. Talk to NatWest. Because Risk 
Management is our business. 

And this is how it can work for yours. 

We'll assign you an Account Executive. 
Working with our Treasury Specialists he'll 
build you a strategy that minimises your risk 
and maximises your opportunities. 

This strategy would include various finan- 
cial instruments. They could range from foreign 
exchange to loans and deposits, currency swaps 
to options. 

Its an action plan that provides the most 


rapid response to the ups and downs of fickle 


currencies. Because, round the clock, round 
the world NatWest is dealing in all the key 
financial centres. 

Operating in 36 countries, with a AAA 
rating and an asset base of over US $160 billion. 
NatWest can see every move the market makes. 

So we can act instantly on fluctuations i 
exchange rates. Action that can make all the 
difference to your bottom line. 

Discover how Risk Management can help 
put your mind at rest. 

Call National Westminster Bank PLC. 
Roger Lacey, 23rd Floor, | Exchange Square. 
8 Connaught Place, Hong Kong. Telephone 
852 5-247071. Or Mike Brigden, Chief 
Manager, 5th Floor, Shell Tower, 50 Raffles 
Place, Singapore 0104. Telephone 65 2204144. 


Risk Management by NatWest «& 


The Action Bank 





Australis: 177326 - Bahamas: NS20111 * Bahrain: 8559 * Belgium: 21208 - Canada: OG -27572 - Federal Republic of Cermany. 416500 * France: 210393 * Cibraltar- 2114 - Greece: 216673 * Hong Kong: 61672 - Ireland: 25166 


Italy- 320663 * Japan: 28292 - Malaysia: 33044 - Monaro: 480588 * Netherlands: 50641 - Singapore 28491 * South Korea: K 33 282 * Spain: 23572 - Sweden: 15050 - Switzerland: 812186 - UK: 885361 * USA: 233563 - USSR: 413258 
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FINANCE 


Why Japan’s stockmarket is 
cheaper than you think 


TOKYO 


The Tok 
frustrat 


o stockmarket is either overvalued, or irrational, or both. So say 
investors from America and Europe. If they had understood the 


geret, they may not have missed out on the longest bull run in Tokyo's 


ory 
T OREIGNERS are baffled by the seem- 


ingly unstoppable rise in share prices in 

an. The Tokyo stockmarket hit a new 

high on August 2nd, when the Nikkei 225- 

share index closed at 28,366.33. The index 

was trading on a prospective price/earnings 

ratio of 68.9, and offering an average gross 
dividend yield of 0.46%. 

Can there be any sane reason, ask for- 
eigners, why the shares of a hotel operator 
like Tokai Kanko is selling on a 
price/earnings ratio of 4,400, while five 
other stocks sell at more than 1,000 times 
earnings? When the Nikkei average would 
take 69 years to cover its purchase price, is it 
not madness to invest? And with such a mis- 
erable return from dividends, would inves- 
tors not be better off putting their money in 
the post office? 

Foreigners have been net sellers of 
shares in Japan each year since 1983. The 
Japanese laugh all the way to the bank. They 
know that yardsticks used to make invest- 
ment decisions in London and New York, 

h as price/earnings ratios and dividend 
ds, do not mean much in Tokyo. 

Japanese share prices do not reflect the 
value of future earnings growth but of the 
growth of future asset value. Thus a 
price/earnings ratio, however adjusted, is a 
useless guide to share performance and a 
measure such as price/book value is more 
useful. Moreover, the earnings component 
of a price/earnings ratio is distorted by pe- 
culiar Japanese accounting practices which 
tend to understate reported earnings per 
share. 

Because of high corporate taxes, Japa- 
nese companies have an interest in under- 
stating their profit. Thus they account very 
conservatively, particularly with regard to 
appropriations to reserves and depreciation. 
Other accounting practices, such as the way 
subsidiaries are consolidated not for earn- 
ings purposes but only with regard to divi- 
dend receipts, also depress reported earn- 
ings per share. 

There is another distortion—a tight 
market in most shares traded on the Tokyo 
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Stock Exchange. In London and New York, 
the overwhelming majority of the shares of a 
company can be said to be available in the 
market for trading. In Tokyo, a large por- 
tion of shares is never traded because of the 
closely held cross-holdings between Japa- 
nese companies and the country's financial 
institutions. 

These shares are held to cement busi- 
ness relations or to lock out predators; they 
would be traded only in extremis. One rea- 
son for the popularity of tokkin funds, the 
special investment funds that have been 
widely used for companies' financial asset 
management, is that they allow companies 
to trade other firms' shares without upset- 
ting long-standing and highly-valued cross- 
shareholdings. 

Mr Gideon Franklin of Uss-Phillips & 
Drew, a stockbroking firm, estimates that 
around 70% of the shares quoted on the To- 
kyo Stock Exchange are held for such long- 
term purposes. Because so much equity is 
locked away and double counted, share 
prices reflect a premium for the low amount 
of marketable equity. Crudely adjusting 
share prices for this, Mr Franklin has calcu- 
lated what he calls a free-market 
price/earnings ratio. The effect on individ- 
ual ratios is startling. That of Nippon Tele- 
graph and Telephone, the world's most ex- 
pensive share, comes down from 249 to a 
westernish 12. 

Applied to the Japanese market as a 
whole, 1987's end-year price/earnings ratio 
would come down from 52.7 to less than 13. 
On that basis, Tokyo looks in line with Lon- 
don (a price/earnings ratio of 11.8) and New 
York (14.4). As the concentration of cross- 
holdings has increased only slightly in re- 
cent years, these calculations also help ex- 
plain why Tokyo's ratios have tended to be 
in a range of two to three-and-a-half times 
higher than London's or New York's. 

Even after making such adjustments, 
how applicable to a Japanese company is a 
free-market price/earnings ratio? Japanese 
companies should be regarded as a mix of a 
commercial business, an investment trust 





and a property company. Just as Conven- 
tional price/earnings ratios are regarded in 
London and New York as poor guides to the 
fundamental values of investment trusts and 
property companies, so too do they have 
limited application in Japan. 

Japanese investors, when not riding on 
the coat tails of the Big Four securities 
houses (which use their market clout to 
drive up a share's price), traditionally value 
a company in terms of the ratio between its 
share price and book value, or shareholders' 
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equity. There is a good reason for doing so. 
Improving book value, not earnings, is the 
main goal for Japanese managers. 

Japanese managers are judged by how 
much they have increased their company's 
asset worth, not by the earnings they have 
made available for return to shareholders as 
dividends. That judgment, in turn, is a rea- 
son that yields are so low. Dividends are 
rarely increased by companies, and there is 
no expectation that they will be. If, as Mr 
Franklin points out, 7096 of shareholders 
are there for the long haul, then the remain- 
ing 3096 have little choice but to look for 
capital gains. 

There is a further reason for the domi- 
nant corporate and institutional sharehold- 
ers' preference for higher capital values over 
better earnings. They can collateralise their 
shareholdings at current values; if they were 











to revalue them, they would incur huge tax 
liabilities. Mr Jeff Uscher of Smith New 
Court, a London stockbroker, posits a firm 
that retains ¥10 of its earnings instead of 
paying it out as a cash dividend. Then, he 
estimates, the increase in its book value will 
let a shareholder buy Y56 worth of other 
shares, using his shares in the original com- 
pany as collateral for margin trading. 

Even using price/book ratios, valuing 
Japanese companies is not easy. For tax rea- 
sons, companies are reluctant to revalue the 
book value of their assets. Older companies 
will tend to have even more out of date book 
valuations than younger ones. 

Mr Uscher argues, however, that 
price/book ratios are a useful way to rate 
Japanese companies if done in tandem both 
against themselves historically, and against 
the market as a whole. A share such as JGC, 





Partners in the sky 


NEW YORK 


AME the owners of the world's five 

biggest fleets of aircraft. Forgot to in- 
clude America's General Electric (GE)? 
Roughly 300 commercial aircraft belong 
to (or are managed by) Polaris, a San Fran- 
cisco aircraft-leasing firm, which is 80% 
owned by Ge. Of Polaris's $4 billion port- 
folio of aircraft, $1 billion was raised from 


] 
! 
l 
private investors through partnerships. 


These aircraft-leasing partnerships are 
open-ended funds which buy aircraft us- 
ing investors’ cash (usual minimum in- 
vestment: $500) and lease them out. Busi- 
ness is booming because there is a 
shortage of commercial aircraft. Leasing 
partnerships now own roughly 5% of the 
world’s 7,500 commercial fleet, worth 


| 
maybe $3 billion. 
| 
| 


Yours for $500 





70 


Another San Francisco-based firm, 
cis, has 99 aircraft and has raised $700m. 
Jetstream, a partnership run by CIS 
launched in February, collected $100m in 
a couple of months. The newest partner- 
ship on the market is Aircraft Income 
Partners LP which is hoping to raise 
$200m. In the six months since its launch, 
it has pulled in $82m from investors. 

Aircraft Income plans to buy 20-25 
used aircraft—most of which will be 
bought from the airlines and then leased 
back. It has already agreed on deals with 
Continental Airlines, Alaska Airlines and 
Midway Airlines. Most of these operating 
leases are about five years long. The inten- 
tion is to wind up the partnership (ie, 
gradually sell off the aircraft) around the 








which on July 1st showed a price/book ratio 
of 1.37 looked cheap against the price/book 
ratio for the market as a whole (5.78) but 
was trading at the top of its five-year range. 
A share like Nintendo, by contrast, which 
was rated in line with the market, was trad- 
ing in the middle of its five-year range, and 
so may have offered investors better value. 
No method of valuing Japanese shares 
would show that they are cheap. None 
would help the naive foreign short-term in- 
vestor through the ramping and rigging of 
the Japanese stockmarket, Moreover, while 
these clever new valuations and calculations 
underline that Japanese shares are not as 
overvalued as often thought by those who 
use the wrong yardsticks, the Tokyo 
stockmarket can yet crash—just like New 


York and London. 
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turn of the century. At present, investors 
are earning a 1296 return on their | 
money—three percentage points above | 
the vield on treasury bonds. | 

Managers and promoters of the part- | 
nerships do better. They include Inte- | 
grated Resources, a New York-based 





equipment-leaser, which manages Air- 
craft Income (as well as partnerships own- 
ing another 67 aircraft worth $600m). It 
takes a tenth of the partnership’s income, 
plus fees for acquiring the aircraft. Bro- 
kers and underwriters, led by Dean 
Witter, pick up an 8.5% commission of 
the total raised. Citicorp Aircraft Man- 
agement, which will manage the opera- 
tions of the aircraft, takes home 4.25% of 
the income from operating leases. 

According to Integrated Resources, a 
13-year-old mid-sized jet is ‘currently 
worth around 130% of its original pur- 
chase price. Will the partnerships’ air- 
craft, nearly all of which are second-hand 
and noisy, hold their value? 

There are several dangers. A world re- 
cession or a rise in oil prices would hit the 
partnerships’ thirsty crates. Most Ameri- 
can states and some European countries 
are thinking of introducing stricter mini- 
mum noise levels for airports. If they do, 
partnerships’ aircraft will either have to 
look for other markets (in the Far East for 
example) or, in aviation jargon, “hush” 
the engines. Hushing could cost $3m for 
an $8m plane. If airports were really seri- 
ous about banning noisy aircraft, two- 
thirds of the world’s fleet might be af- 
fected. That, leasing partnerships hope, 
would provoke such a political row that 
the notion will never get off the ground, 
so their aircraft should continue to. 
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| his year the ecu market has 
unted for roughly 596 of the $113 
vorth of new Eur obond That 
has a smaller share of the Euro- 
ket than the dollar, sterling, the 
en, the D-mark and the Canadian dollar. 
en the Australian dollar has seen more 
issues than the ecu. Part of the reason for 


«the ecu's unpopularity has been gaps in 


the market. Until this year, there was no 
long-term benchmark ecu bond against 
which other issues could be measured. 
The British government's plans for a 
programme of I billion-2 billion ecu ($1.1 


yo billion-2.2 billion) short-term bills (and a 
| recent 500m ecu bond issued by the Euro- 
~ pean Coal and Steel Community and the 


European Economic Commission) should 


| remedy these deficiencies. They should 


also raise the status of the ecu closer to 
that of a true European currency. 

The only short-term investment in the 
ecu market is a bank deposit. Although 
the Italians issued ecu bills last year, a pe- 
culiar tax treatment has confined them to 
domestic rather than international inves- 


tors. The absence of a short-term market 


for ecu paper encourages investors to sell 
the currency as quickly as possible when 


|. they think interest rates are about to 
move against them. 


When the new British bills are issued 
they will create a proper market in short- 


|. term bills; so investors may stay in ecus. 
Ecu bank deposits, which pay almost 20% 


less interest than ecu bonds, cannot be 
aded. The new short-term Bills will be 


- tradeable and will probably pay about the 

same as the bank deposits. But because 

they are issued by the British government 
they will be more creditworthy. 


Until the British ecu treasury bills 


. make a market, calculating a yield curve 
^ for the ecu will remain fiddly. 


Investors 
také the short-term bill rates of the cur- 


. rencies that make up the ecu, and then ad- 
just them according to their weighting in 
|. theunit. This gives a synthetic yield curve. 

The difficulty is compounded because the 
= proportion of each currency in the ecu 


basket varies according to its economic 


importance and its use in short-term 


trade. At the moment the D-mark ac- 
the 
French franc 18.6% and sterling 13.5%. 
^ The British issue of three-month bills 
should give the ecu market an easier ride. 


|| Instead of constantly juggling D-mark and 


a yields, investors will be able to look at 
at a single Denies issue is doing 





Forming ecu a at the Bank of England 


The British government’s new plans to issue short-term European Cur- 
| rency dn a paper will fill a hole in a developing market 
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and price their transactions accordingly. 
Besides promoting the ecu, the British 


government hopes to concentrate the ecu 


market in London. The Bank of England 
will issue one-, three- and six-month ecu 
bills as though it was issuing sterling Trea- 
sury bills. The familiarity of this system, it 
hopes, will encourage British institutions, 
like discount houses and pension funds, 


to deal in the paper. If the short-term mar- 
ket is firmly centred in London, the bigger 
ecu-bond market should join it. Trading 


in ecu bonds is already drifting to Lon- 
don. Paribas, a French bank, is the biggest 


trader and placer of ecu bonds. lt keeps its 
sales-force in London: its traders oscillate 
between there and Paris. 


The original ecu market was domi- 


nated by Belgian, Luxembourg and 
French banks. They sold ecu bonds to in- 
dividual investors who were happy to 
hold their bonds until they were repaid. 


‘This worked well when the market was 


small and demand matched supply. But as 
the market grew, a cumbersome distribu- 


tion system became clogged up with the 


supply of new bonds. Attracting institu- 
tional investors to the market was the 
quickest way of breaking the logjam. 

French, German and British pension 
funds, together with specialist bond funds 
run by City merchant banks, are all heavy 
investors in ecu bonds. The Japanese life 
companies and the Japanese Post Office. 
(the world’s largest investor) have been 
the biggest buyers of ecu bonds. 













































































This input has made ecu bonds ea 
to trade, Their growing liquidity has bee 
helped by the increase in the s size of ec 
issues. Issues of 150m ecus to 200; 
are becoming more 
380 issues trade a 
centage point b 
which a firm will 1 
(at which it will sell) 

The main excep 
benchmark issue fo 
and Steel Commissio 
The size of the issue 
larger daily turnover 
reflected in the narrowe 
centage point, bid-offer spre 

Since that issue, demand for: 
has strengthened in ‘Germany. There 
bonds are sold almost as if they w 
mark bonds, but with a higher rate of ine 
terest. In France, they are sold as better 
capital investments than French franc 
bonds even though they pay a lower ti Tat 
of interest. 

As in other bond markets, many ec 
issues result from swap opportunities. Li- 
quidity i in the ecu swap market is growin 

as more would-be takers ¢ o 
ecu debt emerge. Norwa 
for instance issues: dollars and swaps into 
ecus. : 

The sophistication and greater liquid 
ity of the ecu market is attracting new par- 
ticipants—rare in the jaded Euromarkets. 
This year a small Swiss bank, Volksbank, 
and a choosy British merchant bank, 
Barings, have joined the ranks of ecu mar- 
ket-makers. Come the autumn they 
should be rewarded by a burst of business: 
from an old client. Like most centra 
banks, the Bank of Engl and: already keep: : 
part of its reserves in ecus. The Bank. 
thinks it important to match ass 
abilities in various currencies. So 
liabilities (through its issue of ec 
should, the ecu market hopes, 
anced by a corresponding. increase d 
ecu bond portfolio. iE 










Ten larg est ecu u bond i issuers 3 | 
i Value of bonds issued : 
ofecus) - 
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The Miyazawa plan 
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Any interest from debtors? 


TOKYO 


ANTED: middle-income third-world 

debtor with modest obligations out- 
standing to international banks. Purpose: to 
test new debt-relief plan that could eventu- 
ally be applied to Mexico, Brazil, the Philip- 
pines, etc. Apply: Mr Kiichi Miyazawa, Min- 
istry of Finance, Tokyo. 

Ever since Mr Miyazawa proposed his 
debt-relief plan at the heads-of-government 
economic summit in Toronto in June, it has 
been pretty thoroughly ignored. The Ameri- 
cans did not like it because, they said, it 
risked deflecting Congress from approving a 
new general capital increase for the World 
Bank. In reality, the Americans objected be- 
cause the Miyazawa plan had a politically 
unacceptable edge to it: a bailing-out of pri- 
vate banks. 

American worries apart, the plan had 
some good points. It is not a universal solu- 
tion to the third-world debt problem— 
nothing is. It would not be suitable for the 
worst basket cases. But it could be a useful 
addition to the menu of solutions for some 
middle-income countries. 

Mr Miyazawa’s starting point is that, to 
break the debt-repayment logjam, the debt- 
ors’ ability to pay their debts must be im- 
proved. To do this, he argues, capital flows 
to debtor nations must be increased. With- 
out that, their economies will not be able to 
grow. These flows need to be true new 
money, not just a recycling of interest pay- 
ments on existing debts. Private banks are 
not prepared to provide this new cash and 
cannot be compelled to, so the responsibil- 





Miyazawa is still waiting 
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ity will have to be taken by multilateral agen- 
cies such as the World Bank, or bilateral 
agencies such as Japan's Exim Bank. 

For the international agencies to com- 
mit new money, debtor nations must agree 
to restructure their economies. Then comes 
the Miyazawa plan’s leap of optimism: such 
agreement will create a virtuous circle of 
sound economic growth, he says, which in 
turn will encourage private investment in 
the debtor country. Nobody wants to buy 
this. History suggests that, even if the virtu- 
ous circle is achieved, private banks remain 
reluctant to commit new money if they still 
have old debts on their books. 

The Miyazawa plan's point of departure 
was the recent Mexican debt-bond swap 
promoted by the American Treasury. This 
was only partly successful. Mr Miyazawa 
thought that plan had two flaws. First, it was 
purely a financial transaction; it was not ex- 
plicitly tied to economic structural adjust- 
ment on Mexico’s part. Second, it required 
the private banks to take a loss, because the 
debt was discounted when securitised. Many 
banks, which could not afford the loss, 
stayed away. 

The Miyazawa plan would require a 
debtor nation to agree on a medium-term 
structural adjustment plan with the Interna- 
tional Monetary Fund. That would be a pre- 
requisite for moving to the next stage, which 
would have two parts. 

First, a debtor nation would securitise 
part of its debt. The principal (but not the 
interest) on the bonds would be guaranteed 
by two sources: foreign-exchange reserves 
from the country and receipts from sales of 
state-owned assets. These would have to be 
deposited in a neutral place; a trust account 
at the IMF, say. Possibly, this account could 
be used to pay some of the interest on the 
bonds. 

The Miyazawa plan’s second stage also 
requires the rescheduling of the balance of a 
country's debt that is not securitised. This 
would involve a grace period of up to five 
years in which interest repayments on debt 
were temporarily lowered, suspended or 
even possibly forgiven. 

The banks would thus be making some 
concessions. In effect, they would be dis- 
counting future earnings instead of dis- 
counting the past. Because the capital value 
of the debt was maintained, however, they 
would not have to reduce its book value, 
and that might be a crucial distinction be- 
tween the Mexican scheme and Mr 
Miyazawa’s. The Mexico plan involved deep 
discounting of debt. American money-cen- 
tre banks disliked that, as it meant that they 
had to write down part of the debt in their 
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' Greensback debt 


NVIRONMENTALISTS have sel- 
dom had much time for financiers. 

So welcome a new understanding be- 
tween the brown-sandalled nature lovers 
and the black-Guccied bankers. Con- 
| servation agencies want banks to sell 
them third-world debts, at a hefty dis- 
count. The agencies can then give the 
debt back to an indebted country (ie, 
write it-off), so long as it agrees to spend 
some of it on conservation. America's 
Congress is toying with the idea. Banks 
like it; they get at least some money for 








their non-performing loans, while devel- 
oping countries gain from retiring debt 
at a discount. , 

The Amazon rainforest should be 
fit from the first debt-for-nature swap, i 
June 1987. Conservation International, 
an American environmental group, paid 
Citicorp $100,000 for $650,000 of Boliv- 
ian debt. The Americans then returned 
the debt to Bolivia, which agreed to 
make a wildlife sanctuary from a 4m-acre 
stretch of the Amazon basin—and pay 
for its upkeep. 

The idea soon caught on. The Costa 
Rican government agreed to pay 75% of 
the face value of any debt donated for 
conservation projects. A conservation 
agency could, for example, buy $100 of 
Costa Rican debt in the secondary mar- 
ket for about $20, and sell it to the gov- 
ernment for $75. The government's pay- 
ment is made in "conservation bonds" 
into a special fund. This fund can be 
spent only on environmental projects. 
Costa Rica's debt has been cut by more 
than $5m through a programme of -- 
ture swaps. 


| Last January, Ecuador went for a simi- 


balance sheet. 

In a third stage of the Miyazawa plan, 
multilateral and bilateral agencies would in- 
crease their new lending to those countries 
which have gone through the first two 
stages. [n the grace period, it is hoped, new 
investment along the lines of the economic 
restructuring programme would fuel eco- 
nomic growth. 

The Miyazawa plan can help those 
debtor nations sufficiently healthy to ear- 
mark some foreign-exchange reserves as à 
guarantee for securitised debts. That rules 
out countries such as Peru, Bolivia and, pos- 
sibly, Argentina. Brazil, Mexico and even 
the Philippines could, however, benefit 
from the plan. Now Mr Miyazawa needs a 
brave, small debtor nation to give his ideas a 
fair shake. Colombia, Costa Rica, Uruguay: 
over to you. 
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lar scheme worth $1m. It will pay con- 
servation bonds worth 100% of the face 
value of donated debt—albeit at the un- 
realistic official exchange rate. The Phil- 
ippines will swap up to $2m of debt for 
the peso equivalent of $2m of cash tar- 
geted for conservation. The Malagasy 
Republic, keen to preserve its many en- 
dangered species of lemur, is talking to 
the World Wildlife Fund about debt-for- 
nature swaps. 

Many third-world countries are less 
than enthusiastic about the ruse. If you 
have no intention of repaying principal, 
why bother retiring it in a swap like this? 
Other debtor countries would prefer 
payments of interest—which more of 
them are prepared to meet—to be recy- 
cled. They would also like debt to be ear- 

narked for development projects in gen- 
.ral, rather than just for conservation. 


Y V 


Holy sloth, there's a banker coming 
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var finance companies 


A nice little runner 


JETROIT 
MERICA’S banks have long considered 


that Detroit's carmakers were some of 
heir best customers. For the past few vears 
hey have also had to think of those carmak- 
rs as competitors. Detroit's Big Three have 
inancial muscle and are throwing their 
reight about in the lending markets. A 
rumb of comfort for banks: carmakers do 
iot have all the regulatory approvals they 
eed if they are to sell financial services 
cross their networks. But they are working 
in it. 

Ford is the biggest threat. Last vear, 
8% of its $4.6 billion earnings came from 
nancial services, compared with 1396 ten 


4E ECONOMIST AUGUST 6 1988 





FINANCE 











————34 


Nigeria has swapped some debt in return 
for undertaking more family planning 
projects. Peru is working on a $50m debt 
swap with some of the money going to- 
wards research on new farming 
techniques. | 

Nature swaps will only become a big | 
business if the international banks buy 
the idea. A change in America's tax law | 
last November should help. Under that | 
change, a bank which donates its debt to | 
charity gets a 100% tax deduction on | 
that debt's face value, not just its market | 
value. That, however, is no better—and 
sometimes worse—than writing the debt 
off. Ideally, say lobbyists, banks would 
get tax credits for donating debt to chari- 
ties. Then nature swaps might really take 
off. There would be nothing like a tax 
break to turn the world's moneychangers 
into environmentalists. 

















years before. The $828m Ford earned from 
financial services is more than any bank, 
other than Citicorp, has ever earned from 
them. 

General Motors, Ford and Chrysler are 
unhappy with the boom-to-bust car busi- 
ness, and see financial services as a source of 
steadier profits. Ford's chairman, Mr Don- 
ald Petersen, recently announced plans to 
increase financial services’ share of Ford's 
earnings to 3096. All three companies have 
been lending money to new car buyers for 
almost as long as they have been making 
cars. Now they are doing much more. Gen- 
eral Motors has become America's second- 
largest mortgage lender. Ford owns First Na- 
tionwide, the seventh-largest thrift, and 
Chrysler operates one of America's largest 
commercial leasing agencies. 

With cash reserves of nearly $11 billion, 
Ford could buy its way to Mr Petersen's fig- 


ure. The market value of America's biggest 
bank, Citicorp, is a mere $7.7 billion. Ford 
is more interested in taking over bust insti- 
tutions and trying to turn them round. The 
new head of Ford's financial-service busi- 
nesses, Mr Kenneth Whipple, says the com- 
pany is not counting on a major acquisition 
to reach Mr Petersen's target. 

Ford Motor Credit, which makes car 
loans, is the biggest profit producer under 
Mr Whipple's control, but has some prob- 
lems. Its market share of the financing of 
Ford cars—its "home" market—has slipped 
to 2996 from a 1986 peak of 4296. Like the 
other carmaker-owned finance companies, 
it is trying to abandon low-interest loan in- 
centives for sales, on which it built its vol- 
ume business. Its bad debts have ballooned 
fivefold in five years, to a record $442m in 
1987. Mr Whipple will have to reduce those 
losses, and find new lines of business—such 
as lending money to non-Ford dealers—if he 
is to maintain Ford Credit's string of 13 con- 
secutive years of higher profits. 

Ford's most important acquisition came 
in August 1985 when it acquired First Na- 
tionwide. With $21 billion in assets, First 
Nationwide contributed $62m—down from 
1986's $101 m— to Ford's financial services 
revenues last year. The fall is partly ex- 
plained by First Nationwide's habit of 
spending money heavily on trying to live up 
to its name. It has been gobbling up trou- 
bled thrifts all over America and does busi- 
ness in 15 states—more than most banks. 

Besides buying thrifts, First Nationwide 
has tried franchising, and has opened new 
branches inside K mart department stores 
and Jewel supermarkets. At the beginning of 
June, there were 169 such branches in oper- 
ation. First Nationwide has also set up a net- 
work of affiliated banks. It now has a pres- 
ence in the 39 states where almost 8096 of 
the population live. 

Ford's most recent foray brought it into 
commercial leasing, thanks to its $512m 
purchase of us Leasing last year. This com- 
pany has good relations with manufacturers 
such as Pitney-Bowes and provides financ- 
ing for their products; it is also big in the 
ship and aircraft leasing business. 

As with Ford and Chrysler, the prime 
business for General Motors Acceptance 
Corporation (GMAC) remains the financing 
of new cars and trucks. Following the same 
strategy as Ford, GMAC hopes to expand its 
car-related business by financing those huge 
car dealers on the edge of America's towns 
which sell cars made by a dozen or more 
manufacturers. Like Ford, General Motors 
has moved into several niches outside the 
car business. Two years ago, it bought two 
finance houses that specialise in selling 
mortgages. Renamed GMAC Mortgage, this 
division now has a total of $24.5 billion in 
outstanding loans; that compares with 
GMAC's $64.5 billion in car loans. 
Chrysler's diversification has centred 
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del items ranging from railway cars to the 
otel Continental on Chicago's ritzy "Mir- 
acle Mile". Another subsidiary, Chrysler 
First, concentrates on the consumer end of 
he business—although it also provides fi- 
ance for about 28,000 dealers, wholesalers 
nd distributors of such goods as tools, mu- 
ical. instruments and boats. Together, 
rns Capital and Chrysler First have a 
otal of $10 billion in assets, compared with 
16 billion for Chrysler Credit, Chrysler S 
ar-finance arm. 

.like others in financial services, the 
ree carmakers have found that, as interest 
ates rise, the interest from their. old loans 
does not cover the cost of the short-term 
money they have to borrow. GMAC says this 
is the main reason why its earnings in the 
second quarter of 1988 declined. by 19% to 
.$334m. These companies also have An pes 
fficulty, peculiar to.them. 

- "This comes from their desire to "cross 
arket” their products, so.that someone 
who has always used one of their services 
ight be tempted into another. GMAC, for 
ample, has offered its mortgage borrowers 
$500 discount if they buy a General Mo- 
rs car. It is also selling financial services to 
staff, which it uses for test marketing: GM 
is. over 800,000 employees worldwide. 
jese employees can get car, mortgage and 
yme equity loans (second mortgages) Tom 











TOKYO 


HINA'S. bankers seem to oh moving 





- building bridges with Taiwan. They are 
. now lending Taiwanese companies 
money—albeit in Hongkong and 
through a Japanese bank. 
. J The political go-between i is Hokkaido 
Takushoku Bank, the smallest of the lap- 
. anese commercial banks. It is lead-man- 
aging two syndicated loans for hotel 
projects in Hongkong. Fortune, one of 
| Taiwan's leading property developers, is 
borrowing HK$700m ($90m) to buy Ja- 
.pan Air Lines’ Nikko Hotel; and Ever- 
green, the biggest Taiwanese shipping 
| line, is raising HK$410m to build a new 
l- hotel in Wanchai on Hongkong island. 













































through Hongkong front companies, but 
both loans include money from the 
. mainland. The Bank of Communica- 
.tions, which is based in Shanghai, and 
- the Guandong Provincial Bank are each 
_ putting up about HK$100m of Fortune's 
- loan. And HK$50m of the facility for Ev- 
ergreen is being lent by the Bank P 
Communications. 
The loans may! be the first of many: to 
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: Bridging other Chinese Walls | 


x EE I TAE SEE ERE e a Anne te aee AAE Vere v Pese NV err rrr P Bm a 


more quickly than its politicians in - 


To save face, the deals are being done what that means, in terms of who is 


Ford's cross-marketing plans are more 
ae It dreams of placing kiosks pro- 


 moting First Nationwide products on the 


floors of dealers’ showrooms. It would also 
like to pitch First Nationwide credit cards to 
Ford Credit borrowers, and Ford cars to 
First Nationwide depositors, but has-run 
into a wall of federal regulations. Bankers 
have noticed that Ford has already begun 
lobbying regulators and federal legislators 
for changes in the law. 


First RepublicBank 


Checking g out 


ALL STREET reacted remarkably to 
f the takeover of First RepublicBank, a 
bust Texan bank, by North Carolina Na- 
tional Bank (NCNB) Far from balking at 
NCNB's takeover of a bank which has lost 


$2.26 billion so far this year and has $5 bil- 





| | "ind will s soon be abe to buy certif- ` 
: ‘cates of deposits from the same source. 


lion of loans that are not paying interest, the 


stockmarket hoisted NCNB’s shares by 19% 
to $277. This vote of confidence in NCNB's 
ability to run a. bank that will be virtually 

double the size of the old NCNB should Red 





/-NCNB's acquisitior that the re 


gional banks are beginning to do more than 


flex their muscles by showing how quickly 

they can write off ee loans. Along 

with other regional banks, such as Bank of 
New England and Banc One, NCNB has built 

a secure balance sheet and steady, competi- 

tive domestic business on its home territory. 

These sensible if low-key policies have paid 
off in the stockmarket which is fed up with 

the New York banks’ third world debts. Six 

regional banks now have a higher 
stockmarket value than Chase Manhattan; 
15 are more valuable than Chemical and 18 
are worth more than Manufacturers Hano- 
ver. More provisions against their Latin 
American debts could lay these New York 

banks at the feet of the regionals. 

Apart from the danger of being taken 
over themselves, the less powerful New York 
banks fear the regional banks may win 
race to set up nationwide banks. So exp... 
banks such as Wells Fargo (which was also 
interested in First RepublicBank), PNC Fi- 


-nancial of Pittsburgh and SunTrust of Flor- 
 .ida to step up acquisitions, he regio 

» banks’ capital strength wil make it easier for 
. them to write off the goodwil 








| (ie, the pre- 


. mium over net assets) which the acquisit 





'- of profitable banks creates. Big city banks 


= such as Chemical. do not have the equity 


top executives at. some of New York: $ stodg- . 


ier banks. | 





Taiwanese- companies, "beth in Hong- 
kong and, perhaps, in.China i itself. Tai- + 
wanese businessmen can: no} ' 







illegally Becdute: obufétring costs ate 
cheaper there). Indirect two-way trade 
between the two countries via Hongkong 
is forecast to reach a record $2.5 billion 
this vear. Even direct trade, banned since 
1949, may also grow now that Taiwan is- | 
preparing to allow imports of some 20... 
categories of raw materials from China. 
Interestingly, both the loans managed 

by Hokkaido Takushoku have final re- - | 
payment dates after 1997, the year when - 
China is due to resume sovereignty over: 
Hongkong from the British. Figure out. 


putting their faith in whose future. 
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i poration: (ED 
based bank is paying between $210m and 


b capital for a buying spree. © 


which: NENB cut its deal 
Deposit Insurance Cor- 
were lush. The Charlotte- 
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$240m for a 20% stake in (but voting con- 


¿i trol of) all the banks owned by the old First 
Lb RepublicBank holding company; the one 
~~ exception is the Delaware-based. credit card 


. Operation. The new entity will be renamed 








p s National Bank. The FDIC is 
E another $3 billion... Firet 
'$ losses have wiped out st 





i holders y so that the equity is now 


"negative" to the tune of $1.1 billion. The 
ÉDIC is filling that hole. It is also forgiving a 
$1 billion loan and paying a maximum of 
$960m for its non-voting 8096 stake in NCNB 
Texas National. | 

It will also cover all losses caused by First 
RepublicBank's $5 billion-worth of non-per- 
forming, predominantly property-backed 
loans. For the next two years it will take on 


. any other loans NCNB thinks might be dud. 


Once NCNB has taken control of the new 
bank—it has an option to buy out FDIC at 


. 107% of the new bank's book value for the 
d ^ next five vears—it can spin off all the dud 


loans into a separate bank. 

You think NCNB got lucky? There's 
more to come. The Internal Revenue Ser- 
vice will allow NCNB to shelter any profits it 
makes from the good part of NCNB Texas 


. National behind the losses from the $5 bil- 


lion-plus of bad loans. Yet NCNB will not 


! have- to consolidate the dud assets into its 


ilit takes control of NCNB 
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Texas National. 

One reason for being nice to NCNB is 
that the deal helps husband the FDIC's 
stretched resources, and the FDIC needs such 
husbandry. With only $18.3 billion in re- 
serves to meet depositors' claims for insur- 
ance, the agency needed to find private capi- 
tal this time. Otherwise, an even more 
frightening proportion of its own resources 
would have been tied up. At the end of June 
First RepublicBank had insured deposits of 
$20 billion. 

Two groups of people were miffed by 
the deal: First RepublicBank's managers and 
the bank's bondholders. The managers were 
nursing a scheme involving Drexel 
Burnham Lambert, a New York investment 
bank, to recapitalise the bank. Drexel had 
helped the former chairman of First Chi- 


cago, Mr Robert Abboud, recapitalise an- 


other bust Texas bank, First City. 
The bondholders—who hold $1.2 bil- 
lion in face value of First RepublicBank's 


—. debt—were upset because they have been 


treated as though they were shareholders. 








F | The undoing of Irving 


NEW YORK 


UDDY-DUDDY Irving Bank met re- 
ality too late. In September it will be 
taken over—almost certainly by the Bank 
of New York. Irving's year-long battle to 
remain independent has taught other 
banks some valuable lessons. First, like all 
companies, they must produce decent re- 
turns for their stockholders if they want 
their support in a hostile bid. Second, suc- 
cessful banks are wise to tie managers’ pay 
to profits. 
Irving did neither. It was a New York 


wholesale bank, half-heartedly imitating ` 


J.P. Morgan, which caters to major corpo- 
rate clients. Despite its impressive address 
at One Wall Street, Irving was never more 
than an average performer. The bank's 
veteran management believed that low- 
profile, unspectacular profits—and the 
Federal Reserve Board's traditional disap- 
proval of bank takeovers—would let Ir- 
ving be Irving. Complacency left the bank 
open to takeover by a rival who saw 
unrealised assets that could be sold or 
made to sweat. 

Since the early 1980s American banks 
increasingly have been losing corporate 
borrowers to the security markets, and 
loan demand has been flat. Many banks 
therefore decided to earn fee income from 
securities and foreign-exchange trading. 
Not lrving. lt remained a gentleman 
banker at a time when the other gentle- 
men were rolling up their sleeves and 
fighting for profits. Irving's profits. re- 
flected this wimpishness. In the past five 
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Unlike previous large bank rescues the 


-bondholders will get nothing. They are cred- 


itors of the holding company which owned 
the banks rather than the banks themselves. 
First RepublicBank bondholders are 
paying for the obstreperousness of First City 
bondholders. The latter held out for (and 
won) better terms from the FDIC in First 
City's rescue. The FDIC took no chances 
with First RepublicBank. On July 29th it re- 
fused to roll over its $1 billion loan to First 
RepublicBank's subsidiary banks. The 
Comptroller of the Currency then declared 
all First RepublicBank's subsidiaries to be 
insolvent. This allowed the FDIC to take over 
the banks withoüt the approval of First 
RepublicBank's shareholders or creditors. 
The deal, which will take another two or 
three months to finalise, will give NCNB a 
happy start in Texas. The new bank will 
have a minimum equity-to-assets ratio of 
6%. This implies that the assets of First 
RepublicBank will be written down from 
$27.4 billion to around $20 billion. NCNP's 
strengths fit with what remains of First 


years it made an average profit of just 55 
cents on every $100 of assets. Its return on 
equity was a sluggish 12%. 

Irving admits it was slow adjusting to 
banking's new competitive environment, 
but claims it has quickened its pace since 
Mr Joseph Rice took over as chairman 
and chief executive in 1984. Irving had 
privately rebuffed suitors before, includ- 
ing Bank of New York and its chairman, 
Mr J. Carter Bacot. When Bank of New 
York got serious, however, Irving discov- 
ered some backbone. Now the bank is 
considering many of the same asset sales it 
opposed when Bank of New York first 
suggested them. It has already sold its mi- 
nority stake in a Swiss bank; that brought 
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RepublicBank. The North Carolina bank is 
south-east America’s biggest lender to large 
and middle-sized businesses; First Repub- 
licBank has a large commercial business. 
NCNB is also an experienced property lender; 
it will try to shift some of the foreclosed 
Texas property from First RepublicBank's 
books. NCNB's greatest strength has been its 
ability to control costs. Its overheads are 
only 59% of total net income. The compara- 
ble figure at America's biggest bank, 
Citicorp, is 80%. 

NCNB Texas National will not be alone 
in having a clean balance sheet, ready for a 
rebound in the Texan economy. First City, 
which completed its recapitalisation on 
April 20th, is similarly placed. In its first 72 
days under Mr Abboud it made $17m in net 
income and kept its equity-to-assets ratio 
strong at 6.5%. Both banks are betting that 
the Texan recovery will come this year. 
does not, they might suffer like BancTe 
whose shares have sagged badly since its 
recapitalisation a year ago. 
OOO ————— n 





$120m and, in the second quarter, helped 
boost its return on assets to 0.7796 and 
return on equity to 18.896. 

Senior executives did not stint them- 
selves on salaries. In 1986 Mr Rice earned 
about $900,000; last year—when Irving 
made a loss of $193.3m—he was paid 
$750,000. By contrast, Irving treats its 
middle managers like probationary em- 
ployees. If promoted, they have to work 
six months or a year in the new post to 
prove themselves worthy of it before they 
are awarded the title and a salary increase. 
Good and ambitious people balked at 
such treatment. 

Other Irving traditions were more con- 
ducive to keeping staff. It rarely sacke 
employees, and it gave an annual cash bu- 
nus usually equal to 1596 of annual salary 
(last vear's bonus, however, was reduced 
to 5%). Irving now faces cost-saving lay- 
offs and will relocate 400 workers to Utica 
in upstate New York. Even its smart ad- 
dress may go: its New York headquarters 
are up for sale. 

All this vim is too little, too late. The 


‘year-long takeover battle appears to be 


reaching a climax. Bank of New York has 
until September 7th to acquire Irving un- 
less the Fed decides to grant Mr Bacot's 
men a third extension. Legal challenges 
will consume much of the time (and a lot 
of money) until then. Irving has found a 
European "white knight" in Banca 
Commerciale Italiana, which is offering 
$80 a share for 51% Irving's shares. The 
gentlemanly bank at One Wall Street | 
would rather an Italian match than an 
American one, but it probably will not 
have the choice. 
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and—like Alice’s caterpillar in 
new pharmacopeia ts 


he brain is a recalcitrant organ: scien- 
ists have had precious few ways to study 
. Jorkings and probe its ills. Part of the 
problem is that brain-explorers tunnel their 
way into the subject from different direc- 
tions. They find it hard to link their progress 
to the work of others. For a long time, psy- 
chologists just looked at abnormal behav- 
iour, while pharmacologists looked for new 
drugs to perform chemical tricks. Never, it 
seemed, were the twain to meet. 

In the past few years there have been 
several attempts to marry these two disci- 
plines. Psychopharmacology— to give it the 
shortest of its current names—is now throw- 
ing up some novel ideas about the causes of 
anxiety, bad memory, depression and other 
mental disorders. It is also finding new medi- 
cines to treat them. À 

Consider three cases in which the mar- 
riage has flourished. 

‘Example 1: The drug tsp can drive 
those who take it into extreme states of con- 
iciousness, including heights of delight and 

t. Strangely, though, psychologists 
aave found that a lot of LSD takers fail to feel 
anything out of the ordinary if they are put 
nadark and quiet room. This clue led phar- 
nacologists to discover that LSD affects the 
sart of the brain which is responsible for 
iimulating vision, known as the lateral 
reniculate nucleus. Nerve fibres that release 
he chemical serotonin end in that particu- 
ar area of the brain. Serotonin, which plays 
t role in the way the brain interprets visual 
dgnals, belongs to a class of brain chemicals 
cnown as neurotransmitters which relay sig- 
ials between nerve cells. 
= [t seems likely that LSD works by inter- 
ering with serotonin. Thus the hallucino- 
ienic drug merely sets the conditions under 
vhich a trip can occur. Those simple experi- 
nents in darkened rooms, plus a smattering 
£ pharmacology, show that an apparently 


1 







lex physiological effect can be ex- 
ed, in part, as a slight tweaking of the 
ünery that processes sensory data. 

ixample 2: Another breakthrough for 
'chopharmacologists has been in the 
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Valium was just the beginning : 


understanding of Parkinson’s disease, which 


can leave its mostly middle-aged victims vir- 


tually rigid, unable to think clearly or to 
speak. During the 1950s it was discovered 
that the brains of patients who had died of 
the disease contained far less of the neuro- 
transmitter dopamine than did the brains of 
normal dead people. Tore 

In 1983 Dr Bill Langston at the Stan- 
ford University Medical Centre, and other 


neurologists in Nothern California, found 


that a number of patients with Parkinson- 
like symptoms had taken a dose of synthetic 
heroin which was contaminated with a 
chemical known as MrTP. The chemical 
seemed to destroy part of the brain known 
as the substantia nigra. This feeds nerve fi- 
bres that carry dopamine to the part of the 
brain associated with movement, the corpus 
striatum. That discovery is proving fruitful. 

If monkeys or marmosets are injected 
with MPTP they exhibit Parkinson-like symp- 
toms: they become immobile and tremble 


slightly. The mere will also damage bits of - 


the nervous tissue that lie outside the brain. 


‘The ide i be linked to chemical imbalances in 
the brain used to be just a putes hunch. It is now becoming a science 
| 'onderland—promises to provide a whole 


duced. Such mo 


_ Stimulating dopamir 
brin. o 





panies now need better ways to check 





to the substantia 
only half of anat 
MPTP: Parkinson 
on just one side: 
still seems quite no 

The developm 
ments opened the 
ment. If bits of he 
planted «into t 


screen anti-Parkin 


. Example 3: Scientists who studied tl 


that they showed paranoid symptoms simi- 
lar to those seen in schizophrenics. This led 
to the notion that amphetamine-dosed an 
mals could serve as a model for some symp- 
toms of schizophrenia. Thus a monkey 
given amphetamine for a long time will act 
abnormally: it will grasp for invisible objects 
in the air, bringing them to its mouth. Am- 
phetamine also induces so-called "ster 
typed" behaviour. Treated animals perfor 
the same task over and over again: shiftin 
on the same spot, or grooming each oth 
for hours on end. OPI 
— lt was later shown that amphetamine 
makes the brain produce. more dopamine. 
Too much dopamine is thought to be one 
cause of schizophrenia, especially when th 
disease is accompanied by paranoia. Today 
anti-schizophrenia drugs work by block 
the action of dopamine. Unfortunately tl 
have bad side-effects. More psychophartn 
cology is needed to provide fine-tuning. 
. From its early clues psychopharmaco 
ogy is now developing fast, for two main re 
sons. First, genetic engineering has given 
new tools for understanding brain chem 
try. The manipulation of genes makes it po: 
sible to mass-produce proteins which. ar 
found only in minute quantities in ^ 
brain. The structure and function of 4 
proteins can then be explored in detail. Fo 
example, in the 1950s scientists though 
there were just two neurotransmitters; no 
they have picked out 69. This higher-def 
tion picture of the brain gives scientis 
better chance of linking a piece of behavióu 
to a chemical defect. uct. eod 
The other main spur to progress isthe 
inventiveness of drug companies. They hav: 
become cleverer at inventing new chemical 
which are designed to activate or block vari 
ous receptor-proteins in the brain. The con 






















ffects of these drugs before entering their 
products for expensive tests on people. 

How does a psychopharmacologist col- 
ect his data? In the past, scientists had to 
rely on cutting up dead brains to find out 
about living ones. Some of these post- 








































































niversity Medical College in New York 
ty, autopsies show that people who com- 
it suicide have more receptors for the neu- 
transmitter serotonin in their brains than 
ther people. Nobody knows why. 

- Post-mortem examinations have two 
rawbacks. The brain tissue may have un- 
ergone chemical changes after it has died, 
nd the tissue may be afflicted by other dis- 
eases in addition to mental illness. Another 
approach is to use sophisticated tools for 
scanning the chemical anatomy ofa living 
brain; these include magnetic-resonance im- 














y is to measure the flow of blood into vari- 
s regions of the brain using radioactive 
arker” substances which are injected into 
body. The normal chemical reactions in 
: brain depend to a considerable extent 
how much blood it gets. 

“Such blood-flow experiments have been 
sed on schizophrenics who are asked to 
perform various psychological tests. One is 


‘measures the ability to think abstractly. 
Normal people who take the test have an in- 
creased flow of blood to the frontal cortex of 
their brains. Schizophrenics do not. = 

- These experiments are useful, but not 
isually useful enough. By far the richest 
eam of data is found in animals. Animal ex- 
eriments which mimic a human disease can 
e set up in various Ways: 8 

| Familiar drugs can be used to provoke 
anges in the behaviour of animals, just as 
miphetamine was used to stimulate schizo- 
shrenia-like symptoms in rats. (A caution: 
scientists do not like to describe rats—or in- 
deed any other animal except man—as, say, 
chizophrenic or depressive. Since animals 
cannot describe how depressed they feel, it 
s unwise to read too much into their appar- 
ent behaviour. So scientists speak of 
"schizophrenia-like" signs, and so on.) 

@ There are many known neurotoxins—poi- 
sons that-kill specific parts of the brain— 
such as MPTP, which destroys the substantia 
nigra. Feeding neurotoxins to animals helps 
to build a link between the behavioural ef- 
fects caused by a drug arid the part of the 
brain on which it acts. =- | 
plays and fights in the wild, psychopharma- 
cologists try to recreate the symptoms of a 
mental disorder by manipulating its labora- 
“tory environment (of which more below). 


tain disorders. For example, some rats have 





Frontal lobe 


ortem studies bring fascinating results. 
ccording to Dr Donald Reis at Cornell. - 


sing, which takes pictures inside the body. 
sing magnets and radio waves. Yet another. 


‘the: Wisconsin Card-Sorting Test which - 


After studying how an animal eats, sleeps, - 


< € Laboratory animals can be bred with cer- - 


_ a taste for alcohol. If they are selectively bred | 


rkinson's pathway. | 
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pendent on alcohol and lap up the equiva- 





Hospital in London claimed to have found a 
gene which causes schizophrenia. That 
could lead to a "schizophrenic" mouse. 
Most of the latest advances have been in 
three disorders, all of which are much more 
common than schizophrenia: anxiety; 
Alzheimer's disease (the commonest form of 


dementia); and depression. Much of it has. 


been done in three British laboratories: by 
Dr Sandra File at London University’s 
School of Pharmacy; by Dr Brenda Costall 


and her team at the University of Bradford; — 


and by a team at Cambridge University. 


The anxiety buffs 

About 30 years ago the drug firm Hoff- 
mann-La Roche discovered a molecule 
called benzodiazepine, which was found to 


be useful for sending zoo animals to sleep. 


Somebody noticed that animals that had 


. taken the drug appeared to be more tranquil 


as well as more sleepy. So Valium was born, 
and with it the use of animals to test treat- 
ments for anxiety. 

Psychologists went on to establish a 
standard animal test—the conflict test—so 
that other useful benzodiazepine-based. 


drugs might be discovered. In the conflict - 


test, a rat is trained to press a bar in order to 
get food every time a light goes on or there is 
a high-pitched sound. This sort of forced 
habit is known as "operant behaviour". 
Once operant behaviour has set in, the ani- 
mal is given a mild electric shock when it 
presses the lever, thereby presenting it with 
a "conflict" and making it anxious. Normal 
rats will stop pressing the lever when faced 
with such a conflict. Rats on Valium will 
continue to press the lever for food. 

. Some newly discovered compounds, 
which pharmacologists think could be use- 
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 besides.The conflict test may_ 


ful anti-anxiety drugs, do not pass the.con- ple—they will adopt. rude and unusual pos- 
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making an animal sleepy. Also, some psy- 
chologists argue that the test is a bad one 
because it depends on producing stresses 
(such as electric shock) which an animal 
would not normally meet. Trying to recreate 
the stresses that an animal might normally 
encounter sounds like a better bet. 

Dr File has recently devised two new 
anxiety tests—the “social-interaction test" 


<; and "the plus-maze test"—which work by 
* evoking a sense of insecurity in rats. Accord- 


ing to Dr File this is fair because even the 
worst sorts of anxiety should be regarded as 
an extreme example of what anyone might 
suffer during a nerve-wrecking day. Nor — 
“anxious” rats should then help to gh 
reasonable idea of what is going on during 
abnormal human anxiety. : 

In the social-interaction test two male 
rats are put together in a neutral area—ie, 
one that is home territory to neither. The- 
rats, which do not like to be alone, are. 
housed on their own for five days before the. 
test, When the rats are introduced they usu- 
ally sniff one another and follow each other 
around closely. If the box is well lit they be- 
come less sociable because rats prefer the 
dark. I£, however, the rats are given Valium 
they will ignore bright lights and mix with. 
their fellows once more. Only Valium and 
related drugs have this effect: anti-depres- 
sants, sedatives and other sorts of drugs do 
not seem to make the animals feel secure. 

In the plus-maze test, rats are placed at 
the centre of an elevated platform in the 
shape of a cross. Two arms of the cross are 
sheltered, and the other two arms are open, 
like diving boards. A normal rat will sy 
60-85% of its time in one of the encl...... 
arms. Rats dislike going down the open 
boards and appear to be afraid of heights. If 
they are given anxiety-inducing drugs, such 
as caffeine, their trips to the enclosed part of 
the maze increase. If they are given anti- 
anxiety drugs, such as Valium, they over- 
come their reluctance to walk the plank. 

Dr File believes that the two tests mea- 
sure different sorts of anxiety. The plus 
maze probably measures "trait-anxiety — 
the sort that lasts throughout life regardless 
of the stresses that change with an animal’s 
environment. The social-interaction test 
measures the anxiety that comes and goes. 
Dr File hopes to use these tests to try to set- 
de an old controversy: whether panic 
should be regarded as separate from anxiety 
or as part of the same thing. I 

Dr Costall's team has yet another ani- 
mal test for anxiety, using marmosets. When 
male marmosets are threatened—by some- 
one standin 











gin front of the cage, for exam- 
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tion people in Frankfurt, Paris, Hong Kong, and Singapore. The Economist Newspaper Lid 
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dna dition our International Subscription Fulfilment Service has just 
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. address is on the right. So... 
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1 The Guinness Flight International Fund Limited 
has been expanded into a 12 share class roll-up 
offshore umbrella fund by the addition of 6 funds: 


The 1992 Fund 
Convertible and Equity Fund 
— Gilt Plus Fund | 
Prime Bond Fund | 
High Yield Bond Fund 
p Balanced Growth Fund 
|^ Rol- -up fands offer the significant advantage of 
< simplified administration — reducing paperwork. 





| The Budget changes to income and capital 
| gams tax rates have removed the tax disadvan- 
ges of dox funds for UR investors who fully 
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possible exchange and interest rate fluctuations 
the value of their shares and the yield from them 
may go down as well as up and that past perfor- 
mance is no guide to the future. Also deduction of 
the Fund's initial charge (where applicable) means 
that if an investor withdraws from the investment 
in the short term he may not get back the amount 
he has invested. 
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tures. À common one has the 
marmoset turning its back, lifting its 
tail and exposing its genitals. 

Dr Costall’s team has shown that 
a new group of drugs known as 5HT: 
serotonin antagonists, such as 
Glaxo's GR38032, can relax the mar- 
mosets. They go to the front of the 
cage and act as if nobody is there, 
even if there is. Little is known about 
how these chemicals might work, but 
Glaxo has high hopes for its new drug 
as a tranquiliser for people. 

Oddly, Dr File has found that 
GR38032 has little effect on rats in her 
social-interaction and plus-maze stud- 
ies. It is now being tested in human 
clinical studies, which should help 
clarify the usefulness both of various 
drugs in treating different sorts of 
anxiety and the anxiety tests them- 


According to Dr Costall, a number of 
new classes of anti-anxiety drugs are 
on the way. 


Monkeying with memory 


In Alzheimer's disease the symptoms 
of extreme senility appear much ear- 
lier than normal. The most marked of 
these symptoms is loss of memory. 
Drug companies now want to find 
chemicals that can reverse or at least 
halt this decline. As usual, the prob- 
lem is how to spot potential winners. 

Most animal models use a drug 
called scopolamine to simulate 
Alzheimer's disease. Scopolamine, 
which makes young monkeys' memo- 
ries as bad as old ones’, blocks the in- 
teraction of a neurotransmitter called 
acetylcholine with its receptors in the 
brain. Alzheimer's patients do not 
have enough acetylcholine, but it is 
not clear whether the deficiency is a 
direct cause of the disease. The ani- 
mal models might be faulty and could 
miss important drugs. 

[Instead of scopolamine, Dr File 
feeds her rats with alcohol. She is 
thus attacking their brains with a 
sledgehammer, rather than a chisel 
that might turn out to have been 
chipping at the wrong block. Alcoholic rats 
have awful memories and behave like 
Alzheimer's patients. They do not know 
where they are or how to judge time. 

Dr File has also designed a test to mea- 
sure such disorientation and forgetfulness in 
her rats. The traditional tests are too crude 
to shed much light on the disorientation suf- 
fered by Alzheimer's patients (though they 
are useful for testing other things). The 
main problem is that they let the subject 
"cheat" by relying on clues to get round 
their deficiencies. For example, traditional 
tests make swimming rats try to get to a dry 
platform by taking visual cues from the posi- 


80 


Polite when relaxed 


tions of other objects in the 
room. "Alzheimer" rats, 
too, can use cues to hide 
their disorientation. So Dr 
File has tried to set up a test 
which rats will only be able 
to pass if they have a nor- 
mal "internal" awareness 
of space—that is, if they 
can work out that they 
have to move, say, round 
and up to reach some- 
thing, rather than just 
heading for an object by 
following visual cues. 

To do this she has 
built a helical maze with 
an internal staircase in a 

cylindrical drum. The 
rat is placed on one of 
the lower floors, and 
must climb the maze 
to get its reward of a 
sugar puff. Rats pre- 
fer to go down- 
. wards. They be 
R^ à come disoriented 
** when they go 
around in circles. 
Bereft of their comforting clues, alcoholic 
rats are much worse at this than dry ones. 
Dr Costall’s team has tried a different 
tack. It has developed the "T-maze food-re- 
inforced alternation test" which uses a T- 
shaped piece of wood. Pots, sometimes con- 
taining food, are placed at the ends of the rs. 
One of the arms of the T is first blocked off 
and food is put in the pot on the open arm. 
The rat is trained to learn that the next time 
it goes down the T, the food will be at the 
opposite end (the arm that had previously 
been blocked off). After three days normal 
rats will select the correct arm about 80% of 
the time. If the rats are given scopolamine 


for a while, they manage to get the correct 
arm less than 50% of the time. Old rats, 
about 14-15 months of age, also get it wrong 
more than half of the time. 

These and other experiments have been 
used to test a battery of new memory-en- 
hancing drugs, known as nootropics. The 
Cambridge team is looking at drugs that 
boost acetylcholine concentrations in the 
brain, either by promoting its release from 
brain cells, or like THA (originally a treat- 
ment for intestinal parasites) by inhibiting 
its breakdown. Scientists at the Institute of 
Psychiatry in London have recently found 
that nicotine might help to improve mem- 
ory by increasing the power of attention. 
The brain’s receptor for nicotine also inter- 
acts with acetylcholine. Glutamate antago- 
nists try to counteract the effects of exces- 
sive glutamate production, which has been 
associated with dementia. And there is 
other class of potential memory drugs, ! 
carbolimes, whose workings are not under- 
stood at all. 

The animal tests so far suggest that the 
most promising nootropics are the so-called 
angiotensin-converter enzyme (ACE) inhibi- 
tors. These were first developed to combat 
high blood-pressure. They turned into pos- 
sible memory enhancers because it was 
thought that such drugs might also increase 
blood flow to the brain and thereby boost 
mental activity. It has recently been shown 
that ACE inhibitors might work instead by 
affecting acetylcholine activity. Dr Costall's 
team and others are testing them to see if 
they can do for the memory of man what 
they appear to do for rats. 


A cure for drug addicts? 

Dr Christian Fibiger at the University of 
British Columbia is looking at a symptom of 
depression in which people lose the abilitv 
to experience pleasure. His animals 
given drugs like cocaine and heroin, wiu 
they appear to like as much as some human: 
do. The animals spend their time dosing 
themselves up on these drugs even when 
they are hungry or lonely. Such dedicatior 
to a stimulus is known as reward-reinforcec 
behaviour, and is used as a model to simu 
late the pleasure that people feel. 

Such experiments have enabled Dr Fibi 
ger to track down the areas of the brair 
which are chiefly responsible for feelings o 
pleasure. It seems that neurons which pro 
duce dopamine feed into certain "pleasur 
centres" of the brain. If these neurons ar 
poisoned with a neurotoxin, the animals n 
longer want their cocaine. Dr Fibiger is nov 
testing potential new anti-depressants- 
such as drugs that prolong the activity of dc 
pamine—on his junkie rats. Better anti-de 
pressants are not the only possible result c 
such work. Another is the development c 
drugs that counteract the effects of heroi 
and cocaine. 
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Familiarity breeds 


misconception 


THE ENCHANTED OLass: BRITAIN AND ITS MONARCHY. By Tom Nairn. Radius; 402 pages; 


£25 
OMETHING of a conspiracy of silence 


surrounds the royal family. Children are 
taught that Britain is a “constitutional mon- 
archy”. Yet university politics courses rou- 
tinely ignore the oldest institution of British 
government. Textbooks on constitutional 
law limit themselves to a few misleading 
paragraphs on the royal prerogative. 

agehot, who thought long and hard 
: the monarchy, would have found this 
varre, and it is. In real-life, tabloid-newspa- 
per, saloon-bar Britain, the monarchy is the 
one part of the constitutional structure that 
seems utterly familiar. The man on the 
Clapham omnibus has no idea what the in- 
side of the House of Commons looks like, 
much less does he understand the role of the 
courts in reviewing administrative action. 
"The royals”, by contrast—the Queen, the 
Duke, Charles, Di, Fergie—are the epitome 
of everyday discourse, their faces and sup- 
posedly their characters as well known as 
those of Auntie May and Uncle Harry. 

Mr Nairn’s hilarious, infuriating and ul- 
timately unsatisfactory book starts from this 
paradox. Modern Britain's obsession with 
the royal family, he argues, must tell one 
something about the society which is so ob- 
sessed. His central proposition is that the 
cult of royalty is the best available way of un- 
derstanding what nationalism and the idea 
of the nation mean to Britain. 

The country's conception of itself and 
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its institutions, he suggests, is pre-modern. 
Unlike the nations of continental Europe, 
America or the developing world, Britain 
has never remade itself in the light of certain 
defining concepts— whether they be nation- 
alist and exclusive (“Frenchness”’, for exam- 
ple), a commitment to a distinct set of politi- 
cal beliefs (as in the United States), or 
independence from a colonial power. 

Up to that point Mr Nairn, a free-think- 
ing man of the left, has more in common 
than he thinks with the new revisionist 
school of British historians, loosely assumed 
to be conservative. Their central argument 
is that nothing much changed in British 
heirarchies between 1660 and 1832, or per- 
haps even 1945. Some of them think that 
respect for the monarchy makes the waving 
of flags by the National Front, and any 
rudely revolutionary communism, unpopu- 
lar with the man in the pub. 

Mr Nairn parts company with these his- 
torians mainly in his argument that a par- 
ticular segment of British society—the mid- 
dle-classes of the south-east of England, 
commercial and internationalist in their 
outlook—have appropriated the idea of che 
monarchy to their own ends. By elevating 
the monarchy to the very essence of British- 
ness, Mr Nairn argues, those middle classes 
have squeezed to vanishing point the 
ground on which any other, threatening, 
conception of the nation—republican, or 
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federal, for example—might take root. ! 
This is not very convincing. True, the 
Queen somehow becomes a bit less impor- 
tant when she crosses the Tweed. Mr Nairn, - 
a Scot, is quite sure of that. True again, it is 
the southern-English ordinariness of the — 
royal family (all those Michael Jackson con- 
certs, love of animals and the unforgettable 
scene in "Royal Family", a 1960s television 
documentary, when the Queen and children. 
wondered whether a salad dressing for a Bal- 
moral picnic contained a bit too much vine- 


gar) which makes it so easy toexclaim "Ooh! 


She's just like one of us!" But to prove that 
the cult of the monarchy can be used to ex- 


plain, for example, the decline of industrial- — 


provincial Britain needs more evidence than 
this book provides. 
Part of Mr Nairn's problem is that he is 


too pessimistic a republican. Seeing no easy _ 


way of breaking the idols, his book too often 
turns into a funny but disorganised rant 
against the idea of monarchy. He complains — 
that blanket press coverage of the royals has 
had little effect on their popularity. Individ- 
ual members of the family could tell him 
that it has. Notoriously, the Princess Royal 
was transformed from Horsey Harridan 
(c1974) to Angel of Mercy in the slums and 
ghettos of the developing world (c1985). 

Above all, Mr Nairn is unable to admit 
that the monarchy cannot be immune from 
the extraordinary change in British society 
wrought by Margaret Thatcher. It is often 
said that Queen and prime minister do not 
"get on”, but that is a trivial point. Con- 
sider, rather, Mrs Thatcher's recent nation- 
alist diatribe against pan-European roman- 
tics. Which British institution did she then 
say she would defend all her life? Was it the 
monarchy, the defence of which Labour's 
Hugh Gaitskell espoused when he opposed 
entry to the EEC, on the grounds that it 
could lead to a federal Europe? Not a bit of 
it. It was Parliament, not Crown, that Mrs 
Thatcher identified as the repository of Brit- 
ish tradition. 

lt is now Mr Norman Tebbit, the 
Thatcherites Thatcherite, who is rude 
about the royal family: the Prince of Wales, 
he has said, worries about the unemployed 
because he is unemployed himself. The Sun- 
day Times, house-organ of Mrs Thatcher's 
disestablishment, is now routinely critical of 
the royal family. By contrast, Mr Neil 
Kinnock has slotted naturally into the shoes 


of Lord Wilson, who used to boast that his _ | 


wife had washed dishes with the Queen. La- 
bour is the royalist party now. 

Where will this end? If Britain really is 
going through a revolution; if that revolu- 
tion is "Thatcherite"; and if Thatcherism 














SL Sa cn eee oe eee UE 
d Ss - "T Gag 
al H a dá n Pim x ] 


- BOOKS AND ARTS 


- * 


Ld 


= = az d À . Y 1 & 
ot wy OY pee ; “a. i (t d 


means an end to snobbery, privilege and pa- 
ternalism (three pretty big "ifs"), what is the 
monarchy's role? To stand for the values of à 
defeated establishment is no way for the 
Prince of Wales to spend the next 50 years; 
to retreat into a life of peculiar antics is no 
more appealing. No book written from the 
socialist standpoint of Mr Nairn can tell the 
prince what to do, or measure the effect of 
Mrs Thatcher on Britain's institutions. Yet 
when the first draft of the history of Brit- 
ain's amazing 1980s is written, it will be that 
measure which will hold the key to under- 
standing what has really been going on. 





Soviet prisoners 


Gethsemane 


Grey is THE CoLour or Hore. By Irina 
Ratushinskaya. Hodder & Stoughton; 287 
pages; £12.95. To be published in the 
United States by Knopf. 

Fear No Evil. By Natan Sharansky. Wei- 
denfeld & Nicolson; £16.95. Random 
House; 437 pages; $19.95 


PF rights in Russia, which are cur- 
rently so topical, make an inglorious 
showing in two books by recently released 
prisoners of the regime. Anyone who cares 
about human dignity will be exhilarated by 
Irina Ratushinskaya's account of a young 
woman of unusual force of character who 
stood up to the KGB and won. 

Mrs Ratushinskaya explains what hap- 
pens to those who fall foul of a foolish secret 
police, and are sent—as she was—to a la- 
bour camp. Her offence was that she wrote 
lyric poems. She continued to write them, in 
her head, while a prisoner, and could some- 
times smuggle out written texts. Even in 
punishment cells she found herself encour- 
aged by her fellow prisoners to recite them, 
though some of the questions they elicited 
from the criminal wing were odd: "Who was 
Ulysses? What does 'Cainozoic era' mean? 
What is this garden called Gethsemane?" 

She was held in the early 1980s in a 
camp some 300 miles south-east of Moscow. 
Her colleagues and friends, a few fellow po- 
litical prisoners in an inner camp called the 
Small Zone, were more widely cultured than 
the criminals. Most of them were, as she is, 
Christians, and found their faith a bulwark 
even when on hunger strike; even when it 
was so cold in the cells that the mice crept 
into prisoners' cuffs for warmth. They all 
wore grey dresses, to distinguish them from 
the ordinary prisoners' black; hence her ti- 
tle. In the teeth of every sort of difficulty, 
they remained untamably hopeful. 

Of one of her jailers she writes that he 
lied “as easily and naturally as a bird sings, 
and never showed the slightest sign of con- 
fusion whenever we caught him out." She 
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interlaces her accounts of quarrels against 
those who ran the camp with telling details 
about how she and her companions man- 
aged to keep alive, and keep decent. This 
was no easy task on camp rations, in a Rus- 
sian winter with slender clothing, in a coun- 
try where even ordinary sanitary towels can 
be found only on the black market. Mrs 
Ratushinshaya takes care to say nothing 
that will make a present or future prisoner's 
lot any harder, but she suggests many tricks 
by which guards can be bemused. 

Mr Sharansky's account is also based on 
direct experience of prison and camp life in 
Russia in the 1980s. Unlike her, he had been 
well known to foreign correspondents in 
Moscow before he was sent to prison. He is à 
Russian Jew. His offence was a desire toemi- 
grate to [srael. He had a longer and more 
harrowing spell inside, at one point losing 
half his body-weight during a series of hun- 
ger strikes. He was sustained partly by his 
own resources, partly by the knowledge that 
his wife was waiting for him in Israel, to 
which she secured passage the day after they 
were married. The KGB kept telling him the 
marriage had been invalid, a typical stroke 
of misinformation. She led a campaign for 
his release that took her into the presence of 
most of the principal leaders of the western 
world; in the end, she succeeded. Her hus- 
band's book is more self-centred than Mrs 
Ratushinskaya's, and sparkles with a differ- 
ent sort of wry humour. Both are moving ac- 
counts of life beneath the harrow. 





Apple and Eve 


ADAM, EVE AND THE SERPENT. By Elaine 
Pagels. Random House; 189 pages; $17.95. 
To be published in Britain by Weidenfeld & 
Nicolson 


HAT was the sin of Adam? Was it, 

asked Tertullian, gluttony? After all, 
it was eating that led to Adam's fall. Was it 
disobedience, as Clement of Alexan- 
dria maintained? Or was it, as Tatian 
the Syrian declared, that the fruit of 
the forbidden tree was carnal knowl- 
edge? Bishop Irenaeus deduced that 
Adam was well aware of the sexual na- 
ture of his sin because he immediately 
clutched at scratchy fig leaves as mor- ' 
tification, even though Eden had 
“many other leaves which would have 
irritated his body much less". And 
nearly everyone since then has con- 
cluded that sex came into it 
somewhere. 

Elaine Pagels is an authority on 
the “gnostic gospels”, a collection of 
texts discovered in Upper Egypt in 
1945. The gnostic readings of Genesis 
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-are the most tantalising of the many inter- 


pretations she discusses. Some gnostics saw 
Eve as Spiritual Intelligence, put there to en- 
lighten Adam, the Soul. Others saw the ser- 
pent as Wisdom and God Himself as de- 
spicable. 

For pious Jews, Adam and Eve's behav- 
iour could be justified by God's promise to 
Abraham that his progeny was to be innu- 
merable as the sands of the sea. Procreation 
in marriage was recommended; divorce was 
required if a wife proved barren. But Jesus 
shook them all by banning divorce, praising 


'celibacy and encouraging his followers to al- 


low spiritual matters to take precedence 
over allegiance to family or nation. 

Merely to be a Christian was mortally 
dangerous in the first two centuries. Miss 
Pagels tells the true story of the death of Per- 
petua, who refused to make token sacrifices 
to the Roman god-emperors. The exan ` 
of such martyrs inspired Justin the Phil. 
pher to question the identity of these un- 
convincing, unattractive, licentious deities. 
His reading of Genesis led him to the con- 
clusion that the emperors were the progeny 
of fallen angels, exacting their revenge on 
fallen man. He too died for expressing such 
ideas. 

The conversion of the Emperor Con- 
stantine in 313 certainly made the state less 
evil; it also made the church less holy. A 
massive influx of nominal converts, and a 
shower of imperial privileges descending 
upon bishops, brought an unhealthy torpor 
to Christianity. In response, Jerome de- 
parted for the desert and Augustine devel- 
oped his new theory of original sin. 

Miss Pagels ends with Augustine. A no- 
torious libertine in his youth, he gave up his 
mistress, his son, his career and his ambi- 
tions in favour of the freedom of celibacy. 
Yet his own experience had taught him that 
sexual desire was uncontrollable: "infi 
universal and all-consuming”. He conclu. 
that this was both the proof and punish- 
ment for the single act of will by which 
Adam and Eve permanently corrupted hu- 
man nature. 

This is a short book, but it contains not 
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a wasted sentence. Miss Pagels writes with a 
rare combination of formidable knowledge 
and easy fluency. The old controversies she 
discusses become, in her hands, matters of 
immediate interest. 





William Buckley 


Unsuperfluous 





WILLIAM F. BuckLey, Jr. By John B. Judis. 


Simon & Schuster; 528 pages; $22.95 and 


£16.95 


WIE Gore Vidal, William Buckley is 
the most patrician as well as once the 
most witty of American pundits. His accent 
. of old money. His love of long words 
. ..-quipedalianism") arouses fears that he 
may one day part his hair with his tongue. 
These airs and graces used to rile his oppo- 
nents. Nowadays Mr Buckley, an ultramon- 
tane conservative, is in danger of losing the 
enmity of the left. One liberal has called him 
"a national treasure". A frank friend trans- 
lated this as "You're old, toothless, flabby, 
benign, no longer a threat to anyone." 

Mr Buckley has certainly mellowed. It is 
thard today to credit that he argued for a pre- 
semptive strike against China's nuclear ca- 
ipability, and that he opposed the struggle of 
sAmerican blacks for civil rights. Mr Judis re- 
minds us that Mr Buckley in 1957 argued 
that whites were “the advanced race", and 
khar the white community in the South was 

'entitled to take such measures as are neces- 
bary to prevail, politically and culturally, in 
areas where it does not predominate nu- 
merically". But, as this excellent biography 
goes on to show, Mr Buckley has also been 
peculiarly changed by the veering of the pre- 
wailing political wind. 
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For the past decade it has been trendy to 
be a right-winger in America—a develop- 
ment that makes Mr Buckley uncomfort- 
able. He was far more in his element as a 
critic of conventional wisdom. In striving to 
remain controversial, his National Review 
has come to rely on abuse rather than argu- 
ment. The magazine and Mr Buckley would 
have more bite if he could bring himself to 


admit that his political friends, particularly 


Ronald Reagan, have proved a terrible dis- 
appointment to him in office. 

Mr Buckley has always been appalled by 
what Albert Jay Nock, a family friend, called 
"economism" —rthe interpretation of the 
whole of human life in terms of the produc- 
tion, acquisition and distribution of wealth. 
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As a young man, he nodded vigoro sly 
when reading Nock's "Memoirs of a Super- 
fluous Man”, which said of economism: 

[lt] can field a society which is rich, prosperous; 

powerful, even one which has a reasonably wide 

diffusion of material well-being. It cannot build - 

one which is lovely, one which has savour and 

depth. 
Nock was a libertine and an agnostic who | 
had little patience with organised religion. — 
Mr Buckley has always been a serious Cath- 
olic. His religious beliefs inform and under- — 
lie his opposition both to communism and - 
to unbridled individualism and materialism. 
Both these oppositions, however, represent - 
tributaries to a stream of conservative 
thought that is now in need of irrigation. —.— 





The glorious 1950s 


From Bendix to Sartre 


PARIS 


N THE 1950s Bendix was synonymous 
with washing-machines, refrigerators had 
convex doors, women wore stiletto heels, 
households acquired toasters and tele- 
phones, and every car tried to resemble a 
Cadillac. The decade when European con- 
sumerism was born has sidled back into 
fashion, but too often as a laughing-stock. A 
new retrospective at the Pompidou Centre 
in Paris is attempting to redress the balance. 
Enthusiasm for all things American was 
the mark of the beginning of the decade. 
The cars lined up in the museum foyer— 
whether built by aMw, Bugatti or Citroen— 
are all black and shiny chrome. Mr Jean 
Nouvel, an architect, has designed an "at- 
tic" of memories in which visitors are in- 
vited to rummage: a glorious muddle of ev- 
eryday objects such as vacuum cleaners and 
kitchen cabinets, advertisements for popu- 
lar cigarettes and photo-montages of the 
famous buildings of the decade. From New 
York city to London, from Royan to Mex- 
ico, they all have the characteristic 1950s 
profile of parabolas and shells. 
The exhibition of paintings emphasises 
the extent to which culture became interna- 
tionalised after the war. The conflict be- 


tween abstract and figurative painting is 
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hardly referred to. The key figures of the de- 
cade are presented as Rothko and Rausch- 
enberg, two painters from America, and — 
Giacometti, a Swiss sculptor. Realism might _ 
not have existed. The organisers would say — 
this choice has a logic. They see the 1950s as 
the time when French art gradually became — 
autarkic, part of a self-sufficient economy 
with no need for exchanges with the outside _ 
world. 

In France this period marked the begin- _ 
ning of what have been called “les trente - 
glorieuses"—30 years of expansion. Despite 
sharing in the common prosperity, France 
resisted being submerged in what came to be 
known as “Coca-cola culture”. The bandes 
dessinées of the period were the vehicle by 
which much transAtlantic culture had been 
transmitted. They rehearsed the usual ex- — 
ploits of city cops, cowboys, masked fighters 
and characters from science fiction; but — 
when, in 1949, a law was enacted to prevent — 
the corruption of children by violent or rac- 
ist material, many of the American-inspired 
comics started to disappear. "Well brought- _ 
up” comic strips replaced them, led by — 
Hergé's "Tintin". 

[n those 1950s France took a lead which 
she has never lost in the production of high- — 
quality illustrated magazines. These are cele- 
brated in a year-by-year montage of the de- 
cade taken from photos published by Paris 
Match, whose reporting of the 
colonial wars in Korea, Indo- 
china and Algeria was particularly 
striking. Also in the 1950s, Francoise 
Giroud and Jean-Jacques Servan-Schrieber 
founded L Express, loosely modelled on 
Time, which quickly became the mirror of 
the new French society. It was L Express 
that coined the phrase "nouvelle vague" to 


describe the nascent youth culture. 
The 1950s were the great period of the 
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chansonniers, the singer-performers like 
Yves Montand, Juliette Greco, Georges 
Brassens and Jacques Brel. Their art derived 
from the intimacy of the café-concert, but 
the chansonniers contrived to remain world- 
famous until the Anglo-American pop revo- 
lution of the 1960s deposed them. For some 
Frenchmen and Frenchwomen the 1950s 
are incarnated in Brigitte Bardot, the first 
avatar of Vadim woman, whose character 
and performance in “And God Created 
Woman” (1956) are often said to have pre- 
figured the women’s movement. 

The most characteristically national cul- 
ture, however, was French philosophy. The 
Pompidou Centre is putting on a series of 
public debates to recall what was written 
then. Although Sartre remains the "total 
intellectual" who dominates the 1950s, the 
decade also saw the expansion of the human 
sciences that gave his reflections shape. 
American sociology was read avidly; Ger- 
man philosophy was deployed to re-evaluate 
Marx; ethnography, under Lévi-Strauss, 
turned into anthropology and, for the first 
time, allowed “the natives to speak for 
themselves”. Among these natives the 
French were soon included, under the pro- 
fessional gaze of Louis Dumont. 

[t is a paradox—and no doubt a deliber- 
ate one—that this exhibition should take 
place in the 20th anniversary year of May 
1968. As a result, the 1960s generation will 
henceforth be hard put to maintain, as it 
likes to, that life began in 1963. It may have 
begun——Aorribile dictu—ten years before. 








The saving of 
books 


HE dog-days of summer, with the long 

lists of holiday reading and the bulging 
bags of novels toted to the beach, seems a 
strange time to proclaim that book-reading 
is in danger. But both George Steiner, an 
American intellectual, and Joseph Brodsky, 
the Russian poet who won a Nobel prize last 
year, have made speeches recently implying 
that books had better watch out. The age of 
the book, says Mr Steiner, “arose from an 
exceedingly complex and inherently unsta- 
ble concatenation of technical, economic 
and social circumstances” which no longer 
holds. In many cultures, the reading of 
books is neither natural nor native. Much of 
the old impulse to write books came from a 
thirst for immortality which is now felt to be 
“not only elitist but simply embarrassing." 
Mr Brodsky agrees, noting in his speech at 
the Turin book fair that holding a book in 
one’s hands is rather like fondling an urn 
already rustling with someone's ashes. 

The book age, says Mr Steiner, de- 
pended more than anything on the availabil- 
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Brodsky: ashes to poetry 


ity of a private space, and silence, in which 
to read. He believes there is now less private 
space (although he gives no statistical proof, 
and it seems unlikely) and a constant wash 
of noise. Some 85% of American adoles- 
cents, he has found, “can no longer take in a 
printed page if their act of reading does not 
have an accompanying background of elec- 
tronic noise." In place of book-reading, he 
fears people may revert to listening to words 
while looking merely at pictures. "The book 
today”, he says, “is antiquarian, as luxurious 
an instrument as was the illuminated manu- 
script after Gutenberg." 

Mr Brodsky feels that books have be- 
come too ponderous and simply too many. 
Reading them takes too much time; the 
reader demands a short-cut. The answer, he 
suggests triumphantly, is to abandon prose 
and concentrate on poetry, which not only 
teaches "the value of each word" but, above 
all, "develops in prose that appetite for 
metaphysics that distinguishes a work of art 
from mere belles lettres." All the modern 
reader has to do to re-establish his confi- 
dence in books, if it is flagging, is to arm 
himself with all the available works of poets 
in his mother-tongue from the first half of 
this century. They are only little volumes, 
says Mr Brodsky; but by the end of the sum- 
mer the reader's literary taste will be "in 
great shape”. 

Such easy optimism comes hard to Mr 
Steiner, whose Weltschmerz is, by now, a 
habit of mind; but the cure he offers is much 
the same. He tells the story of Erasmus, who, 
“walking home on a foul night, glimpsed a 
tiny fragment of print in the mire. He bent 
down, seized it and lifted it to a flickering 


light with a cry of thankful joy. Here was a 


miracle.” Mr Steiner hopes that a return of 
"that sense of the miraculous in the face of a 
demanding text’—the virtue, above all, of 
poetry—may be, in the end, the saving of 
books. 
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Caravaggio 


Out of the closet 


ROME 


ICHELANGELO MERISI, known 

even in his short life as "Caravaggio" 
from the name of his home town in Lom- 
bardy, has recently been enjoying a boom. 
He used to be reviled. His “Bacchus with a 
Crown of Ivy” was not put on show until 
1916. When it was taken out of storage, a 
clear imprint of a man’s boot was found on 
Bacchus's chest. Caravaggio's modern ap- 
peal has something to do with the new open- 
ness of homosexuals; many of his subjects 
were boys whom he desired. One of the 
most seductive—Mario Minnitti, a painter 
who was also the model for "Boy with a Bas- 
ket of Fruit”—shared digs with him. 

Interest in Caravaggio also has mucl 
do with cinema. His lighting was revolution- 
ary (Rembrandt was yet to come). Like the 
early postwar Italian film makers, he sought 
the faces for his saints and sinners in the 
streets and alleys of Rome. A film of his life, 
made by Derek Jarman in 1985, became 
something of a cult among aesthetes. Now 
foreign tourists in Italy, who might once 
have made a bee-line for every Raphael on 
public view, are as likely to be heading for 
the Caravaggios. 

They may now have a new one to look 
upon. It is a portrait of Bernardino Cesari 
D'Arpino, which was listed as recently as 
1979 as being by “an unknown seventeenth- 
century painter". A gilt frame, added in the 
next century, hides much of the canvas; but 
a bit of sleuthing by Mr Maurizio Marini, a 
Rome art historian, led him to conclude that 
Caravaggio had done this portrait. It was 
painted on to the canvas without prelimi- 
nary sketches (a trademark of the artist), 
was described in a 1624 list of the Pau: 
family's paintings as “by Caravaggio's 
hand". Bernardino D'Arpino and Caravag- 
gio were known to have been friends. 

Mr Marini's thesis is supported by Mr 
Pico Cellini, an art restorer who has made 
his name as a discoverer and revealer of 
Caravaggio's paintings. It was he who dis- 
covered that Caravaggio was the painter of 
"Judith Slashing the Throat of Holofernes", 
and he is now half-way through a restora- 
tion of Caravaggio's "Saint Sebastian", 
which is in a private collection. Mr Cellini 
has already discovered, by removing the 
over-layers of paint-and varnish, that this 
Saint Sebastian is probably dead; that he 
was killed with one arrow to the heart; and 
that the two people untying him "are not 
mourners as much as friends." He now 
hopes that, once the Saint Sebastian is 
done, he will be given the D'Arpino portrait 
to work on. There may be more to that, too, 
than has met the eye. 
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One of the best popular accounts of science and 
scientists that has appeared for many years." —— 


sensation that someone had jt 
~ New Scientist 


“An awe-inspiring book. 
light-switch.” 


X WILLIAM HEINEMANN 


- Douglas Adams 
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The International 
Who's Who 1988-89 


FOR OVER 50 YEARS the outstanding 

source of biographical information àn the 

foremost men and women in the world 
today. ; 

. Covering every sphere of human meritand » 
endeavour, comprehensive in detail and truly 
international, it is completely revised and up- - 

dated annually. M 


"Remains quite indispensable." Ti S 
ISBN 0 946653 42 9 £75.00 





















The Europa Year Book 1988 
A World Survey 


IN TWO MAJOR VOLUMES this world quide 
documents with unrivalled depth all aspects 
of current political, economic and social im- 
portance in over 200 countries throughout 
the world. 
An invaluable reference tool for anyone 
working in the international business or 
academic arenas. 


ISBN O 946653 410 — £155 per set 


“This marvellous, authoritative annual." 
World Affairs Report 


EUROPA 


PUBLICATIONS 
18 Bedford Square, London WC1B 3IN, England 
Tel: 01-580 82% — 
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| and hopelessly outdated . .. 
| All that has changed with the 
| publication of:- 


THE CULTURAL SCIENCE OF MAN 


A New Synthesis, Bernice Cohen. . 
Three volume set. H/B & P/B 1,144 pages. 


x New classification and theory on 
learned human behaviour. 
| *Totally new economic theory — 
[] established systems principles. 
xNew model of the current world 
system—how it works, where it is 
heading, its strengths and weaknesses. 
WRITE NOW for details 
to Codek Publications, Freepost, 
2 Powys Lane, London N14 7BR. 
Tel: 01-882 4686. 
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SELF-STARTING ECONOMIST 







internationally. 
"Penspen Economics provides economic inputs for indepen- 
dent clients as well as the Penspen Group and the successful 
candidate will be required to undertake overseas assignments 
from time to time. as E ! 
Competitive salary and conditions according to age and 
experience. " | | Kc VM 
To apply please write with full details quoting Ref No SP88/14 - 
to: 


 Penspen Services Ltd 
. . 20 Grosvenor Place 
S. . London SW1X 7HP 
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BUILDING SOCIETIES SUPERVISION 
The Building Societies Commission is responsible for the super- 
vision of building societies to protect investors. It also administers _ 
the legislative framework which governs societies’ constitution 
and business. | | 
As one of three Assistant Commissioners, you and your team will 
. supervise à group of societies of varying size and complexity. You 
_ will consider the implications of their policies and trends and review 
the adequacy of business control systems, involving regular i 
liaison with boards, senior executives and auditors. You will also, | 
-for the industry as a whole, initiate or respond to the development — 
of prudential and other policy issues such as capital adequacy, 
relations with other supervisory authorities, and the impact of 
EC developments and economic and social trends. : 


You must be able to demonstrate significant understanding — 
through training and experience — of one or more of the following: 

accountancy, economics, statistics, financial institutions and 

markets, or financial regulations. You will be required to represent — 

the Commission at all levels and have the personality and . M» 

presence to persuade directors and management to change course 

as necessary in the interests of investors. | | | 














Assistant Commis 


A salary up to £34,500 is envisaged with _ 
further increases depending on performance. 
A higher starting salary may be available to an 
exceptional candidate. — — — i 


For further details and an application form 

(to be returned by 30 August 1988) write to 

the Building Societies Commission, 

15 Great Marlborough Street, London WIV 2AX 
or telephone 01-437 9992. 

Please quote ref: G/7676. 


The Civil Service is an equal 
| opportunity employer 
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Brussels, Paris, Frankturt and Milan. its international cis 
government. 


Please send your curriculum vitae and detalis of current salary to Mr Paul Cockle, 
DRI Europe, 30 Old Queen Street, London SW1H 9HP. 


The Committee of London 

A vacancy exists for a 
STATISTICIAN/DATA BASE 
TECHNICIAN | 
The Statistical Unit of the Commitee of 
London and Scottish Bankers is a small 


team responsible for collecting and 





for the banks' own internal needs. 


qualification or some 


y perience of working in a statis- 






..not only the processing of data from 


existing systems but also the develop- 


ment of the Unit's future. computer 







Please send CV, including existing sal- 
y and any additional information you 


Statistical Unit, Committee of London 










: À " P. pp Ol NTN (E IT 






busi management trainee with UK 


Diploma in Farm Management, 28, 
Mou erenced 


in sales and com- 


ural machinery in Great Britain and 
any, is now looking for a position 





dn a small to medium-sized company 


Please contact Box 3601, The Econo- 
mist Newspaper, 25 St James's Street, 
HF. 
























EXTERN 





Due to promotion the following opportunities exist for two people 
with good honours degrees in economics or other relevant 
subjects to join our Economic Planning Team in Pimlico. 

Promotions create the following opportunities for 
experienced economists, with good honours degrees, to join our 
team in Pimlico, Central London. 


Principal Economist (Energy Policy) to £25,000 

Joining the Energy Policy Department, you will enjoy the 
challenge and responsibility of carrying out analytical studies on 
energy demand, pricing and policy issues, both in a UK and 
wordwide context, which will involve substantial contact with 
external organisations. | 

Familiar with energy markets and major energy policy issues, 
you.must possess high-level numeracy and analytical skills, and be 
able to communicate clearly and persuasively with senior people 
both in and outside the company. Ref: ECP/07645/130/E. — 


Economist to£21800 | 
In the General Economics Department, you will be 
| particularly concerned with preparing short and long-term 
: forecasts, as well as monitoring economic developments and 
contributing significantly on a wide range of micro-economic issues. 


. — SENIOR RESEARCH ECONOMIST 
CORNELL UNIVERSITY — 

is a seeking Senior Research Economist for tour- 
an and implement research on the effects of macro 
security in Africa. Extensive interaction with host and 
. donor country officials will be required. Oversight of primary data 
. Collection efforts and establishment of project field offices. may be 
necessary. The successful candidate will have a PhD in economy or 
agricultural economy, strong quantitative skills, and proven experi- 
ence in econometric modelling. ral background in macroeconom- 
. ics and/or demand analysis required. Located in Washington, DC with 
frequent travel to Africa. Salary commensurate with experience. Send 
er, curriculum vitae and references to Deputy Director/CFNPP, 
ell University, 2033 M Street, NW, Washington, DC, 20036 (EOE/ 





* Comell Univers 
year project to 
es laa 










To prepare documentary features, 
talks on the whole field of political, social 


____ The appointment is offered on a 3-year contra 
£17,960 — £22,792 (according to qualificatio 
experience). Based Central London. m 
| Write for application form and further details | 
. 9865/EC) Recruitment Office, Room 90 NE, 


_ Services, Bush House, PO Box 76, Strand, Londo 


























TT ES 7 


You must possess a solid background in economic principles, 
experience of applied economics, and the ability to prepare 
concise, clear reports to tight deadlines, while an aptitude for 



















econometrics and computer software is desirable. 
Ref: ECP/01207/142/E. Iu 


Salaries are supported by an attractive range of large- 
company benefits including profit share and relocation assistance, 
if appropriate. | 

Please write with brief cv, quoting the appropriate reference, 
to Anne Sykes, Recruitment Administration, British Gas plc, 

59 Bryanston Street, London WIA 2AZ. Closing date for receipt of 
applications 22 August 1988. 








An equal opportunity employer 














executive, 31, 














ment references and record of international 
Please contact Box B4, The Econo- 


Stuart Mac Kenzie, 
EE 10 Rockefeller Plaza, New York, © 
NY 10020. Li E | d 


564 Market Street #1032, 
| San Francisco, CA 94104, U: 












































| .PPOINTMENTS | 
FINANCIAL TIMES BUSINESS INFORMATION 


FINANCIAL 
JOUR 


Britain's leading stock market publication, Investors 
Chronicle, needs another bright person who can write 
clearly and concisely about complex subjects. | 


: The successful applicant is likely to have an excellent i 
. academic record and preferably some experience of 
. either the city or journalism. Le 


Write with a full CV to: — | 
Editor | 
*f ^— investors Chronicle 
i “Greystoke Place 
London EC4A 1ND 








pnta eire e 


Ref: C88/205 


The University is establishing a Graduate Business 
School as a semi-autonomous unit within the 
Faculty of Business and Management and 
applications are now invited for the post of 
Director. 
The School will embrace a number of activities that 
the university already undertakes as part of its 
contribution towards the industrial development of 
the province, such as its MBA programmes, the 
Northern Ireland Small Business Institute, but will 
also include a new Management Development Unit 
and a Centre for Research. in Management. i 
The Director, who will be a professor in the. 
University, will also be Associate Dean of the 
Faculty. Initial salary will be at an appropriate point 
within the professorial range (current average 
£28,820) together with a responsibility allowance, 
at present £2,706. 

Further details and application forms may be 
obtained from the Staffing Officer, University of 
Ulster at Coleraine, Cromore Road, Coleraine, Co 
Londonderry BT52 1SA (telephone: Coleraine 
Hl (0265) 4141, ext 348). | 

MI Closing date: 9 September 1988. 

l| An Equal Opportunity Employer. 





|. programmes, and will manage the direction, staffing 


\ Manchester Business School 


University of Manchester 





appointed as director will work with company man- 
agement in designing and delivering development 


and profitable delivery of these programmes using 
MBS and external faculty. 
The salary and terms and conditions of the appoint- 
ment will be at a professorial level and will reflect the 
importance of the post and the level of commitment 
required. Suitable candidates may be considered for a 
professorship to be held concurrently with this post. 
Further particulars and application forms (returnable 
by August 31st) are obtainable from The Registrar, The 
University, Manchester M13 9PL. (Telephone 061-275 
2028). Quote Ref 191/88/EC. 

The University is an equal opportunities employer 





COURSES 















HOME STUDY COURSE in economics. 
A 10-lesson study that will throw fight 
on today's baffling problems. Tuition 
free—small charge for materials. Write 
Henry. George Institute, 121 E 30th 
Street, New York, NY 10016, USA. 


Taking the GM AT or GRE ] 
| We CAN help 


Tei: 01-993 3083 










r 


diaststi. wrsuph SAAANA MAA. Mea. PAS RA, A Mn O ADE 


^ ANALYSIS OF HANDWRITING. Char- 
acter/Personnel appraisal. GRAFEX, 
Antwoordnummer 1927, 2501 WB, The 
Hague, Holland. Tel: 01751 77272. 


ups s SOLICITOR 
Admitted . 1960, 

.] UK December 1988, ‘seeks in- 

1 teresting 

J appointment., Box 3602, 

.] Economist, 25 St Janessa 

-] Street, London SWIA LHF. 








ECONOMIST 


For information about 


The enre, Newspaper Ltd 
10 Rockefeller Plaza 
New York, NY 10020 
Telephone: 212 541 $730 
Telex: 148393 


returning to | 
non-routine 1e = 





[ Street, London SWIA 1HG. 


TRAVEL DOCUMENTS—Naturalisa- 
tion——consuls—citizenships—IDS-— 
drive licences—degrees. INI, 26 Kleo- 
menqQus, Athens 10675, Greece. 








Reputation & 
Reference 
Commercial— general interests in 
| Germany, Austria & Switzerland 
represented by Austrian Count- 
ess with commercial background, 


| political — and industrial | 
| connections. 


| For further information please 
| contact Box 3600, The Economist 
| Newspaper Limited, 25 St James 












LEARN 
FRENCH 


The intensive way and in real 
immersion. This means living 
in one of the most picturesque | 
regions of France and really | 
ming fluent. Also vacation 
and learning plan. Cultural pro- 


| gramme in Paris. Winter pro | 


gramme on the French Riviera. | 
| State age, goal level and time | 
available. US transfer credits. 
Study Center, BP 176, LI- | 
SIEUX 14104 . Cedex— | 
| FRANCE. Tel; 31.31.22.01. 





WHITE ELEPHANT WANTED 
' arge country house, old vineyard, or sea edge 
roperty in need of restoration wanted. Write 


~ Nicholas Ayerst, 26A Astwood Mews, London SW7 
. 4DE. sib 01-370 3563. 








: PPOINTMENT 









AN ECONOMICS 


iiiaio are invited for a temporary 
= fectureship in Economics for one year 
. commencing 1 October 1988. The person 
"appointed wil be mainly concerned with 
. undergraduate teaching and preference 
will be given to candidates able to teach 
= international economics and intermediate 
` mücro-economic theory. Salary on either 
© Lecturer A £9,260-£14,500 per annum, or 
7 Lecturer B £15,105-£19,310 per annum. 
< Superannuabie. 

-Ferther particulars and ication 
z forms from the $ 

















! SECURITY FOR | 
EXPATRIATE EXECUTIVES | 


TURNKEY SYSTEMS COMPRISING: | 
Electronic Residential Security Systems 
Dedicated Micra Central Stations 
integrated Structural Enhancement including E 
Hardening and Satehaven Design 

Equipment and services currently used in over 
100 countries worldwide by the US. and allied | 
Diplomatic Corps. Contact Philip G. Huntiey 





285 Newbury Street 
Peabody. Massachusetts USA 01966 
Fel 508-535-7310 
Fax 508-535-7311 
Tix: 387852 AES CORP INTL 


SHIRTS FOR THE CONNOISSEUR 
Made to measure and hand cut from 
fine fabrics. Details and free sample 


materials from Seymours Shirts, Frees 


post, Dept 29. Bradford BD1 18R. 


MANAGEMENT, 
ADVERTISING AGEN( 


requirement, 





Call us for our information hack anid yi 


that only the truly impossible is ou sid 


capabilities. 





We offer clear, practical advice for su 
as personnel recruitment, searchit 
supplier, interior design, work 


sic systems. 


Other services on request. 
For further information please contact: 
Mr Bertus Sieckmeyer 
Management, Advice and SUE 


Agency Alkmaar 


Honthorstlaan 318 


1816 TL Alkmaar 
Netherlands. 


Tel: (31) 072-12 30 59. Fax: (31) 072-12 3059, ext 8. 


Telex: 57768 TELAL NL. 


WE CANNOT GUARANTEE SUCCESS, 
BUT WE CAN DIRECT YOU TOWARDS THE 
RIGHT RESULT - 


(or French, Sd. Arabic and others) 


like a a ipiom 1 


The basic German Course consists of a 
set of audio cassettes and accompanying 


| text books: you simply follow the written 


and recorded instructions. With the FSl's 
unique learning method you set your 
own pace — testing yourself, correcting 
errors, and reinforcing accurate respon- 

ses. it is, we believe, the best course 
available to teach you a comprehensive 
knowledge of German. 


The FSF's introductory Basic German ; 


comes in two parts. Vol. I provides an 
introduction to the simpler forms of the 
language and a basic vocabulary. Vol. # 
introduces more complex structures and 
additional vocabulary 

You may order one ‘or bath courses. 


Unconditional Guarantee — 


Try the course for three weeks. if you | 


are not ina oes ai the karen 
easiest, most way to lear 
German, ee EIC we wi eed 
every penny you paid. 


| charge it to your credit card (America 
Express, VISA, Access, Diners. Club) b by 
enclosing card number, expiration date, 


| and your signature. 


C Volume i: Programmed introduction 
to German. 10 cassettes (12 hri. 647- $ 
Volume m eres poe che $150 US). AC 
Qv 


asic Course, Continued 
Id). 8 cassettes (B7, hr}. 
eee text. £89.50 for $132 USL 
Ali prices are ieri 
For shipment outside 
additional postage. . 
Many other courses available. 
Write to us for tree catalogue 











& Debrett 


| May we trace your ancestors? 
Debrett have traced the ancestry of 
thousands of families from commoners 
to kings, worldwide. Send known details 
— for free feasibility advice and leaflet to: 
|] Debrett Ancestry Research Ltd, Dept EN, 
Gordon Road, Winchester UK 5023 7DD 
c Tel: (0962) 69067 
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* We wil manage your account at your exising 
ME DN a A TN IU M S NR 


Pe provide a fll rango of exclusive piae 
investment management services. 
TRAKS TRT edt 





persons, brochure by. 





NDER 


mae AEROSPACE ci 125 SERIES 800B 
JET AIRCRAFT 


On behalf of our client we have been requested to invite 
tenders for the above aircraft. 


The specifications relevant to this aircraft are as follows 


Aircraft Type: 
British Aerospace BA3 125 Series 800B 


A Year of Manufacture: 
1986 


Flight Hours: 
750 


Extras: 


Dual GNS 1000 with Vandling NDB-2 Data Base ad jur 
VLF/Omega Sensor; Honeywell Laser Inertial reference 

~ sensor; Se Selcal-Motorola N1335; Dorne and Margolin ELT 8 
emergency locator transmitter; British Aerospace Video. 
Display System; Life rafts, 3 x 4 man; Gold plated details in 
passenger cabin; Dual HF radio systems; Ambulance con- 

„Version incorporating a single stretcher; PEER seat 
convertible interior. 


All tenders are to be specifi ed in United States dollars 
Tenders close at 4pm, 4 September 1988 


Tenders are to be addressed to 


_ Aircraft Tender 
l C Aes Waterhouse 





$92 Bridge sre 
idon SE1 9SY, England 


Attention: D.R. Petterson 
. Facsimile: 00 44 1378 0647 
The z or any tender not ət necessarily accepted, 





er rit. central heating. rien 
| 1-2 airmail. 1 





Ta: 01-584 4123. Tolar 295441 at KSA) 













GENEVA CORPORATION | 
OFFERS COMPLETE SERVICE: 
TO ALL ORIGIN EXPORTERS. 
@ Off-shore companies formation 
@ Handling shipping docs/invoices 
@ Telex and telephone facilities. 
@ Professional management 
PETER MARCY S.A. 
12 Rue Michet-Servet 
. 1206 Geneva 
Tei: 04122 462628 Tex 423935 MRCY CH ] 






























| Looking for Business : 
Acquisitions Worldwide? | 


Within 4 to 12 months, Bossard can secure | 
| international opportunities using our exclusive - 
business search network. Reporting on each | 
candidate with assessment of competition, market | 
surveys and strategic analysis. investments from. 


corporate financing, tax, Jegaiities, auditing. Our. 
| moderate retainer fee is deductible from the 
success fee based on Lehman Formula plus 1%, 
No intermediaries. Guaranteed Confidentiality. 
References since 1972 in the U.S., Europe and Far - 
East. Contact us today for our newsletter — no 
obligation. z 


I$ BOSSARD, Inc. 


(404) 284-1828 TLX 750728 






129 Bayswater Road, — 
~ Hyde Park, 
London W2 4}. 
Tel: 01-229 3654 
Telex: 268235 COBURG 
i Fax: 01-229 0557 
Single: £55.00 incl VAT 
| Double/Twin: £77.00 incl VAT | 
Extra Single: £15.00 incl VAT 


| Facing Hyde Park. Traditional ] 
hotel with all amenities. 
English breakfast included. 





















J. Readers are 
recommended 

to make appropriate enquiries and - 

take appropriate advice before send- - 


ing any money, incurring any ex- 
pense or entering into a binding 


tisement. The Economist Newspaper — 
Limited shall not be liable to any - 
person for loss or damage incurred ' 
or suffered as a resuit of his/her - 


ment published in The Economist. 





ST. JAMES " SNUMISMATI cs 


PCGS Graded Coins rly Call or 
Individual Coins, Portfotic ios, and Se 





US$1 to 20 milfion. Assistance penaining to | fo 





Offices: Atlanta, Tokyo, London, Milan & Madras i 4 


COBURG HOTEL 





b EXECUTIV E 


commitment in relation to an adver- | 


accepting or offering to accept an. | 
invitation contained in any advertise- 1 








LONDON PROPERTY RENTALS We 
let studios/large houses tot uen 
cation from £150 pw to £2,000 pw. 'We 
hope to include you in our long list of 
satisfied customers. Please call Hen- 
riette at Orbiton Estates on tel: 44-1- 
938 2558. Fax: 44-1-938 3021. 









CANADIAN 
IMMIGRATION 


INTERNATIONAL 
__ BUSINESS LAW 


gs by appointment in 
Europe }, Middle East & Asia. 


VICK, McPHEE 


| Barristers and Solicitors — 
. 309-1111 W. Georgia Street. 
Vancouver, British Columbi 
Canada V6E 3G7 


E EDI M STREET 
. BELGRAVIA 
LONDON SW1X 8DT 
"Tel: 01-235 1544 
Telex: 926679 DIPLM TG 
Fax: 01-235 1544 
Single: £49.95 + VAT 


| Double/Twin: £64.95 + VAT - 
| Extra single: £19.95 + VAT 





: Al rooms with private fácilities. 





Substantial buffet English 
| breakfast included. | 











HOTEL - 
| VA Bardo 
London SW1X OBD 
Tel: 01-581 2424 
Fax: 01-589 9456 

Telex: 941 3498 EXECUT G 


Single: £49.95 + VAT 
ouble/Twin: £64.95 + VAT 
: Extra Single: £19.95 + VAT 
Elegance, pr ivac and exceptional 
e i vw Monde moa 
We pela REND e 
4 “sie Engish breakfast included. 


US. 
RARE 
COINS 


write for information on 
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ECONOMIC AND FINANCIAL INDICATORS 


————————— ee ————————— — — —77—7——-—-—-—-—-—-—-—-—-—-—-—-—-—————-————— 
OUTPUT, DEMAND AND JOBS West Germany's industrial production rose 3.596 in the year to 
June; in the year to May Canada's climbed 6.7%, while Italy's increased by 5.4% in the 12 months 
to April. Switzerland's industrial output climbed 5.796 in the year to the first quarter of 1988. 
America's retail sales rose 2.596 in the year to June. Enthusiastic Japanese shoppers pushed retail 
sales up 9.6% in the 12 months to April. In Sweden shoppers stayed at home: retail sales plunged 
8.2% in the year to April. In June Japan's unemployment rate fell again, to 2.4%. 


























% change at annual rate 
industrial production GNP/GDP retail sales [volume] unemployment % rate 
3 mthst 1 year 3 mthst 1 year 3 mthst 1 year latest year ago- 
Australia ——141 +120 wm +72 +51 a — 04 +310 74 = 8.0 
Belgum +43 +33 w na na *41 +44 wey 103 2 113 — 
Canada + 4.1 + 67 w + 34 + 53 o + 30 + 48 it 178 i nan 89 
France nl — *19 w +45 +400 -10 — — 15 & 105 » 106 — 
e any —01 +35 m +57 +430 +93 +80 wy 8.9. sn 8.9 
—50 -37 w 437] +920 FIS +96 wes 143 mm 140 _ 
E +33 +54 w +08 +28 +70 $2509 WWF tr 
— 19 +91 a» 4113 4670 +15.2 + 96 w 24 m 30 
mun 4158 +66 uy na na 4155 4140 of 200 im — 204 
Sweden * 56 +18 wy +31 +23 a +140 — 82 w 13 * 1.7 
Wuzedand —68 +57 m +13 -*31!m - 75 nil wei 07 ww 0.8 
446 +38 w +27 +400 +49 +63 am B4 wm 104 
USA EIE 458 a ^31 Fa + 10 + 25 » 592 61 
1Value index deflated by CP! x 


SES Á————————————————————————————— 
PRICES AND WAGES Japan's 12-month rate of consumer-price inflation was unchanged at 0.2% 


in June. In July West Germany's consumer-price inflation fell slightly to 1.0%, while Italy's 
remained at 4.9% for the third consecutive month, Canada's wholesale prices increased by 3.8% 
in the 12 months to June; in the year to April Belgium's fell by 0.4% and Australia's climbed 7.6%. 
Canadian wages increased 4.4% in the year to May—a real pay rise of 0.3%. 











*& change at annual rate 
consumer prices* wholesale prices* wages/earningst 

3 mthst 1 year 3 mthst 1 year 3 mthst 1 year 
Australia + 790 + 72 fe + 94 + 7.6 w + 74 _+ 7.3 te 
Belgium + 25 + 10 x — 04 — 04 Aw +154 + 28 o4 
Canada + 52 + 3.9 sm + 28 + 3.8 sm + 45 + 44 wu 

+ 38 + 26 an + 43 + 29 o + 33 + 33 * 
wW. * 15 + 10 w + 25 + 1.6 an + 72 + 28 uw 

* 26 + 07 àa + 08 + O.1 ww + 05 +09 im — — 

+ 39 + 49 m + 50 + 45 ty + 31 +59 w^ «/— 

* 28 * 02 m — 1.1 — 0.6 sm — 19 + 23 Ww 
Spain * 13 + 43 an + 31 + 25 wy + 57 + BO wy 
Sweden + 72 + 69 am * 69 + 55 Ap +12.6 + B3 ww" 
Switzerland * 16 + 21 » + 41 + 21 dun +148 + 27 m* 

* 10.0 + 46 in + 58 + 46 » * 10.3 + B5 my 
| + 52 + 40 so + 50 + 23 An + 37 + 32 w 


SS Fee, ct Se. O o A ee eR MAL rds 
Niles wn o ein quM Ai anes HUMUM en ee EE ea 





w LABOUR COSTS Total labour costs in- 
clude non-wage costs, such as social-insur- 
ance contributions and sickness benefits, as 
well as wages. Of the countries in the chart, 
Switzerland had the highest labour costs in 
1987, at $18.36 an hour. While West Germa- 
nys wage costs were 20% lower than 
Switzerland's, its total labour costs were 
only 1% less, because of hefty non-wage 
costs. Spain was the cheapest place in the 
chart to hire labour in 1987, at $9.26 an 
hour—half that in Switzerland. Britain, too, 
is a land of cheap labour—its workers cost 
only $9.82 an hour; it is also still a land of 
low productivity. Despite having the second- 
highest wage costs, Japan was only the sixth 
most costly place to hire labour: its meagre 
non-wage perks were a bare 22% of total 
labour costs. 








1 


Coffee prices plunged 13% 
this week to below 100 








cents a lb—a two-year low, while London — 


futures hit a seven-year low. The fall reflect- 
ed heavy speculative selling after the Inter- 
national Coffee Organisation made its fifth 
and final cut in export quotas for the year 
(ending September). Members can now 
export a total of 51.5m bags, against 58m 
bags initially. However, while there is a 
surplus of Robusta coffee on the market, 
Arabica coffee is scarce, and across-the- 
board quota cuts have reduced supplies still 
further. Consumers are pressing for a 
change to a more flexible system of quotas 
next year, but Robusta producers are unlike- 
ly to agree to selective quota cuts. 











1985 100 Ta change on 
July 26 Aug 21 one one 

s Lm" ww 

Dollar index 

All items 150.9 14456 — 74  *301 

Food 118.5 115.3 —101 +341 

Industrials 

Al 183.2 175.7 —56 +277 
Nia tt 148.1 146.7 — 63 +58 
Metals 208.1 196.3 —52 +435 

Sterling index - 

All items 112.9 1092  — 76 +195 

Food 88.6 86.5 —103 +231 

industrials 

EL. 137.0 131.7 —57 +173 

Na 1108 109.9 — 65 — 29 
Metals 155.6 147.1 —54 +318 

SDR index 

All items 117.3 113.5 — 70 +257 

Food 92.1 89.9 — 97 +295 

industrials 

AN 1424 137.0 —52 +234 

. Nta 115.1 114.4 — 69 +22 
Metals 161.8 153.0 — 48 +38.6 

Gold 

$ per oz 431.50 43325 — 10 — 91 

Crude oil North Sea Brent 

$ per barrel 15.40 1540 +10.0 —253 


f provisional $$ Non-food agriculturals 





Footnotes applicable to all tables. Aii figures seasonally adjusted except * not seas. adj. t Average of latest 3 months compared with avg. of previous 3 mos, at annual rate. na not available. 
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ECONOMIC AND FINANCIALINDICATORS 2 


i SMALL BOURSES Taiwan is by far the | WORLD BOURSES Johannesburg fell by 2.2% this week: several gold-mining stocks reached new 
biggest of the smaller equity markets shown | lows and the rand fell sharply. Every other stockmarket in our table rose: Tokyo went up 3.996 to a 
in the chart. Its market capitalisation at the | record high, Milan was 2.9% up, Wall Street 2.8% and Singapore 2.5%. 



































| end of 1987, at $50 billion, was 11 times that | Stock price indices % Change on 
of Greece's tiny $4.5 billion equity market. Aug 2 us e one one record 31/12/87 
While the Greek market is about a tenth the high low week year "P E ot 
size of Greece S GNP, Taiwan's market capi- | 4 uu 16228 16425 11707 +03 -22  -296 +238 +078 
talisation is equivalent to more than half its | Seigium ^ 49200 50431 36084 4 05  -— 57  - 91 4347  *126t 
GNP. Malaysia's equity market, the third- | Ganada 33654 34654 29779 +02  - 170  -182  *65 4147 - 
biggest in the chart by capitalisation, is | France 3590 #9685 2513 +20  - 121 -20 +279 +80- 
almost exactly equal in size to the country's | W.Germany 1491.3 1507.3 12009 +16 -234 -MO +147 -37 
: GNP; Luxembourg's is actually bigger than its | Holland 2802 262.1 205.7 + 24 — 129 -16.1 +34.3 +12.4 
" tiny national output. Most of these smaller | Hongkong  —— 2701! & 27725 à 22230 &— + 17 &— — 235 -N6 +173 &— *166 — 
a markets suffered along with the world's big | "ay .W3 . 6i — 49  t29 —— 5 n rh 
f bourses in last October's crash. Brazil was | 422a 299665 asees aruo taa A3 M 9 33 
hit worst of all—its capitalisation plunged a ieo — 22 B0 39 492 19 
| ^ |j South Afric ! j 
| 60% during 1987. The fastest growing | Spain 296.4 301.6 225.5 +21 + 06 —-69 435 +141 
b equity market last year was Portugal’s—its | Sweden 30799 30822 21485 4 15 #+ 65  -—57  *419 +28 
size increased fivefold. Switzerland 545.3 “555.3 466 6 +04 —178  -253 +149  - 61 
UK 1855.5 1869.4 1694.5 * 10  — 196 -241 +83  — 14 
y USA 2131.2 2158.6 — 18791 428  — 163 -217 * 99 * 99 
" 1Converted at financial rate 


—————— — — —— — ——————————M—M— 
MONEY AND INTEREST RATES In April France's narrow measure of the money supply, M1, was 
1.5% higher than a year before; broader M3 was up 7.6%. Britain's M1 grew by 18.6% in the year to 
June, M3 by 20.396. Dutch and Belgian banks raised their prime lending rates. 























E Money supply Interest rates % p.a. (Tuesday, except bonds which are previous Friday) 
A % rise on year ago Money market Commercial banks Bond yields Eurocurrency 
Overnight 3 months Prime Deposits Corporate Deposits Bonds 
[M1] lending 3 months long-term 3 months 
" Australia +172 +125 wy 1220° 1305' 15.00° 1295' 1204"  1304* 1281 1379 
L. Belgium +47 +102 œ 600 7.10 950 6.95 781 Gti 7.06 na 
E Canada +23 +71 925 930 10.75 769 996 1075 9.50 1021 
EC France +15 +76 % 700 73 945 7.50 907 9.40 744 871 
W. Germany +10.3 +65 » 435 520 600 473 660 6.45 513 537 
Holland +90 ^68» 375 541 700 544 648 — 677 531 6.35 
r Italy +72 +72 rw 1050 11.50 12.63 na 10.67 10.84 10.75 na 
Japan +72 +115 wy 369 388 338 — 176 495 463 472 494 
Spain — 4178 — 4133 mw — 933 1079 — 1450 — 750  — 1250 1328 1025 na 
Sweden ra +34 wy 985 1080 1200 1052 1126 1170 1050 na 
Switzerland +18.6 +118 my 256 3.69 525 3.25 418 4.49 381 452 
UK +18.6 +203 m — 875 1081 11.50 — 10.78 966 1086 1081 1079 
> USA +46 +62 m 775 802 9.50 8.10 9.17 982 831 9.01 
« Other key rates in London 3-mth Treasury Bills 10.4%, 7-day Interbank 9.9%, clearing banks’ 7-day notice 3.3%. Eurodc 
si rates (Libor): 3 mths 8.3%, 6 mths 8.6%. 
E $M? except Australia, Ca Canada, France, Spain, Switzerland, USA, UK W. Germany M3. Japan M2 plus CDs. Definitions of interest rates quoted available on request 
E of Bilbao Manhattan, Banque de Commerce (Belgium). Credietbank, Credit Lyonnais, Svenska Handelsbanken, ANZ 
"am Codi Sue Foes Boston, UR Econometrics. These are indicative only and cannot be construed as offers by these banks. "Last week's rates. 
E TRADE, EXCHANGE RATES AND RESERVES Japan's 12-month visible-trade surplus shrank in June, for the twelfth successive month, to $91.8 
billion; in the same period its current-account surplus fell to $81.1 billion. In May West Germany's 12-month trade surplus rose to $66.7 billion, but its 
E. current-account surplus narrowed slightly to $43.9 billion. Belgium's current-account surplus widened to $3.6 billion in the year to the first quarter of 
` 1988. The dollar's trade-weighted value rose by 0.3% during the week, and sterling's by 0.5%; the D-mark's fell by 0.3%. 
trade balancet current- trade-weightedtt currency units per $ currency units foreign reservestt 
$bn account exchange rate $bn 
s latest latest 12 balance $bn 
month months latest 12 mths latest year ago latest year ago per £ perSDR per ecu May year ago 
Australia — 006 in — 01! - B5 Jw | 627 560 - 1.24 1.43 2.14 1,61 1.38 12.2 8.3 
1 Belgium — 0.18 son 0.4 + 36 a | 977 993 39.2 39.2 67.0 51.0 43.7 92 6.8 
E Canada + 059 wy + 69 - 7B a ^ B54 79.2 1.21 1.33 2.06 1.57 1.34 12.6 4.9 
* France — 024 wy  — 42 - 460 689 "n! O88 6.29 108 824 7.03 317 — 315 
W.Germany + 568 wy + 667 + 439 my 1431 — 1454. 1.88 1.89 321 245 2.08 71.8 63.4 
| Holend =  — 047 we + 22 + 32m 1316 1938 — 212 2.13 3.62 2.76 2.35 15.9 13.2 
1 =a — 232 we — — 108 May — —  —232 mr —108 + 5504 45.1 46.8 1383 1369 2365 1800 1537 27.1 24.1 
Ic * 618 sm + 918 + BIA an 2410 — 2134 133 152 227 173 148 87.2 68.8 
7 x — 180 =  — 179 EM May 50.0 49.3 123 128 211 160 137 328'* 168 
| Sweden * 059 m + 40 — 17 ww 67.3 67.8 6.44 6.58 11.0 8.38 7.16 10.1 8.4 
| Switzerland — 062 w — — 51 + 770 — 1666 1709 1.56 1.57 2.67 2.03 1.74 23.6 19.8 
Í UK — 2.70 rm  — 254 — 141 3» 76.6 720 — 058 0.64 — 0.75 0.65 42.0 29.1 
| USA —1093 wy  —159.1 —1517 a 986 1048 — — 171 1.30 1.11 31.1 34.8 


Australia, France, Canada, Japan, and UK imports fob, exports lob. U.S. cif /fas. All others cil/tob. $$ Bank of England index 1975 = 100. tt Excluding gold. **April $1987. 
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The most precious thing you can own 
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he land we're offering is far | 
from the crowds and rat race of 


cities, away from noise and 
pollution. It's nature in an un- 
spoiled state. 

Each ranch is 40 acres or more. 
A really big spread. With controlled 
access that assures exclusivity 
and privacy. We're up in the moun- 
tains of Colorado's glorious San- 
gre de Cristo range—the heart of the 
Rockies. Where deer, elk, eagles, 
wild turkey and other birds and ani- 
mals still roam. 

Very few owners will share this 
part of the American Alps, and our 
concept for buyers is simple: A 
large, desirable piece of property, 
offered with financing and full 
buyer protection. You can build 





Obtain the Property Report required by Federal law and read it before signing anything 
No Federal agency has judged the merits or value, if any, of this property. 
Equal Credit and Housing Opportunity. 


here if and when you want. You 
may use it as a base for vacations, 
for cross-country skiing, hunting, 
fishing, hiking, camping and all 
kinds of outdoor sports and fam- 
ily fun. 

It's the perfect place to acquire 
a substantial part of the American 
dream. Here you will taste life on 
the scale it was meant to be lived. 

Forbes Magazine's division, 
Sangre de Cristo Ranches, put this 
project together based on the 
many requests received over the 
years for a really large tract of 
land. Through Forbes Wagon Creek 
Ranch, we're pleased to be able to 
share a part of it with you and your 
family. We've ranched this arca 
for almost two decades and plan to 


Land.. . What else can give you so much pleasure now and for years to come? 


be around for generations to 
come, Our neighboring Forbes 
Trinchera Ranch covers over 400 
square miles, which is our firm 
commitment to the future of this 
unspoiled paradise in Colorado. 

Ranches here start at $30,000. 
It's not a small sum. But unlike 
paintings and jewelry or new cars, 
this ownership extends past your 
lifetime and the lives of those you 
love to guarantee your own sub- 
stantial heritage in America the 
beautiful. 

For complete information, 
without obligation, call 01-223- 
9066 or write to: Forbes Europe, 
Old Battersea House, 

30 Vicarage Crescent, K6 
London SW11, 3LD England. 


Forbes 






Wagon Creek 
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The scenario. - ! : 

From 1992 the open European market means that 
products and services will no longer be constricted by 
national boundaries. Competition will become more ag- 

. gressive. | Products and markets mature even more rapidly. 

"These elements, the elements that will characterise the 
90's are easily recognised, even if it is difficult to identify 
the way that they wi il come together, What is certain, how- 

ever, is that once again change will accelerate and once 
again companies will have to face up to new situations. 
Thev will have to guide and mould P lange to suit their 

own operating needs and capitalise on change as an occa- 
sion for growt th and dev elopment. if they don’t want to be 
swept away. 

Olivetti, Europe s leading manufacturer of informa- 
tion technology and office automation products and sys- 
tems has already started to answer the problems caused 

— by these changes. 





The solutions. 

The history of technological innovation in the 
computer industry has been the history of a handful of 
companies. One of them is Olivetti. In the fifties. Olivetti 
was involved in the first European main- 
— frame project; in the sixties, it launched the 
- world's first desk top programmable com- 

puter, the P101; and in the seventies, it in- 
1 roduced the first electronic typing systems. 
.. itis not, however, merely a question 
a technological prowess, it also involves a deep under- 
: standing of the market and the client's needs. 
— Inthe space of 12 months, this combination of state- 
; of-the- art technology and practical, cost-effective so- 
‘lutions has led to major enhancement of Olivetti s total 
product range. An exceptional achievement unequalled 
by any other company. 
| During this period, Olivetti has announced 3 major 
developments in information technology: 
the launch of ET/ETV series, the first range of secreta- 
crial workstations designed to change and grow accord- 
“ing to individual needs - "Personal secretaries for sec- 
-tetaries"; 
= the introduction of a new PC family built around 
"choice of freedom” which respects ie rights of the 
- consumer and does not lock them into pre-determined 
„paths; 
- the announcement of Open System Architecture, a new 
system. that overcomes D problems of incompatibility 
between standards, offering genuine integration of com- 
puter equipment from different manufacturers. It allows 
users to upgrade and protect their investment. This safe- 
guard of continuity is symbolised by "The Bridge" linking 
past, present and future. 
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The structure. 

- Olivetti is. a major force in | information technology 
and it has its roots in Europe. Its factories which are 

with neg advanced automation pro- 


uipped wit 
duce | Lun d lity preda icts such as personal 














“computers The Scar nagn 
of 750,000 machin a 












to 7 ra of the g group’ : P in more th 
in Europe and North America. In addition 
developed a network of technological and co 
alliances through both, joint capital ventures. and 
ticipation. e 
Olivetti is present in more than 30 countries w 
own subsi diaries, It ensures a presence i in other “COU 
through a series of joint sales agreements - 
by working with ig agents. Around | 
the world there are more than 9,000 
technicians who guarantee the servicing 
of Olivetti products. This technical assis- emma meme 
tance has been extended to cover not METERS 
only Olivetti products but also those of other manufacturers, 
ployees. 


For their customers, Olivetti has designed produ 


that recognise their need for autonomous and effec ive: 
choices in information systems. : 
For investors, Olivetti has made important strategi 
decisions guaranteeing maximum readiness and flexibil- 
ity, taking into account the needs of the market. — — 
For employees, Olivetti offers a company philosophy 
that commits vast resources to the creation of a new pro- 
lessionalism and to the development of individuals 
fouverrropeN svevem) Within a common culture, — 
ARCHITECTURE — In fact, the Olivetti philo 
| ophy has always been to take stat 
_ of-the-art technology and to dev 
| op it into practical solutions th 
= | the market can use. A simp 




































The challenge, x 
Today, Olivetti offers. a. new. oppor 

tunity for growth and developt 

everybody: customers, investors anc 
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THE BRiOG 


——————1 osophy but one that. works 
A bridge from the present to the future. — 


Olivetti is represented in all European, Far Eastern and Western 
countries. z 
e Headquarters: Ing. C. Olivetti & C., S.p.A. DATES sm. 

. 10015 Ivrea (To), Italy. l 








From the right vantage point, your vistas extend 
to even distant markets. Let's look them over together. 


The deeper your insights into a country 
and its economy, the better your prospects 
in international business. Take intelligence 
on optimum modes of payment and methods 
of financing, for instance. To support your 
foreign. commitment successfully, your 
bank partner must be able to provide such 
information firsthand. 

That's why DG BANK has steadily 
expanded its international network of 
branches and subsidiaries in major finan- 
cial centers. In addition, we maintain corre- 
spondent relations with some 3,000 banks 
worldwide. As a member of the UNICO 
Banking Group, DG BANK cooperates 


DG BANK 1987 - Key Group Figures 


Business Volume DM 134.9 billion 
Total Assets 
Deposit DM 763b 
Bonds and Notes Issued DM 429 billio 

DM 83.7 billior 
closely with six large West European 
banks. 

To its international presence, DG BANK 
adds a universal range of services: from 
foreign exchange cover to Euroloans, from 
export financing to bond issues, from 
investment counselling to assistance In 
entering new markets. Whatever your 


DG BANK 


needs, our fast-action policy ensures th 
you rapidly get together with the rig 
people and lose notime in analyzing all tt 
risks and opportunities. 

Head Office: DG BANK, PO. Box 10 06: 
Am Platz der Republik, D-6000 Frankft 
am Main 1, Federal Republic of Germar 
Telephone: (69) 7447-01, Telex: 4122€ 
Telefax: (69) 74 47-16 85/16 88. 

Offices in: New York, Los Angele 
Atlanta, Rio de Janeiro, Hong Kong, Sing 
pore, Tokyo, Kuala Lumpur, Londc 
Luxembourg, Zurich, Geneva, Budapes 


The broadly based Bank. 


] WHEN WARS END: 
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like this. 


The new Minolta EP490Z gives you 
two-color copying that’s as fast and easy 
as regular copying. 

Think of it. A copier that makes two-color 
copies in one quick scan. It’s now a reality for 
your business with the new Minolta EP490Z's 
Simul-Color function 

Simul-Color makes two-color copies in 3 
‘ast, easy steps. Simply set the Color Lever, then 
Fress the Simul-Color Key and the Print Key. The 
'esult is a perfect copy in black plus another 
-olor: red, blue, sepia or green 


MINOLTA CAMERA CO. LTD 


Think of Minoltas 
new Simu 


So now you can say goodbye to ordinary 
color copying. No more waiting for two scans 
No more time-consuming procedures for desig- 
nating the color area. No more disappointing 
copies that don't really match up 

That's because the Minolta EP490Z makes 
high-quality two-color copies just as fast as it 
makes regular black copies, at a quick rate of 30 
copies per minute 

So contact your Minolta dealer about the 
new Minolta EP490Z with Simul-Color. It's the 
world's first practical color copier 


Reprographic Product Operations 30. 2-Chome Azuchi-Mochi Higashi-Ku. Osaka 541. Jopar 





'giwan Santa Office Machines Corp 10th FI, Na 120, Sec 2, Chien-Kuo North Rood, Taipei 
10433 Phone (02) 505-0013 

'haitond Bangkok Business Equipment Automation Co. Ltd. 199/82-84 Vipawadee Rangsit Rood 
(At Suthisam Fly-Over), Bangkok 10400 Phone: 2710213 (5 lines) 

Australia Océ-Austrotia Lid. PO Box 196, 89 Tulip St, Cheltenham. Melb 3192 Phone: 09-5844011 


Wew Zealand Viko Holdings Lid 33 Broodwoy, Newmarket, PO Box 220, Auckland | Phone: 03-505-449 


I-Color copying 
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MINOLTA 


A RARE PUBLIC MOMENT IN A LONG 
PRIVATE STRUGGLE. A MOMENT OF RECOGNITION OF RESOLVE TO 
REACH FOR MORE. OMEGA. FOR ALL YOUR SIGNIFICANT MOMENTS. 
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OMEGA ALWAYS MARKS SIGNIFICANT MOMENTS 
AT THE OLYMPICS. IN THE SPACE PROGRAM 

IN SIGNIFICANT LIVES LIKE YOURS 

THE OMEGA CONSTELLATION. FOR YOU BOTH 





OMEGA. TIMING ITS 20TH OLYMPICS IN SEOUL 
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3] America skirts around the PLO 
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When wars cud 
Why modern ones are so hard to 
finish, page 14, The end in sight 
in the Gulf, page 35, and maybe 
Angola, page 37. 













Japan strides out 

The bridges that are opening it 
up to the world, page 21. Its new 
nationalism, page 25. 


Tokyo's shops 
Discovering economies of scale, 
page 57. Selling bespoke bicy- 
cles, page 58. | 








Brothers and sisters 
More light on the closeness of 
the human family, pages 73-76. = 
|. Centralising 

Big businesses’ new mistake, 
page 16. 
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LETTERS 


Junk-mail refugees 


Not so welcome 


Sir—Since 1975 Hongkong has 
acted as a place of first asylum 
for some 130,000 boat people 
from Vietnam (July 23rd). None 
has ever been turned away. Re- 
cently, however, the nature of 
this outflow from Vietnam has 
changed markedly. At its height 
in 1979, the vast majority of ref- 
ugees were middle-class ethnic 
Chinese fleeing very real per- 
secution because of their race 
and social background. In recent 
years, the outflow has consisted 
more and more of ethnic Viet- 
namese peasants leaving north- 
ern Vietnam in search of a better 
life in the West. Hongkong has 
been accepting all boat people as 
refugees, while the West has be- 
come reluctant to resettle them. 

In 1987 there was a 2096 in- 
crease in Hongkong's refugee 
population. This year, in a pe- 
riod of just six months, the refu- 





gee population has more than 
doubled, with no realistic pros- 
pect of increased resettlement. 
In these circumstances, Hong- 
kong, one of the most densely 
populated places on earth, could 
not go on offering itself as a tran- 
sit point to nowhere for people 
whom  resettlement countries 
and the international commu- 
nity generally no longer accepted 
as refugees. By introducing its 
screening policy Hongkong was 
simply recognising the reality of 
the situation by identifying 
those who have no claim to refu- 
gee status under international 
treaties, while at the same time 
maintaining our humanitarian 
obligations for those who do. 
G.T. BARNES 
Secretary for Security 
Government 
Hongkong Secretariat 
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Drugs 
Sin—The Economist has been in 


the forefront with its suggestions 
for "Getting gangsters out O 
drugs". The major stumbling 
block in trying to change the law 
on the international drug trade 
is to convince people of the mer- 
its of a change. The key is the 
mistaken belief that any practice 
which is “wrong” should also be 
illegal. To overcome this miscon- 
ception and to facilitate the 
more rapid adoption of a sane 
drug policy, I would like to rec- 
ommend setting up a new legal 
classification which might be 
called 'Disapproved practices”. 

Currently, many practices 
which are often considered 
“wrong”, and are rightly disap- 
proved, are legal. The most nota- 
ble of these legal but disap- 
proved practices are gambling, 
pornography, using tobacco and 
drinking alcohol. In an attempt 
to discourage these practices, 
many legal restrictions are 
placed on their sale and use. 
Usually these practices are 
heavily taxed, and their sale to 
children is frequently restricted. 
It is also illegal in the United 
States to promote the purchase 
and use of cigarettes and hard li- 
quor through television advertis- 
ing. These restrictions are good. 
Indeed, the ban on television ad- 
vertising should probably be ex- 
tended to gambling. 

All the restrictions which ap- 
ply to the use of cigarettes and 
alcohol could also apply to the 
use of marijuana or other 
legalised drugs. The production 
and sale of all disapproved drugs 
would be heavily regulated and 
taxed. All advertising could be 
banned. Driving a car, or operat- 
ing other heavy machinery, 
while under the influence of 
marijuana or any other disap- 
proved drug, would be at least as 
serious an offence as driving 
while under the influence of al- 
cohol, Smoking marijuana could 
be banned under the penalty of a 
fine in all public transport, all 
public buildings and perhaps 
even banned in a room if any oc- 
cupant of that room objects. It 
would be illegal to sell disap- 


Sick health services 


Sir—No democratic country 
can perform the health-care task 
that you identify (July 16th): 
simultaneously control costs, as- 
sure access, and guarantee high 
quality care in health services. 
These are conflicting goals much 
beloved by voters who also hate 
additional taxes (or fees), abhor 
injustice, and worry about their 
mortality. 

The call for improvements 
seems persuasive until one ap- 
preciates the boundless igno- 
rance that exists about the rela- 
tionship between health inputs 
and outputs and the ease with 
which doctors can arouse fears 
when spending cuts are pro- 
posed. Better to hold inter-- 
tional conferences on the sub 
than to tell voters that they seek 
the impossible: your "managed" 
competition solution could give 
the title for the next. 


HARVEY SAPOLSKY 
Massachusetts 

Cambridge, Institute 
Massachusetts of Technology 


Si&—You mention in passing 
that "Europe's great public 
health movement... has faded 
away", but do not stop to won- 
der why. The economic advan- 
tages of disease prevention are 
incalculably large. Consider the 
savings made by cutting the tu- 
berculosis down to about one- 
tenth of its level in the nine- 
teenth century even before the 
discovery of streptomycin in the 
1940s. 

The unfashionable Vícto: 
value that is now due for revival 
is, of course, a commitment to 
public works. There is plenty of 
room for more, particularly in 
the field of health and safety at 
work. 

The great scourges of our time 
are respiratory and heart dis- 
eases, which far outnumber can- 
cers. Many of these are prevent- 
able, but the public work 
required—health education— 
runs straight into the arms of the 
tobacco, alcohol and food indus- 
tries, and their advertisements. 
There are signs of change, be- 
cause people are getting inter- 
ested in staying well, encouraged 
by longer waits for public medi- 
cine and rising costs in the pri- 
vate sector. The genetic ad- 
vances and improved screening 
techniques that you mention are 
mere tamperings compared to 
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RINT POINTS UNIO STE EERTE LJ HK$459 h ‘ ; 
C1JY24.500 other person using disapproved 
DUET SEHR, EES drugs by giving away free 
TUER CIA (15$138 samples. 
IE o mH CT MAR CQUS$124 Roscoe, 
Illinois Mark HOLMBOE 
ef Li 
December and the week in January) by The Economist 
Times Printers Bhd, Times Jurong, 2 Jurong Port Road, Singapore 
Newspaper Ltd., Representative Office, 2 Jurong Port Road, Singapore 


the possible impact of primary 
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RECRUITMENT CONSULTANTS GROUP 
3 London Wall Buildings, London Wail, London ECEM Spd 
4 Tel 01-588 3568 or O01-S88 3576 
| Telex No. 887374 Fax No. 01-256 8501 





| (A challengingappointment—scopetomovetoa moreseniorrole infinanceorto becomea General Manager in3-5y 
. RIO DE JANEIRO EE ,00 


_ PART OF A WELL ORGANISED MAJOR MULTINATIONAL INDUSTRIAL GR 


.. twing to promotion we invite applications from accountants ACA, ACCA or ACMA aged 30-40, who have gai 
7 wast 5 years’ practical industrial financial ex perience. Some overseas experience will be a definite advantage. The suc 

_ cessful candidate will take responsibility through a team of 35 for the total Financial Control — involving the budgeting, - 
forecasting, production of monthly management accounting information, update of systems, which are highly 
computerised, long range forecasting etc. The ability to make a significant contribution to the company's progress 
through setting priorities and meeting commercial deadlines is important. A flexible remuneration by way of salary and 
profit related bonus negotiable £30,000-£40,000 + car, non-contributory pension, free life assurance, removal 
expenses, children's education allowances and leave air passages. Applications in strict confidence under reference 
IFD4622/E to the Managing Director: — | | ME | E 
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| Campbell-Johnston Associates (Management Recruitment Consultants) Limited, 3 London Wall Buildings, London | 
Wall, London EC2M 5P]. Telephone 01-588 3588 or 01-588 3576. Telex 887374. Fax: 01-256 8501. 














.. NEW ZEALAND'S PREMIER RISK MANAGEMENT POSITION 
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THE STUDYOF TH 





in commemoration of its adipin Oe in 1985, the 
law firm of O'Melveny & Myers established a Centenni- 
opportunities facing American business in today’s in- 
- terdependent world economy. The annual grant of up 
- undertake a thorough examination of a selected prob- 
eens tothe general topic "The Internationalisa- 
















grant of up to $ 

^, grants of $1,000 to each of the top ten finalists in the 

~ For 1989, the firm is inviting grant applicants to submit 

i Ebay proposals. by October 15, 1988. Application 
orms for the 1989 O'Melveny & Myers Grant may be 


. obtained by writing Warren Christopher, O'Melveny & 


| i eli 400 South Hope Street, Los Angeles, CA 90071- 


-O'Melveny & Myers 
| . . 400 South Hope Street 
.. Vos Angeles, CA 90071-2899 






AUGUST 13.1988 


$50,000 is designed to enable its recipient to | 


American Business." In addition to the principal | 
to $50,000, O'Melveny & Myers will award | 


* Tactical and Strategic Challenge 


Based in Wellington, the capital city of New Zealand and the centre of governmental and 


financial activities, this opportunity represents rare professional challenge and the chance 
to establish a superb tilestvie. ; 


-The redirection and further development of this organisations risk management operation 


which has significant national importance, has created an opportunity unique by world 
standards for an experienced Manager to Head their Dealing Team. — 


^ This involves managing the currency, interest rate; liquidity, credit and operations risks 
. associated with a substantial Portlalio of fixed income assets and liabilities. 

‘The position offers immense status within the New Zealand financial markets and has strong * 
interactions with the world markets at the most senior levels. 


Candidates therefore will need to be able to demonstrate proven abilities in risk management 


— with respect to wide ranging currencies, instruments and counterparties, and evidence a 


sound understanding of economic factors as they impact on portfolio management, Candidates 
wil need high calibre management and team leadership skills, as well as being able to 


- contribute from a tactical and strategic standpoint. An understanding of the domestic currency = 
_ would be advantageous, although not essential. The age range is flexible. . : 


REWARDS: | i: Ps PE" 
An extremely competitive remuneration package will be negotiated reflecting the status and 


' Significance of this appointment and the responsibilities associated with this particular fole: 


* The appointee will benefit immensely from the professional and career development 
opportunities associated with this position. l 


For further information in strict confidence, please telephone - 
BRIAN McDOUGALL at Morgan & Banks on (0644) 734-073 (days) or 
(0644), 857-165 (evenings), or if you prefer send a brief resume to 
P.O. Box 2186, Wellington, New Zealand. 


































opportunity for Europe to plan. 
for better health in the twenty- 
first century. 








SEBASTIAN KRAEMER 





























































. Sig—To concentrate simply on 
the strict legality of what Mr Mi- 
chael Milken and his colleagues 


essential point. 


check on behaviour in a civilised 
society is a moral, not a legal 
one. In areas of endeavour 


tionally concentrated toward 
¿narrow goals (in this case 
assing money), are doing 


makers, what other constraint 
an exis? The repugnance felt 
yy so many at the activities of Mr 
Milken and his like stems from 
he excesses of their pursuit of 
wealth, and fear that the full 
magnitude of the attendant 
damage done by these blinkered 
billionaires to corporate Amer- 
-= ica may not become fully evident 
until the next recession. 


"© London ANDREW CHOKA 


Somalia 


SiR— Northern Somalia was sub- 
jected to a terrorist attack, but 
“no dissident groups have cap- 
tured’ or will capture major 
-towns in Somalia ("Not a nice 
“way to come home”, July 9th). 


Uum 


.tionable. Although a large num- 
"ber of people were killed, even 
. the Somali government has been 
“unable to give an official figure 
for the death toll. 

«s. The Somali president has 
3 maintained stability in Somalia 
for almost 19 years despite the 
economic, military and political 
sabotage the country has suf 
fered from certain forces. The 
government does not discrimi- 
nate against any group ofi its own 

. people. 











_tionship between. the ME: 












. than constar 
~ their efforts? Th nis could perhaps 








preventive medicine. Here is an 


, Consultant: Psychiatrist. ^.— 
Whittington: lospital -7 fondon: 





have done (July 9th) is to miss an | 
- tion in the private housin 


In the last analysis due final tof. These tenants pay ré 


where brilliant minds, excep- 


ings never envisaged by law- 


‘The statistics you use are ques- 


Your article Medicis the rele 


to aden 


sach the. eXact situation in or- 
der to foster understanding 
rather than hostility. 


'SURER ABSHIR MUSSE- ES | 
: Embassy of the Somali . al 
x Democratic Republic "E 









Sir—I have yet to read any com- - 
ment on those aspects of the poll - 
tax that will affect some 242m | 


tenants of rented accor 


clusive of rates to private or 
commercial landlords. 


From April 1 1989 the poll tax 


becomes effective in Scotland. 
- At that time, like other ratepay- ` 
ers, occupants of private rented 
accommodation will be levied 


with a new tax for local services: 
a tax they already pay within 


| their rent structure. It is not re- 
alistic to expect that many land- 


lords will voluntarily reduce 
rents by the amount of levy. 
Thus landlords, courtesy of the 
state, will receive a bounty and 
their tenants will be unjustly 


penalised, in effect paying twice 
-for the same services. — | 
GEORGE. ROBERTSON: 


Glasgow 


NORO ci in te EAR A E AAE NAA EENE 


Artsakh 


Si&—In “Armenia v Marx” (July 
16th), you refer to the Armenian 
resolution to rename Nagorno- 


= Karabakh “Artsakh” as a deci- 


sion to adopt a "new name". 


The name Artsakh is not new. lt. 


is the historic name of the Arme- 
nian territory that included Na- 
gorno-Karabakh and the much 
larger region of "Plains" Kara- 
bakh, which together stretched 


from Ganja (or Gandzak or Ki- 
.rovabad or Elizavetpol) cur- 


reritly in north-western Azerbai- 
jan, to the Arax (or Araz) river 
in the south, which is now the 
boundary between the Soviet 
Union and Iran. When I say 

“historic”, I mean that the name 
is found in Armenian docu- 
ments from the ninth to the 


fourteenth centuries. The terri- 
tory, inhabited by Armenians 






e P hot to be confused lions the Bal- 
"kan Albanians), was slowly sub- 


jug at ed, ET the Arabs, Muslim 


Ks ra-Bakh i is Turk- 
ans "black garden" and 





was a applied to the territory 
-of Artsakh in 1388; At least that 




















> +} 


den’s 


oil fields xig m late. ni 


killed 25,000 Armenians). 
Middletown, 


Connecticut KHACHIG TOLOLYAN = 
step from saying that they — 
not have any religious affilia — ; 
"that they cannot vote—in short, 
that their rights may be eroded 

as their nu masters dictate. 


‘Freemasons 


Sirn—Your article 
sons—no job for the police" 


. (July 2nd) is based on the misun- — 
derstanding that a freemason is- 
obliged to help other freemasons 
in all circumstances, even if this- 


means breaking the law. 
Every freemason knows that 


his duty as a citizen is to uphold 
the law; and that his member- — 
ship of the craft must not be. 
used to promote his own or anye- . 
one else's business, professional ... 
. your, piece on the pone 
sponsored . peace ^ 


or personal interests. 


If a ‘policeman who happens 
to be a freemason misuses his 
membership of the craft in ne- 
the E 
Grand Lodge is as concerned as. 
the police authority (and would 


glecting his police duty, 


impose sanctions of its own)... 


Far from attempting to com- _ 
pel policemen’ to resign from: - ? 
Canada RAYMOND GAUTHIER 


their Lodges, you should be en- 
couraging them dn 
nia) wk Ue YS 


London 








qeu is a i branch of masonry.” a 


The Orange Order is a 


politico/religious * order. which 7 l | for the utilities M their 





cannot M uou bin: P | 


to hold his own opinions with 


regard to public a e But. nei- 


time in his capacity: us 
son, is a member per 


on theological or 
questions. DEAN 


4j Order when. you  disparagi | 





economy, as ec as Ar- 
menian emigration to the Baku 


Karabakh pi o adele i 
the last pogroms of 191823 


“Freema- 






= their i 


MBS Hio [Spe 
Grand Secretary - 
3 United Grand Tode E 


^^ | Economic or 


mm say that “ in Northern n . | Managed Markets? 


| NATURAL GAS IN. 


serves to the individua thes m LX [s 


dvance huc views 
political 





You must know little of the 










10se who xem that P nu 


- Maid. not. become masons 
might be interested to know that 


E who wm freema- 






xe Posie we ` require bus our po- 
. lice. To deny them the right to 


become freemasons is a short 





MW, WALKER 

: Grand Secretary 

ins. Orand Lx of A. F.& A. 
Dublin Masons of Ireland 


Lost in Bogor 


Sit-in thé same issue (july 


30th) in which you deplore the 


regrettable state of. geographical 
knowledge in the United States, 


talks - 


Kampuchea places the town of 


 Bogor 40. miles north of the port 
and capital city of Jakarta. One 
would be adrift indeed if one 
~ were to attempt to locate this 


charming town in the said. 


‘tion—well into the Java sea. 
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WESTERN EUROPE: 


| Western Europe could have a 

gee supply as cheap and- 

| flexible as North America's. 
The redogres why it doesn’t, 

and the resulting prospects 


ostage UK 8 pe £165; 
USgsos. Rest of V Wond £168. 


er. “A Dag: l Plaza, 
New York, NY Y 30017. USA 


" Tek (212) 750 6300 
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RECRUITMENT CONSULT. 
3 London Vall Buildings, London Wall, London E Coit pA Sm. 
S Tek 017- 508 S586 or O1- S86 3576 
À Telex No. B8737 A Fax No. 01-256 850° 





A career appointment with o ith oppo ortu ity to 













Z International 





. CORNWALL 


under pressure and minimal direction, to. make a sustainet 





A Director: 


APL ANAL see 


























„and every other place where an accurate 
" picture of the global economic situation i$ needed.. 
| are produced by ; a team of world-class economists, 
statisticians and mathematicians within this Swiss- 
. based financial institution. . 

A small, highly qualified team of Analy sU. 
Programmers supports these academic users. by 
assisting in their computation, reporting and ` 
mathematical model construction by writing APL 

. programs and routines. 

| o méet the institution's expanding require- 

ments, : a a further APL Analyst/Programmer is 
— M needed to ensure users receive the 

highest-possible levels of support. 
Sufficient computational power 

44 has already been assured by a 
recent upgrade to an IBM 3090 with 

vector processor. 

The prospect of vone ata 
high intellectual level on 
complex projects and drawing 
- upon a background knowledge 
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| gress to Senior Marketing Managemen 
: u^ | ions in 3-4 ENS. 


ECC INTERNATIONAL - WORLD LEADERS ININDUSTRIAL MINERALS FOR PAPER INDUSTRY — 
E MEMBER OF THE ECC GROUP, TURNOVER £800 MILLION | 


- This TE T calls for seasoned industrial marketing practitioners, aged 28-35 with. demonstrabl ble aigi in. str 
.— market evaluation, product planning and design and the management of market research. Graduates in Economics. or 
numerate discipline will be preferred and computer literacy is essential. We require not less than five years comprehensive 
. industrial marketing experience, to include major product management, with a leading organisation noted for its methods and 

|. Success. A knowledge of the P and W paper industry and markets would be an advantage and European anguages are 
. desirable. Heading a small and professional team and reporting to the Marketing Manager — Paper, the successful candidate will 

. be responsible for market and demand. iorecasting, competitive analysis, the co-ordination and devel opment of marketing 
. Strategy and objectives together with the divisional planning and budgetary. process and performance monitoring. Key to the 

success of this appointment are communication and presentation Skills, an ordered but imaginative approach and the aut ity, 

z d contribution to the overall marketing-effort. The salary willbe 
: commensurate with the level of responsibility plus profit. share, car, contributory pension, life assurance, medical insurance plan 

and assistance with relocation Spenge. EA in strict confidence unger reference MPM. 4619/E, to the Managing 


CAMPBELL- JOHNSTON ASSOCIATES (MANAGEMENT RECRUITMENT CONSULTANTS) LIMITED, 3 LONDON WALL BUILDINGS, 
LONDON WALL, LONDON EUN SPJ. TELEPHONE 0t “588 3588 or 01-588 3576. TELEX: 887314. FAX: 01-256 S97: | 





Park House, 60a Knightsbridge, V. 
London SW1X 7LE à 
Tel: 01-235. 6060. | 3 


PA Personnel ety: 


























ATTRACTIVE SAL, RY NEGO 





| m / MER Switzerland c. SFr 90 90, 000 afte er tax benefits | 
Economic reports tl at t are read in Bi T ssels, 
Geneva and ` ashin gton 


of, and interest in, economics, PN, analysis, . "no 
statistics or mathematics will be very attractive to those 
aged 27-35, probably graduates, who haveadeep — 
interest in computer science. The main qualification, 
however, is at least one year’s experience of APL... 
programming using such IBM products as IC/}- and - 
ADL. Ideally, this should be supported by 2-5 years’ 
application programming experience using APL or 
PL/1 ina VM environment. 


ECONOMISTS, ECONOMETRICIANS, 
| STATISTICIANS, MATHEMATICIANS... — 


Exceptional candidates with we highest academic . 
qualifications and some computing background may be 
considered as trainees. 

Interviews will be held locally and reasonable travel 
expenses will be paid. Please send your detailed cv, 
in English, to Rory O’Brien, Ref: 2395 /ROB/ TE, 

A Personnel Services, Hyde " | 



























































NEW ZEALAND SOCIETY OF ACCOUNTANTS has asked 8 
us to advise on the followin key appointment: Ee | 





| Applications are invited to fill the post of ^ AW 
B. Financial Secretary with the Falkland Islands 
| Government, which will shortly become vacant. 


- -The rapid developmient à öf the fishing industry is 
^ bringing unprecedented change to the Falkland - 








This is a top level appointment. The Society has a | very 
important role in the Zealand accounting ' ax 
"profession to foster effective financial management in 
“the community, control and regulate accounting 





standards, and develop the skills and interests of its E BM Islands and therefore the post of Financial . 
“members. The successful candidate will direct research — B E — Secretary will be a true challenge for the Did | 
to these objectives in a most demanding period caused |B candidates 7 E 
by the interaction of complex economic and social . BE O | 
H i is a fi ne opportunity m bring ari tor o B B The Financial séciétity i is án. eicofficio. membe. 
positive change. The person wiil be responsible for e EE 
planning, budgeting, staffing and the development of E E of the Executive Council sic tesa aie Cond 
the Research Division; provide research leadership E M- and also the Commissioner of. Currency, 
and direct the servicing of activities such as the. = E E Commissioner of Income Tax, Chairman of the 
Accounting Standards Board and specific research — B M Old Age Pensions Board, and a board member of- 
committees. Backup support services of secretarial, = uu he Falkland Islands Devel C 
_ publications and library functions are available. =  @ the Falkland Isiands Development Corpor ation. 





In addition to being responsible for the. 

preparation and co-ordination of the Falkland 

. Islands Government budget, the Financial | 
, Sie also has responsibility for the revenue . 


The present incumbent has been on secondment from 
a New Zealand university, with full protection a | 
employment rights.:A similar arrangement Aie dene 
negotiable. Location is in the Capital City, Wel ington. 






mt REQUIREMENTS: TERA | | | q | and expenditure of South Georgia and the British. 

e Anindepth knowledge of financial accountin EE RT 

theory and practice. g g EO Antarctic Territories. 

e An iat pid Pde to significantly contribute to Candidates should ideally have many years’. 
accounting standards. — ; EERE eT 

* Ability to provide imaginative research leadership. 8 B8 oF f inancial management, ideally at 

e An appreciation of international accounting _ EE Senior Level i in a former Colony or Dependent 


developments. 


e A formal, qualification i in accounting 
e Ability to plan, co-ordinate: and organise restirch E 


ES would be an advantage. 
















developments. B EN 

* position in a University Commerce facul (orbes B [| The successful candidate will be offered a two 
Technical ManagerParter | in a Charter B BN year contract by the Falkland Islands ; 
Accountancy firm — | Vs B B Government with mid-tour leave. The salary for — 

REWARDS: o nl the. ied will be £35,000 p» annt with. a 25% CT. 

e A ven competitive commencing salary is available. NH g termina gratuity. Subsidise accom ation ^. — 

e Benéfits include relocation expenses, car, > B M with hard furnishings will be available together: UE 
superannuation, medical insurance and other ! E] | gi ‘with other benefits norally enjoyed by B e c 
neos € CA TIONS: | expatriate officers. - 

Strictly confidential. Please apply in writing stating pg for further information please t ; 

. age, experience, qualifications, other relevant _ BN Millwood on OT ~643 A ue 


information, enclosing a recent photograph, 
mentioning Position RB3052 to: 


RON BORLAND 
'MANAGEMEN "RESOURCES LIMITED 
"PO Box 10-157 us 
aptae Telephone 731-488. Fax 731-438 - 
“OE WELLINGTON, NE 


g An Associate of Coopers & Lybrand à 
E | Sutton Sure SM 





. IBPGR is seeking a graduate in public or. business 
with at least ten years' professional experience and prove 


bility for policy formulation related to smooth and effective adminis- | |^ tob 

works: within our main fields of activity. We are 
looking for 
. long term assignments. 


i tration of personnel and finance. A formal ore in accountan- 
— yis desirable. : 


i - idPGR is an international scientific centre. heaüduartiréd in VR zu 
- andit operates a world-wide programme including a number of field 
offices. | 


IBPGR. uccessful candidate will form part of the management. team of 1 


Persons interested should write before 16 September 1988 with. their ad 
personal history and the names and addresses of three referees to. 
the Director, IBPGR, FAO, 00100. Rome, Italy, from WiionE utah 1 
particulars can be obtained. - : 


Salary will be commensurate with those of international organisa- 
tions and will be based in US dollars and be tax free. Education | 
allowances are available and removal and repatriation expenses. An | 
initial two-year contract i is ee | li 


yo 
i Sree l 


‘ternational Fund for Agricultural poH di (United Nations) Rome: ad 


TECHNICAL ADVISOR = 
(WOMEN'S ISSUES IN DEVELOPMENT) 


. RESPONSIBILITIES: Under the overall supervision of the coordinator, Techni- 















schemes designed to enhance the economic environment of poor women in 
. rural areas. Specifically, social economic arid institutional analysis of the 
<. promotion of and formulation of guidelines; analysis of means to develop | 
; Viable economic activities benefiting poor women; gender analysis of rural 
- Structures, organisations and rae in institutions, including credit delivery and. 
i. receiving Systems. analysis of lending procedures and terms affecting rural | 
| women, analysis of means for benefiting women ín projects; develop 
E practical guidelines for the "ean of women's activities; support to 
|. operations relating to all stages of the project cycle; other related duties. 


* QUALIFICATIONS: Advanced Universi eni or equivalent j in Economics, ae © 
© Agricultural Economics, Humanities, Studies, Rural Development or | 
^ similar, with preferably 10-15 years’ experience including field experience in ; | 

developing countries, Experience with rural sector activities and internation- 


ganisations, Excellent knowledge of English and Soreng Know Vide of | 
er French, Spanish or Arabic. 


i SALARY & BENEFITS: IFAD as part of the United Nations common system 
| offers competitive international salaries, benefits and allowances. 


; Qualified women are encouraged to apply. Please send detailed résumé to: 
TE Personnel Division 


IFAD 
Via del Serafico, 107 
00142 ROME 
. italy 





Closing date for applications: 7 September 1988 
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| Fields of Activi ys coc 
| Integrated Rural D Development 


¿Water Supply an 
| Highways, Urban and R 2 
Small Enterprise and Co-operative EEREN 


ae Inland Fisheries ang: Aquaculture. 


EEE Interested candidates are invited to submit their 
oa Aae Unit ta maraa wil Meron tree a Tt. applications, including detailed curriculum vitae. as 


+| |. soon as possible to: 


| Carl Bro International a/s 


. Granskoven 8 
|| 2600 Glostrup 
| Zs Denmark. 
| = al insititutions. Field experience in women’s participatory rural people's -| |. 


Ed Carl Bro International is a firm in the Carl Bro : 





X]: The Group is based in Denmark and has more 
than 1,300 employees and subsidiaries in United 


land as well as numerous project offices 
worldwide. | 




















e red A for present as s well as nomen, WS | 





candidates for short, medium as well as 3 





Irrigation and Water Resources. 





d Sanitation . 
ral Roads ` 





Agriculture, Food Crops and Livestock 
Agro-Industries 


The necessary qualifications are: 


— High academic qualifications in the rele- 
vant disciplines. 

— Minimum 10 years' post-graduate experi- 

. ence from developing countries, prefera- 

bly South East Asia/Indonesia. 

— Proven ability to work as part of a multi- 
disciplinary team consisting of interna- 
tional as well as national experts. 


Consulting Engineers and Planners 


Cari Bro Group 









Group of Consulting Engineers and Planners. 


Kingdom, Kenya, Tanzania, Uganda and Swazi- - 





















New Mexico. TER 
Business has never been betterin a world-class leader in advanced | 
New acm It may bethebestplace science and technology development. 

R ire your x famally . dons Mexicoi is richi in gini ped 
































Or 
its out- ar arts. * From ihe Rocky M duhtains to 

the Rio Grande River, New Mexicois — 
alandof spectacular contras 











| busiiess sarid New | 
local and: pert E us 













growth in néw industries 
including biotechnology, - 
advanced medical diag- 










stretches over 340 miles | 
andis home for nausea es. 












that make New Mexico 








2-0407 Telex (TRE) 1561239 NMECONDEVTOURUT ` Phone (505) 827-0349 
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EORGE BUSH is in trouble. America is 
enjoying peace and prosperity. It is pre- 
sided over by a popular old man, whose asso- 
ciation with Mr Bush was enough to give the 
vice-president an almost trouble-free run 
through the primaries. His Democratic oppo- 
nent, widely known only a few months ago as 
ane of seven dwarfs, is the governor of Massa- 
isetts, a place regarded by many Americans 
with greater suspicion than Nicaragua. Mr 
Bush ought to be coasting to victory. He isn't. 
He is some seven to 17 points behind Michael 
Dukakis in the opinion polls, and two out of five voters say. 


they do not care for him at all. If he fails to leave the Républi- 


can party's nominating convention in New Orleans next 
week with a much more confident spring in his step, he may 
never catch up. It could be New Orleans or bust. 

Mr Bush is discovering that being a Republican is not 
enough. The Republicans do have advantages in presidential 
elections nowadays. They have a bigger geographical base 
than the Democrats. They benefit from the recent shift of 
population to the south and west, two regions whose influ- 
ence in the Electoral College is ever increasing. (Presidents 
are picked not by direct popular vote but by each state's “‘elec- 
tors", equal in number to its senators and congressmen, who 
cast their ballots for the candidate who carried that state). 
These advantages are often said to be big enough to clinch the 
presidency for the Republicans. They certainly help. But Re- 

|! licans do not win presidential elections without fighting 
tor them. And even when they fight they may lose, as Gerald 
Ford did in 1976. 

Mr Bush's fate this:year may turn on the degree to which 
the political landscape has changed since then. If a realign- 
ment has taken place in American politics, either accelerated 
or promoted by Ronald Reagan, then it will be extraordinary 
indeed if Mr Bush does not win in November. If, on thé other 
hand, Mr Reagan's victories in 1980 and 1984 reflected a 
more traditional achievement, the putting-together of a tem- 
porary coalition, then Mr Bush will now have to remake that 
coalition, or another one. At present the switch in voting pat- 
terns in the two Reagan elections looks much more like a con: 
ventional, and possibly ephemeral, shift of preferences than a 
fundamental and long-lasting change of partisanship: 

An idea of the task in store for Mr Bush can be gained 
from looking at what Mr Reagan accomplished in 1980. Mr 
Reagan had the support of several distinct ideological groups: 
anti-abortionists, big-defenders, evangelical Christians, gov- 
ernment-get-thee-goners, supply-siders. He had a large politi- 
cal base in the west, including America's biggest state, Cali- 
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‘gan conservative coalition looks much less formidable, ai 























































fornia. And he benefited from the i 
frustration felt by many utterly unideological 
Americans with the Democrats' handling o 
the economy and of the Iranian hostage s i 
His 489-to-49 victory in the Electoral College 
looked like a landslide, but it was achievec 
with only 50.7% of the popular vote. e i 
small shifts in fairly few states could have ke 
Jimmy Carter in the White House for a se 
ond term. b 
Mr Bush has some advantages of his o n 
(and is.free of some of. Mr Reagan's handi- 
caps). But his political base is much less secure. And the Rea- 5 


very much less fiery, than it did eight years ago. 

Conservatives have yet to become excited this year. Soci 
issues such as abortion and school prayer no longer elicit the 
old passions. The defence build-up has taken place, satisfying 
the big-defenders but latterly also embarrassing chem with its 
procurement scandals. Deregulation has lost much of its- 
charm (ask air travellers or bank depositors). Supply-siders 
take pride in America’s sustained economic growth but prefer 
not to be asked about the debt mountain that has come with 
it. In short, Mr Reagan's administration has satisfied som e 
conservatives and left others less confident of their past con- 
victions. They are not in a mood to fight for their causes, even 
if they thought they had a champion in Mr Bush. [Y 


The blame but not the credit P. 


Of that they seem uncertain. Yet, as Mr Reagan's loyal lieu- 
tenant, Mr Bush should at least be able to take credit for the 
successes of the past eight years. Even this, however, is prov- 
ing elusive. One trouble for him is that he is not much identi- 
fied with any policy in particular. Doing his inadequate best 
to dissociate himself from the’ Iran-contra affair and other 
scandals, he can hardly claim responsibility for policies duit 
have turned out more happily. The economy is buoyant, ye t 
the voters seem to think that all may not be well in the lon; ng 
run; Mr Bush’s ratings in the opinion polls certainly rise 2 
fall with Americans' optimism or pessimism about the econ 
omy. Foreign affairs seem almost absent from voters’ minds. s. 
The paradoxical consequence of friendlier relations with t 
Russians and the global outbreak of peace is not to mak 
Americans toast the administration but to make them forget. 
about the rest of world altogether. a 

Had Mr Bush faced a tougher fight in the primaries, he - 
might have come to be associated by the voters with some 
clearer achievements. But during much of 1988 incumbency | 
seems to have been the same as recumbency. Now the vice- 
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president i is heu c to dike to catch up. — — | 
— Mr Bush has already shown once this year that hei is at 1m 
best when he is behind: beaten into third place in lowa in 
_ February, he triumphed a week later in New Hampshire. He 
E take comfort from Mr Ford's fight in 1976, which re- 
ced Mr Carter's 34-point lead in the summer opinion polls 
toa two-point one on polling day. But he will have to do more 
than attack Mr Dukakis for his lack of foreign-policy experi- 
ence and talk in generalities (“I want to be the education pres- 
ident"). His best bet is to stop worrying too much about the 
conservatives (however little they warm to the vice-president, 


they will hardly vote for Mr Dukakis), and to head instead for | 


the centre. There lie the middle-class Democrats who voted 
for Mr Reagan in force in 1984 and the 30% of Americans 
who do not see themselves as attached to either party. 
= At the moment, it is Mr Dukakis who is presenting him- 
self to better effect as the champion of the middle classes. 
Besides the budget deficit, they are worried by bad schools, 
inadequate day nurseries, expensive medical treatment and 
pernicious drugs. Mr Bush has begun to show that he too has 
an interest in some of these issues (though his new $2.2 bil- 
lion child-care scheme coexists unhappily with his already- 


B. hy so many of today's wars take so long to end 


TT LOOKS as if they have got peace organised in the Gulf at 
2 last, God willing (see page 35), and maybe in Angola too 
- (page 55). The ending of the other three main wars of the 
po 1 is not quite so sure. A small cloud still hangs over Af- 
istan, a big one over Kampuchea, a whole thunderstorm 
over Central America. The wars of our time not only go on 
horribly long, they are also fiendishly hard to talk to an end. 
Why is this? Out of the five peacemakings and attempted 
 peacemakings of 1988, here is what a German pacifologist 
-= might call a preliminary hypothesis on the resolution of con- 
temporary conflict. 

The easiest wars to end are those fought between nation- 

states about rational, measurable national interests. In such 
wars, when one side decides the war isn't serving its interests, 
it winds it up, goes home, and thinks again. The eighteenth 
century, on the whole, conducted its wars in this way. When 
‘immeasurables get involved—the passions of nationalism or 
ideology—things get harder, even between nation-states. One 
side has to be fought pretty close to exhaustion, as in 1918, or 
knocked clean out, as in 1945. 

In these 1980s, the Falklands war had an almost eigh- 
 teenth«century simplicity. It involved a single question of na- 
tional i interest (who should run those two islands’), no ideol- 
-. ogy, and not enough Argentine nationalism to keep it going 
after the fight on the islands was over. The Gulf war has been 

. much tougher to end because it had an abundance of Arab- 
. versus-Persian nationalism and a certain amount of Shia-ver- 
sus-Sunni Muslim ideology; nevertheless, end it did, when 
- Iran eventually saw the war was serving no recognisable na- 
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as si Democrats used their convention in gt to tell the 
voters that they were not hostile to the concerns of middle 
America, Mr Bush could use his prime-time television oppor- 
tunity in New Orleans to show that the Democrats have no 
monopoly on policies to make the cities safer, to cleanse the 
suburbs of drugs and to improve schools everywhere. And he 
could choose a running-mate who will draw bigger applause 
from swing voters in their living rooms than from delegates in 
the convention hall. | 

In the end, however, the candidates’ personal qualities 





rather than their policies will probably decide the election. At 


present, the battle is drawn between the efficient suburban- 
ite—the man who mows his own grass and goes to work by 
public transport—and the «plaintive patrician who seems, 
however unfairly, to have had things just a little too easy. Mr 
Bush lacks conviction. To many, he looks weak. His difficult 
task before November is to convey a sense of self-assurance. 
An expansive, welcoming performance in New Orleans next 
week, aimed at the ideologically impure even more than at 

party faithful, would be a sign that he is his own man, a man 


of presidential timber not spriggy bush. 


F Peace comes dropping slow 








tional interest, and packed it in. 

Peacemaking plunges to a deeper level of complexity 
when one or more of the combatants is not a nation-state but 
a guerrilla army: when the war is of the sort miscalled civil. 
This is partly because polite diplomacy does not “recognise” a 
guerrilla army, as it does the regime whose throat the guerril- 
las are trying to cut; this adds to the difficulty of getting 
throat-cutters and throat-cuttees together around a negotiat- 
ing table. Worse, a guerrilla army is different from a nati 
state in not having a national boundary it can fall back be- 
hind when things go badly for it. It cannot go home to think 
again, because it has no home. That is why guerrillas are less 
open to expedient compromise than nation-states are. 


If it’s yes, it’s bad 


Take the four, wars with question-marks still hanging over 
them, and you can rank them in order of increasing insolubil- 
ity by asking whether (1) they are predominantly guerrilla 
wars; (2) the guerrillas are fighting for an ideology, not more 
ordinary things; and (3) there are several separate lots of guer- 
rillas. The more yeses, the darker the prospect. 

Angola is probably the peacemakers’ best bet because this 
is now predominantly a war between two nation-states, South 
Africa and Cuba. It involves only one, not particularly ideo- 
logical, set of guerrillas. South Africa is willing to leave An- 
gola, and next-door Namibia too, if it can get the Cubans out 
of southern Africa. Cuba is being briskly told by Mr Mikhail 
Gorbachev that it has no interest in staying in southern Af- 
rica. That leaves Mr Jonas Savimbi's Angolan guerrillas and 


.... THE ECONOMIST AUGUST 13 1988 


: d ` M a E: ç P M Y x 
bf * "n ki ‘yal " i t a o > er 


"eli " - : ^ p 
EM b , "e gj Je t 














oppose. Both will presumably con- 
collapse, and goes on shedding the Marxism it once pro- 
claimed, the two lots of Angolans will no doubt eventually 
as some. power-sharing deal with each other. 

ec Red war too still seems headed for a settlement, 
:bloody one. This war is on the close-down list be 
en kept going by the intervention of. an outside 
iet Union, and the outsider.is now going 


face of it, thé rest of the calculation looks aw: 












t throats but agree about little else. Yet the decid- 
tor is almost. certainly the Soviet army. When it has 
the guerrillas will probably run the: local communists 
out of power almost everywhere, and will then sort out their 
own differences in their own way; and Afghanistan will be 
pack to the nearest Afghans ever get to peace. — 
Kampuchea looks like Afghanistan, but isn’t. The Viet- 
namese army is pulling out, but that is not as decisive as the 
ithdrawal from Afghanistan. There will remain a 
guerrilla war; and the Kampuchean guerrillas do not have the 
shared anti-communism of the Afghans. The particular snag 
in Kampuchea is that the international peacemakers seem to 
agree that power should neither remain in the hands of the 
Vietnam-backed communist regime nor fall into those of the 
rival communists of the Khmers Rouges, who between them 
hold most of the guns. Power should go, say the kindly outsid- 
ers, to the democratic guerrillas i in the dp a Dey 

















Policy for Europe' S jobless 


Some eold ideas could c come into fashion 






“HIS ‘year ne Phillips curve reaches its 30th birthday: sit- 
ting on the shelf, where nobody loves it. In 1958 A.W. 
ps published his graph suggesting that, when unemploy- 
nent comes down, wage inflation goes up by some smoothly 
measurable amount. This was taken to mean that govern- 
nents could reduce unemployment with a demand stimulus 
such as a higher budget deficit, so long as they were. prepared 
-o accept higher inflation. They could calculate how much. by 

oicking their point on the Phillips curve. 

Within a decade Friedmanites and others were € 
Phillips for not seeing that, if you always inflated, expecta- 
ions about inflation would unsurprisingly change. They said 
there was only one unemployment rate that was consistent 
vith a constant rate of inflation—the natural rate of unem- 
sloyment, soon more poshly known as the non-accelerating- 
nflation rate of unemployment (NAIRU). If a government at- 
empts to push unemployment below this rate, they declared, 
nflation will rise continuously as expectations of inflation. are 
ms upwards. 

- In Britain the pons asinorum seemed to bo crossed be- 
» ween early 1971 (when the Heath government started trying 
o reflate) and 1981 (when Mrs Thatcher didn't). In the ten 

sto the first quarter of 1981 Britain's money supply M3— 
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pita arms from friends. abroad. If the regime does not 


tan i is stiff with guerrillas, who all relish cutting. 





social-security benefits below the wage employers woul 





puny ree Unless the p eacemaker: 
those democrats with die helping a arm : 
agreement that works is hard to envisage, 
The worst prospect of the for 
factors (1), (2) and (3) all apply: Ci 
multiple ideological guerrillas: An 
our list, this one consists of three dif 
different countries, one of them prot 
two would-be. democracies: with the 
each fight affects the others. This ma 
ficult to find a formula that will bri 
The Arias plan made a gallant atte 
Nicaragua has lurched away from the 
dent Arias tried to prescribe. This te 
ers in El Salvador and Guatemala to: 
tries’ nascent democracies before’ the’ vO 
sweeps over them too; which in turn makes El S 
Guatemala’s revolutionaries even ‘more determ 
their own way into power. If no way is found to hol 
tre steady by making Nicaragua’ $ Sandinists beco 
democrats—whether the way is contra stick or economi 
rot—the Central American collapse will continue. | 
When wars cease to be the calculated pursuit of a rationa 
and limited interest, and become crusadés for an unlimit 
idea, they drag on and on. When they are fought by informa 
bands of warriors who have neither the security nor t 
responsibility of statehood, à negotiated end becomes harde 
still. That is is the wor rldi is Mec in these E DUE 
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which seemed a tolerable measure ‘of total demand-—tó T 
292%. Prices rose 264%, production rose by under 6% (o 
about 12% a year), and it was clear that each extra pound oi 
demand was accelerating inflation while unemplo oyment w 
up. Mrs Thatcher proclaimed TINA— there is no alternati 
and sacked any wets who still bel ieved a country e 
smoothly reflate itself richer. The main way to tr 
ployment was to be by reducing the NAIRU, such as by 


for unskilled labour, and by stopping sürrenders to NAI 
raising: and: thus unemployment-increasing trade 1 

TINA, in bed with dubious Mr NAIRU, has triumphant 
every British election since. B 


But what has fappened on viie ery 
However, the natural-rate hypothesis has now come unstu 
among the neighbours. Although Britain’s economic boo 
has helped to shrink its dole queue, the jobless total ‘is: 
rising in continental Europe, where inflation has remainec 
fairly stable for the past five years and high unemployment 
(around 11%) has only half-restrained wages. This sugges 
that the jobless rate must be close to the NAIRU. | 

At-1196 unemployment? Nobody would have deer 

























































1% a natural rate ten years per | NAI 

has gone up? But all the Galen: suggest that Euiooc. s 
“NAIRU should have come down. Unemployment benefits have 
become less generous in several European countries, and 
trade unions have been tamed if not fully house-trained. Nor 
does America bring support for those who think natural rates 
are simple. Its unemployment has fallen from 11% in 1982 to 
5.4%—well below what was once thought to be its NAIRU, yet 
e growth in wages and prices has remained fairly modest. 

. Economics seems to throw up a new consensus on unem- 
ployment every ten years. The task in 1988 is to explain the 
persistence of high unemployment in Europe. The best bets 
are that the NAIRU can itself be dragged. up by the actual level 


'opeans are accustomed to think that worthy public servants 
- (nurses, police, themselves) should jolly well get a periodic 
5% pay rise, they are-bound to wipe out jobs for other peo- 
ple. Although jobless. outsiders might be happy to work for 
-lower pay, unions protect and try to inflate for insiders. The 
disfranchised unemployed. then have no influence on pay bar- 
ining: the invisible hand of Adam Smith is replaced by an 
visible handshake between employers and unions. 
By now some of Europe's unemployed may have effec- 
vely left the labour force. The longer anybody is out of work 
e more his skills rust, while employers prefer to give the job 
omebody who has recent experience. The long-term un- 
nployed become discouraged and compete less vigorously 
or jobs, and therefore exert less downward pressure on 
ages. The higher the proportion of long-term unemployed, 








2 Shemployment, and hence the higher the NAIRU. 


ral 7 ing again 





business corporations work—and will bring dire results - 


ACROSS the industrial wor dd, a lot of big business cor- 
"À porations are recentralising their styles of management. 
nis. will continue until it is seen that memos from head office 
no. longer affect what is ashe happening in the field, by 
when.there will have been several misfortunes. Dynamic new 
chief executives will restructure damaged companies to con- 
centrate only on two or three fields of business which at 
present look extremely | promising. As they will all choose the 
same fields, these will overcrowd—and some will go bust. 
Development of new products will be brought under a 
ntral zeal for research and analysis, which is the culture of 
rofessors, not of the market. The proper homes of product 
development are small starts in decentralised units. In Amer- 
a research once showed: that the R&D dollar in the smallest 

as brought 24 times as many innovations as in the biggest 
and most centralised firms.. = — 

The last great burst of elephants’ Caleu ended just 
-before a clutch of best-selling business. books in the late 

1960s, led by Ken Galbra New Industrial State, explained 


why it would go on. for ever. er, The gospel since then, preached 
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of unemployment, as well as being haunted by history. If Eu- 


-the less the downward pressure on wages for any level of total 





any chief executives are "taking a tighter grip" on how their big 





‘inflation an / 
tion may not disappear: readily. The NAIRU can ratchet’ up 
from one cycle to the next. The good news is that, in some 
circumstances, a demand stimulus may now reduce unem- 
ployment, if the NAIRU falls in tandem with the actual jobless. 
rate. This probably helps to explain why America’s unem- 
ployment has fallen so fast with little pick-up in inflation. 
There does again seem to be a sustainable a in grow- 
ing faster. Europe's growth has averaged only 1.8% a year 
since 1980, compared with America’s 2.7%. America and 
Britain, which have seen some of the biggest falls in unem- 
ployment, may have got on to a virtuous circle, where faster 
growth reduces unemployment, which in turn reduces the 
NAIRU; and so’ paves the- way for anothers fall in 
unemployment. | | 
America's virtuous dide owes something to political 
toughness, which might appeal to Europeans stranded in air- 
port waiting-places by constant air-controllers’ go-slowe - 
When President Reagan was faced by a European-type . 
controllers’ strike, he reduced America’s NAIRU and thus 
saved many jobs by sacking the lot of them, and America’s 
air-accidents did not go up. If continental Europe does try to 
reflate out of 11% joblessness, it will have to show similar 
toughness. It should withdraw unemployment benefits from 
those who refuse jobs; this stick could be combined with the 
carrot of guaranteed places on government job and retraining 
schemes as in Sweden. | 
NAIRU, get down sir. TINA, be less intense. (unas 


Phillips, in countries like West Germany, come down a little 


D. off the shelf. 





Sn parr ihre 





in eens generation a Diea barci jas. ONU ot 
decentralisation into smaller and smaller profit centres, of en- 
couraging each employee down to the janitor to run his own 
little business. By.now many of these intrapreneurial ventures 
have gone off in different directions, so chief executives — 
some of them quite sensibly—see advantages in briefly 
recentralising them and imposing on the worst offshoots the 
practices pioneered by the best. But four other trends are re- 
inforcing this centralisation, most tof them malignly. 


Orders, takeovers, brands 


First, new needs for, and new: methods m Wiualite control can 
make it seem desirable to issue more orders from the top. In 
his latest business best-seller to-contradict his last one, Mr 
Tom Peters urges the makers of every. product to link up elec- 
tronically with 7596 of their biggest customers within two 
years, so-that their just-in-time delivery vans can: save those 
customers millions of dollars by making their warehouses un- 
necessary. Much middle-management work would be needed 
to achieve, this, and the. a polished warehouses: would then 
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: as s supervisors, just as most supervisors become superfluous. - 
dn his ibang: on Chaos” Mr Peters also urges all chief 
se a of 90% Roa in three years in all 











an soon excite bal ‘cher Tm action. iia ae proper 
? enforce (eg) quality control is not from top-down, but 
rough the Japanese device of small teams at each level who 
| collectively guilty if any team member allows: any defect to 








fee 
pass through. - : 
A Second, takeovers increase medido and e. 
fk urish: regi liess. Last year some re-conglomerators bought 
r victims for far more than the stockmarket a week before 
nz judged ¢ at they were worth, and then October showed 
that the market had been grossly overrating them anyway. 
some successfully decentralised firms have been taken over, 
because predators think they can gain by recentralising the 
original declining business, and selling the successful 
decentralised offshoots to pay for the bid. Decentralised com- 
panies now spend 11 months a year glorying in the successes 
of their entrepreneurial offshoots, and then in their end-year 






accounts desperately. disguise them lest predators notice their - 


existence. 

Third, Europe is Bosius ilf that 1992 will bons 
an era of dominant big brands across a continent: one sort of 
choc-bar and tin of soup to rule in 12 countries. Actual 


, 


thanks to new Eonncon investment in seeking small niches _ 


Lee rning to hate coal 


Environmentalist R enemy 


; N THE hiems 1970s, Wien oil prices had jae qua- 
A drupled and the world's power companies were ordering 
25 nuclear power stations a year, the eco-brigade lionised coal 
as a wholesome way to produce electricity. Coal scared no- 
body, and it did not produce radioactive waste. Each year nu- 
clear power stations churn out 7,000 tonnes of spent fuel that 
must be put away somewhere out of sight for millennia. When 
obsolete nuclear stations need to be dismantled, things will be 
worse. These environmentalist fears soared when Russia’s 
Chernoby! nuclear power station exploded in April 1986. 

- At that time, the case for nuclear power was already under 
*conomic siege. Between 1981 and 1987 the price of oil fell 
3076, and the price of coal by almost as much. Plagued by the 
auge safety margins demanded of them, nuclear power plants 
ook ever longer to build. With these cost overruns they could 




















[o erend they could—by using falsely low discount rates in 
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Centralisation continues even when it is obviously failing, b 


ompete, although state-owned power companies cheated 









































is s likely: to x become : ste 
in trying to maintain conti 
new technology is market research thre 
ing at supermarket check-outs designe 
various: categories of customers’ might 
aided design and manufacture to brin: 
more quickly than heretofore; while 
that the Japanese are now getting goo 

When their yen was cheap and s 
the Japanese did not base many of t 
names with advertising slogans attac 
tomed at home to mom-and-pop ret 
only one brand (usually that of pop' 
But now the scanners are working overtir 
markets. Brands in unexpected exports 
accessories, with scientifically chosen. adve 
and remarkably quickly adapted to fill v; 
start appearing. They will swamp any weste 
producers who stay too centralised : and sk 


The last one to spot failure 


The fourth spur behind PER T is mewal Sian 
Decentralisation spreads only if its success is so obvious th 
established interests see that they must give way to 


cause the megalomaniac who ordered it likes to persuade hir 
self that he’s doing fine. All observers know which big com 
nies are run by megalomaniacs, but megalomaniacs’ hardes 
working employees are their libel lawyers. 

The success stories at this tail-end of the long 1982-88. 
cyclical upswing will be those who sell their existing firm to 
some centralising megalomaniac for twice its market pti 
and build another decentralised and entrepreneurial firm to 
compete with it. : 














thee calculations of ie costs. At a € discount rn 
of around 1096, most modern nuclear power stations 
more costly to build and run than similar-capacity c coal-fir 
stations unless the price of coal doubles. «^^ 

It is unlikely to do so on its own; but coal will * ee ne 
fuel to have an environmental handicap piled on top of 
underlying cost. Coal is the new ecological villain. | 

It deserves to be. When a fossil fuel like oil or coal burns. 
yields carbon dioxide. Cars, trucks, factories and power s 
tions pour 51⁄2 billion tonnes of carbon into the atmosphe 
each year. Carbon dioxide is now known to be one of a. hz 
ful of gases that trap heat in the earth's atmosphere and sto 
it radiating into space. This "greenhouse effect” is now rec 
oned to be changing the world's climate more rapidly than 
any time in the past three million years. 

_ Average temperatures may rise by up to 4*C over the ne 
= lfcentury, i in a world where a lot of things. may Pe kill t 
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smoke's other evils. The burning of 
tonnes of sulphur dioxide and nitrogen oxides into the atmo- 
sphere each year, Both make rain acid. Fossil-fuel power sta- 
tions also produce nitrous oxide—another greenhouse gas 
that causes the continuing depletion of the earth's protective 
ozone layer—and themselves release an astonishing number 
of radioactive particles. Britain's National Radiological Pro- 
tection Board calculates that Britons receive more back- 
ground radiation from coal-fired power stations than they do 
from nuclear ones. 


The search for kilo-smiles 

Electric power has to come from somewhere. The developing 
countries’ appetite for it may grow by some 6% a year during 
the next 20 years; demand in developed countries by 1-2%. 
Apart from tiny contributions from wind, waves and sun- 

shine, there are three ecologist-soothing ways of meeting that 
demand. The challenge is to devise economic signals that will 
prod the electricity industry to use them. 

= The first is safer nuclear power. The nuclear industry 
should play down its glamorous and money-burning research 
into fusion and fast-breeder reactors, and spend more on 
- developing “inherently safe" fission reactors. A conventional 
reactor is like an Aga stove with an oil tank in its ashbox—it 
is permanently stoked with years’ worth of fuel and yields up 
- all this energy gently only because a “fail-safe” control system 

stops it doing so explosively. 

—— Inan inherently safe reactor, by contrast, the amount of 
- fuel in the core is kept to a minimum, and the core lives under 
water: if it goes wrong, it goes out. Such reactors will be much 
- smaller than today's—with one providing power and heat for 
each city. Sweden, West Germany, Japan and America all 
_ have working prototypes; they could be quite economic quite 


One Belgium or three 


anl 


NNOTICED by the rest of Europe, indeed barely by 
themselves, the Belgians are in the midst of the greatest 
constitutional shake-up since modern Belgium was founded 
_in 1830. The reason, as ever, is the cultural division between 
the Dutch-speaking north and the French-speaking south of 
the country. The effect, as in the similar reforms of 1970 and 
. 1980, will be still greater functional division. In the end, the 
could be that Belgium splits apart. 

_ That, of course, is not what is intended (except by the 
. Flemish nationalists of the Volksunie movement, who wel- 
- come each change merely as a stepping-stone to the next). 

The theory is that by moving apart Belgians will find it easier 
- to live together. That may prove so. Belgian unity for 140 
years was something of a facade, founded on the Dutch- 
speaking Flemings' readiness to accept the dominance of 
. French. Once the Flemings began to feel a strength to match 
their superiority in numbers, cracks were bound to appear. 
_ They duly did so, and had the politicians attempted merely to 
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Selgians are moving apart in order to live better together—maybe 
















toxic muck (though they make less of it per kilowatt). But 
their fear-imposed capital costs should be lower and thus 
their chance of paying their way greater. afe 

'— The second way the electricity industry can go clean is to 
use more of the cleaner fossil fuels like natural gas (which, 
when burnt in modern generators, produces half as much car- 
bon dioxide per kilowatt-hour as coal), or to scrub coal's pol- 
lution. Emissions of sulphur dioxide, nitrogen oxide and ni- 
trous oxide can be scrubbed from power stations. To reduce 
such emissions by 9096 would add perhaps 596 to electricity 
prices. But the technology needed to curb the greenhouse 
emissions, of carbon dioxide, has yet to emerge. 

The last option is more conservation—a source of power 
that produces no nastiness at all. The world was helped to- 
wards this by OPEC. Since 1973 the GNPs of OECD countries 
have grown by 40% in real terms while using only 6% more 
energy. With the fall in fossil-fuel prices, the inducement to 
consumers to save has fallen off. The next trick is to persuade 
the electricity industry to sell electric satisfaction rather t 
electric power. Power companies are still much too inclined to 
invest in generating capacity, rather than in clever electronic 
metering systems that encourage their customers to hold 
down their peak demands while still keeping their houses hor 
and freezers cold. | 

lt is by joining forces in taxing power-station pollution 
that governments can best send the price signals that will 
nudge their electricity industries along any of these three 
routes—and towards the United Nations’ vision of a one-fifth 
reduction in fossil-fuel emissions by early next century. In- 
creasingly, the price of power is going to have to reflect not 
what is consumed in generating it, but what is left over in 
smoke and clinker and worse. 








paper them over the whole structure might have fallen apart 
long since. Instead they rebuilt it, and Belgium survives. The 
question is whether this latest redesign, detailed in a law 
passed by both houses of parliament just before they went on 
holiday last weekend, will have the same result. 

The essence of it is to transfer to communal or regional 
authorities much of what yet remains in the central govern- 
ment's hands. The communes will run education. The re- 
gions will get the economy, foreign trade, scientific research, 
communications (bar the national railways and airline), 
roads, ports and other public works, The centre will retain 
foreign affairs, defence, justice, social security and, notably, 
monetary policy. In all, functions covering roughly 3096 of 
what is now the central budget will be transferred downward. 

This list of transferred powers is not quite as dramatic as it 
looks; in practice, the nation's infrastructure is largely in re- 
gional hands already. But there is one obvious gap in the list: 
fiscal policy. Where will the money come from, and how? 
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j the « excitement of 
high schools were set up in the 1920s, and British 
coniprehensives in the 1960s, to. provide a common educa- 
tion for all children. In too many, that education has become 
mediocre, dull or worse. Hence the search for more exciting 
alternatives to liven up the state system and reverse the drift 
of the better-off into private education, especially in Britain 
where independent schools have a social cachet. But the great 
majority of parents would still like to.send their children to a 
good state school near their home. Must any limping 
| atta secondary school be allowed slowly t to die? 

-. Britain's new Education Reform Act will allow some pop- 
lar state schools to thrive more thoroughly. It stops educa- 
m authorities from propping up the numbers of pupils in 



















ology. colleges and by allowing schools to opt out of their 
ke magnet schools in America, British schools set 
ocal bureaucrats might improve education by mus- 
he enthusiasm of parents, teachers and pupils—rather 
3 y throwing n money or educational.theories at pupils. — 
merica’s magnet schools make their pupils feel special 
“by claiming an excellence in, say, science and technology or 
the performing arts—even though their teaching may be 
much like anywhere else, apart from a few extra courses in the 
stated disciplines. East Harlem 12-year-olds sit down with 
their parents to select a junior high school from alternatives 
with different philosophies. Having chosen one for its ideas, 
most try hard to make it work. Mr Kenneth Baker hopes the 
same will be true of his new city technology and arts colleges. 

.. Some American neighbourhood schools are inspired to 
"compete. with magnet schools, but many feel like leftovers, 
‘and go from bad to worse. British education authorities need 
to void that. They may have inadvertently stumbled on a 
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y e ordinary m way vor doing so. Frequently in the past few: years they 
learning. “American neis hibotirhood 


. new pride in a school and given it a sense of identity: 


bad schools, It checks the authorities’ restriction of parental „out schools) would consider its educational quality, der 


choice. It breaks their local monopoly by introducing city - 


































managed, overnight, to inspire parents and teachers to pu 
long hours organising activities outside school time, created 


This remarkable success can be achieved by a handful « 
politicians in a single meeting. All the education committee: 
a local council needs to do is to say that the school has n 
future and threaten it with closure. The emotion generated b 
this shock often rapidly improves the school. 


Getting the parents involved 


Capitalising on this experience, the department of sducuis 
should require every state-financed school to undergo an a 
dit every ten years, to assess whether it looks fit to stay op 
The education authority (or Whitehall in the case of opt 


graphic trends and above all its popularity with local pare 
when considering whether to suggest closing the school. Mo: 
of the "Save our School" campaigns which would spring 
round the country would very probably succeed. - 

This would give new life to parent-teacher association 
not least by persuading more parents, not just the usual fe 
bossyboots, to take an interest. Such a change can transfo 
a school. Sceptics need only to look at the Catholic seconx 
schools. Parental involvement helps explain why state-aic 
Catholic schools dominate the league table of Lor 
schools ranked by examination results. Their admission 
icy gives preference to parents who are active members o 
local parish, and thus creates links between parente churc 
and school. 

Those who plead for audits usually regard them as a wa 
of getting bad schools to close forthwith. On recent exper 
ence, the most usual result of very rude and very public audit 
would be recovery. 












Half year 1988 








Profit before tax £40.1M UP 60% 
Operating margins 8.8% UP 38% 
Earnings per share 18.0p UP 35% 
Interim dividend 4.79p UP 35% 





specialised engineering businesses, operating in selected niches on a global basis. 
Key businesses must be able to command positions of sustainable technological 
and market share leadership. Following 18 months of restructuring, our business is 


concentrated on six strong international operations: 


Crane Mechanical Seals. Sealing liquids and gases in rotating equipment. 50% 
replacement business. Unrivalled global service capability World leader 


Bundy Small Diameter Tube. Vehicle brake and fuel lines, refrigeration equipment 
Manufacture Europe. North and South America. Joint ventures in 12 other Countries 
World leader. 


King Fifth Wheel. Jet engine rings, machined components. Major Supplier to all jet 
engine makers. Manufacture USA, Canada and UK. New technology: Tru-Form. World 
leader. 


For further information about the TI Group contact the Department of Public Affairs, TI Group plc. 50 Curzon Street. London W1Y 7PN 


The contents of this advertisement, for which the directors of TI Group p 
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THE STRATEGY SHOWS ITS STRENGTH 


“THE NEW TI" 


TI's strategic thrust is to be an international engineering group concentrating on 


are Solely responsible. have Deer 





"| am very pleased with the results, which 
show clearly both the strength of our strategy and 
of our management team. In particular, it is signi- 
ficant that over half of the increase in profits has 
come from organic growth. | have confidence that 
the results for the full year will continue to show 
good progress." 


Christopher Lewinton 
Chief Executive & Deputy Chairman 





Selected Automotive Products. Silencers, original equipment and after-market. 
Manufacture Holland. UK, Spain and Canada. New technology: catalysts. European 
leader. 


Desford. Specialised bearing tube and hollow bar for many 
industrial uses. Wide geographic spread. European leader. 


Abar ipsen. Heal treatment furnaces. High tech surface 
treatments. Broad customer base. Manufacture USA and 
West Germany World leader THE STRATEGY SHOWS 
ITS STRENGTH 
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| Gis he dift Jis Japan's » 


co-prosperity — 


Ever since the yen began its steep 1 rise three years ago, Japan has been going 


throu ugh a change bigger than any since its post-1945 transformation. This 
cing thrown headlong into the outside world—which 


time the country is 


in turn is fast forcing its way into Japan. Our special correspondent reports 


“HE high-yen polidan as some Japa- 


nese call it, is shaking up everything: the 


country’ s society, its politics, its foreign pol- 
icy. It is destroying a myth cherished alike by 
' »anese (who are fond of thinking they are 
.. tter than other people) and by foreigners 
(who are fond of thinking those Japanese are 
worse): that Japan is something else, a place 
where the normal rules of human society 
and international relations somehow do not 






ja "s volume of trade quarterly 
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apply. A high currency is > cruel toromantics. 





The ppm are increasingly showing chat 
they are like you and me. 

Except they have more money. This lat- 
est Japanese revolution began with econom- 
ics, and that is where it has. gone the far- 
thest. When the Plaza Agreement on 
currencies was made by the five rich indus- 
trial countries in September 1985, it took 
¥240 to buy a dollar. Thar year Japan had a 
trade surplus-of $46 billion. It sent a net 
$6415 billion in long-term capital out of the 


exchange rate & imports of manufactures 


| 









Yen against dollar 40 
annual averages ; 
$t | - 
450 l 
imports of manufactured goods 
as% of total — | 
100 | . AT Bi 
1 +4 t 





^ : abroad worth $12.2 bill ion. 


`- ports are about the same in volu 
~ they were three years ago 


compared with only 31% three 
are now manufactured goods. 
^ capitalis still flowing out. Th 
"ing this year, but last year ane 


eign assets of nearly $241 billion, th 
|... Such stock any country has ever had 
' direct overseas investment in part 


| | Latin America 14 13 — 
^ Africa & Middle fast2 5 -——_---— 






made direct inves 












Today X135 will get you a 














porting nearly half as m 
then. Almost half ii thos 

























went out, ree for accumulated 







up—to $33.4 billion last year, nearly 
times what it was in 1985 and seven 
what it was in 1980. : 
.. The longest lasting consequence T. : 
this is likely to be the planting of large ni 
bers of Japanese factories abroad. Th 
at all: surprising, since until recently: 
nese companies were producing only. 
of their output abroad: the com arabl 
ure for American companies is 18-20% 
cause of the high yen, a fear of protec 
ism and a desire to be close to their m 
the big Japanese companies-«cár 
electronics ^ companies—are | 
heavily in North America and Western E 
rope. In 1985 Honda produced a qua er of 
its cars in the market (whether Japan, Y 
ica or Europe) where they were sold, By 1% 
it expects the figure to be more than half 
Because of the yen and uncompetitiv 
wage rates in Japan, Japanese manufactt 
and trading companies of all sizes, m 
with only 100-200 employees, are pou 
into the rest of Asia (see table on next pa 
In 1987, Japanese direct investment in A 
was more than twice its level in 1986. T 
year an average of one Japanese: 
each weekday is setting up shop i 
The counterpart at home to Japan 
nomic thrust. abroad i isa Leons it 
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1987 total: $33.40n d 1980 total: $4. 7bn u E 
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nvestment boom that is radically 
anging the country's industry. It is 
lso—at last—bringing in large quan- 
ities of the foreign goods that its 
rading partners have been clamour- 
ng for it to admit. 
- After slow real GNP growth in 
986 (2.496), Japan's ecohomy:;grew 
y 4.2% last year and might reach a E. 
ate of 5-6% this year. Since exports - 
ve contracted for the. past two. 
ars, more than all of that GNP ín- 
rease has come from domestic 
rowth. The government, which has 
n-an even looser fiscal policy than 
trading partners demanded, can 
ake credit for some of this. But Mr 
roshi Takeuchi, the chief econo- 
ist of the Long-Term Credit Bank 
Kf. Japan, points to two other things |. 
hat are helping Japan grow. 
» One is the profitability of servic- 
ng the booming domestic economy. Manu- 
acturing industries are quickly shutting 
own factories and releasing workers. But 
he service and distribution industries—es- 
pecially lines of business like hotels, housing 
there were 1.7m new: housing starts last 
year, a near-record), transport and leisure— 
we been increasing their capital invest- 
entat the rate of 30% a year since the be- 
nning of last year. They have also been 
apping up workers even faster than the 
- manufacturers can send their jobs overseas: 
600,000 new jobs a year are being created in 
_ the service and distribution trades, and Ja- 
pan is close to being at full employment. . 
= The Japanese have also been spending 
because they feel rich. However: appalling 
the land-price inflation in other respects, it 
gave people the wherewithal to buy all kinds 
of things. Mr Takeuchi reckons that within 
va 25-mile radius of the centre of Tokyo 1.3m 
"households have a net worth. of ¥100m 
( 140 ,000) or more—in plain English, they 


at ^ most dollar millionaires. 































































ods. Sm of hose verus are items ud 
> mass market, like BMws. But Japan has 
so uid itself remarkably. to imports 
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from its poorer Asian neighbours. In 1986 
those countries sold Japan 25,000 colour 
television sets; a year later the figure was 
370,000. In 1986 15,000 video recorders 
came in from the neighbours, last year 
138,000. 

Laws and cartels apart, Japan's maze-like 
distribution system has been the country's 


most efficient obstacle to the passage of for- - 


eign goods. Even that maze is now being 
simplified (see page 57), and some retailers 
are taking advantage of the changes to set up 
abroad so that they can control their own 


imports. Grocery and restaurant chains 


seem ready to fend for themselves once the 
barriers to the import of beef—-which today 
in Japan costs ten times the world price— 
start to come down: some chains have al- 
ready bought into livestock, feed companies 
and ranches in Australia and America. 


A nation of immigrants 


People are following the itinerant example 
set by the money, the factories and the 
goods. This year some 6m Japanese, 5% of 
the population, are expected to go on holi- 
day abroad. Last year more than 500,000 
Japanese left their country for stays abroad 
of three months or more; most of them were 
going, as businessmen and their fam- 
ilies, for very long stays indeed. 

The exodus. is». pronounced 
enough to be’ changing, deeply in- 
grained habits in Japan itself. A few 


Sosa i have thought of letting 
545 their children stray from the rigid 


163 path set by Japan's schools and uni- . 


7;; versities. Today there is a thriving 
business in sending Japanese school- 
Children for a year or two to an Amer- 
ican preparatory school before bring- 
367 ing them home to complete their 
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250 = education. A special university en- 


trance examination has been in- 





years back no responsible Japanese. 


vented for Japanese students who | 





B are e Beine reserved for them. 
The inbound human. traffic is 
more arresting. Tokyo is becoming 
for Asia something of what New York 
-was for the transatlantic world in the 
early part of the century: an eco- 
nomic, financial and human magnet 
for a whole region. Being a money 
and business centre is one thing for 
the Japanese. They are having more 
trouble getting used to the large num- 
ber of unskilled migrant workers 
coming in from elsewhere in Asia. 

i It should-astonish no one that 
they are there. The United States has 
-a GNP per person roughly ten times 
that of Mexico; and perhaps 2m-3m 
) | Mexicans live and work illegally in 
^ =the United States. The economic at- 

. traction of Japan for its Asian neiph- 
ours i is much stronger: Japan's GNP per p 
son is 30 times that of the Philippines anc 
100 times that of Bangladesh. It is easy for 
foreign workers to get in. Of the 2m foreign- 
ers who enter Japan each year, several thou- 
sand stay on past the expiration of their 
tourist visas. So what, if they are. picked up 
by the police after a few months? A half-year 








of underpaid work in Japan will support an 
‘extended family for years in Pakistan. 


The demand is there. Estimates of the 
number of illegal foreign workers in Japan 
naturaly vary: some say 50,000, others 
300,000. One economist guesses.the num- 


ber is growing by 10% a year. They work in 
construction. and other heavy trades,:the 


dirty jobs the now-rich Japanese disdain and 
have priced themselves out of. 

All rich countries, even to some degree 
America, think they have an immigration 

“problem” when they attract foreign work- 

ers. The homogeneous Japanese tend to 
think they have a trauma. At least five mi - 
isterial committees are examining what 
pan ought to do about its immigrant 
labourers. One report has perversely recom- 
mended that high-paid foreigners such as 
bankers and businessmen should be let in 
and low-paid ones kept out. 

The strongest voice on the other side of 
the debate comes from a perhaps unex- 


‘pected source: the pin-striped deputy presi- 
dent of the Industrial Bank of Japan, Mr 
: Yoh Kurosawa. He argues that Japan not 


only needs Asian. labourers to keep its econ- 


omy running: it owes a liberal migrant- 
; worker policy to its neighbours and to itself. 
. He would like 200,000 migrants a i to be 
legally admitted. for five years, until Japan 
had a permanent but rotating migrant la- 
bour populationof Im. = — 


Mr Kurosawa does not envisage themi- 


grants settling down ("we are not Ameri 
- cans"). But he recalls his youth in the 1930s, 
i when a Jafar had plenty of foreigners, Kore- 





| nese € and westerners, and says it 
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-North-West-German-State-Lottery 
the only lottery that offers extreme 
5 nigh prizes compared to the limited 
. issue of 600 000 tickets. The lottery runs over 





- à period of 6 months, one class per month - . 


^ 6 classes in all, 


i 


pri ZU THOS 





draws are held i in public each friday and are 
n" pervised by government officials. The re- 

“Suits are published monthly in an official 
winning-list. 


The number and the amount of prizes is 
fixed before the commencement of the lotte- 
ry. Thus each ticket-number is in the game 
and has an equal chance of winning. All pri- 


GET YOUR SHARE 


ou order your ticket on the order 
coupon below. Within days you receive 


your: ticket together with an invoice 


and the official drawing schedule with rules 
and regulations, 


PLEASE INCLUDE PAYMENT WITH 
YOUR ORDER! You can also pay for your 
ticket after receipt of the invoice, Payment 
can be made by personal check, travellers 
check, bank transfer (add remittance bank 
charge) or in cash via registered air mail (cash 
at your own risk). 

After each class you will receive the official 


nning list together with the ticket of the 
xt class via air mail. 
If your ticket has been drawn, you will imme- 
diately receive a winning notification. 
Dee prize- money will be transfered to you 





Sep. 23, 1988 to March 23, 1 


| of the Nordwestdeutsche Klasseniotterie 
.j Please fill i in nimoa of tickets you want to order, 





1/1 ticket 741.00 
1/2 ticket 381.00 € 
1/4 ticket 201 00 











will be added. 


Guaranteed Prizes: 240.417 
| E are paid-out in German Marks (DM), | 
one of the strongest currencies in the world. - 


Tickets can be ordered from anywhere- 
-around the globe in a half yearly subscrip- 
tion. We offer full (1/1) tickets, which wher 


QUE Over 2 p "Tm D- Mark r 
VN : | 


OF 206 MILLION DM 


e 435.90 





© 118.25 


"Uss prices and £ prices are subject to rate of exchange | 


E Elect the one time payment for all 6 classes or pay monthly, 
air mail postage and winning list after each class. No additional qe 


xd : Make check payable to " L.E. HAMELN" 
i A Onn mail-order credit card payment a handling fea of DM 35.- (US$ 20 160) 
NE MANE VALID ONLY WHERE LEGAL A ST 


Valid only where ingal. Not available tc residents of Singapere 


LOTTERY WIN 

BEST CHANCE YOU'LL 

EVERY THREE TICKETS 
JACKPOTS THAN EVER 













drawn, receive the whole prize, half tickets = 


^ half prize and quarter tickets accordingly. 


The ticket-numbers are registered in your 


name before they are mailed, thus insuring 

100% security for you in case of loss. The 

full-service fee is as little as DM 21.- for all 

6 classes. (Other lotteries charge more than 

60% of the billed amount) 

x Monthly personalized statements 
of account 


x instant individual and confidential 
notification of win 


within one week of your request by check. Of 
course, if you hit a jackpot you can come in 
person to collect your prize in cash. 


If you are already our customer, please do not 
order, because you receive the ticket automa- 
tically for the next lottery. 


You can be sure you will receive fast, honest 
and confidential service. Now it is up to you, 
therefore order and mail the coupon today. 
We wish vou lots of luck. 


YOUR WINNING gm 


if coupon is missing, write for information. 





State Accredited Lottery Agent | 





‘dui.  Lotterie-Einnahme Hameln 
CT Kuhimannstrafe 1A 


ined D- ecd Hameln, Beene? 


f try my luck and order! 


All classes (1st - 6th class) 81. Eua me 








| | First Name | 
| Last Name | 
| Street /P.O.Box 
| City/Code | 
| Country 











e "8590. | 













M2; prizes of 147, ,000 USS 
S3 prizes of — 


E | . No withholding of winning 


Mail coupon to: - a 


PLEASE INCLUDE PAYMENT, WHEN YOU ORDER AFTER SEP. 23, 1988. 






1 3 prizes ¢ of 1. I 
118 prizes of 588,00 $ 
5 prizes of 588, 
Ifor 50 prizesof 58,800 USS E 
112 prizes of 294, 000 US$ 



















58,800 USS| 


6 prizes of 47 000 USS 
11 prizes of 44 ,100 USS 
4 prizes of 41 100 US$ 
4 prizes of 35 200 USS 
19 prizes of. 29 400 US$ 
27 prizes of 23, 500 US$ 
Plus 240.197 prizes 
. up to USS 17,600 
100% ; Payouts 

















-27 weekly draws with 
-Jackpots up to 1.17 Million US$ 


. Order today, win tomorrow! | |f 


Prize: are quoted i in US$ for your co 
_at the Rate USS $1. = D 
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| "Look after 

this planet, 
its the only one 
i we have.” 


A personal message from HRH The Duke of Edinburgh, 
WWE International President 


-- os 


3 Acid rain. The pollution of soils, lakes and 
rivers. The imminent extinction of species. The 
destruction of tropical forests. All these have been 
headline news for many years 

But they're only the tip of an iceberg. Put them 
all together and add in the stories which never make 

j the news, and vou begin to see the hammering the 

j world is taking from its huge and ever-growing 

human population. 

This hammering is cumulative. Every new case 
is added to the damage that has already been done, 
so that we are constantly accelerating the process 
of destruction 


Our life-support system 


All life on earth is inter-connected, dependent 
upon the physical processes taking place in the 
atmosphere and the oceans 

This natural system is our life-support system, 
and if we damage any part of it we are putting our 
own survival at risk 


Conservation, money and people 


The purpose of WWF — the World Wide Fund 
for Nature - and ali the other nature conservation 
bodies, is to limit any further serious damage and 
to restore the balance between man and his natural 
environment 

This takes money, but money alone is not 
cr ugh We also need pecoj le 

We nced people to make a personal contri 
bution by taking a responsible attitude towards 
nature in their daily lives 

We need people in positions of political 
powcr to take into account the needs of nature in 
their decisions 

We need people in international aid agencies 
to ensure that development plans respect nature 

We need people in industry to manage their 
businesses without damaging the environment 

We need people who communicate and who 
help to form opinions, to pay more attention to 
the conservation of nature 

And we need leaders of religious groups 
to emphasise the moral imperative of treating 
nature with respect 

Please take an interest in the health of 
our planet, itis the only one we have 
Write for further information to 
WWE International 
CH-1196 Gland, 

Switzerland 














A A 
- WWF World Wide Fund 
For Nature 


WWF acknowledges with thanks tbe donation of this space by The Economist Advertisement prepared as a public service by Ogilvy @ Mather 
















ver hing itself culturally t 
more now. And Japan owes something 
its poor neighbours: overseas aid is one 
way of helping, but giving work another. 
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his term as prime minister. 


Nonetheless, the men guiding the AUN 5 


Liberal Democratic party are pressing such 
changes. Mr Noboru Takeshita, the present 
prime minister, is now fighting for his own 
political life in a special parliamentary ses- 
sion devoted to tax reform. The reform is 
like Mr Nakasone's but more modest. It has 
a better chance of passing than his did. Ja- 
pan needs other changes as well if it is to 
open itself up: a reduction in agricultural 
protectionism, lower land prices through a 
cut in land-use restraints and an increase in 
property taxes. They are slowly coming 
through, and no one at the top disagrees 
with them. 
s 7 Lower down in che. ruling party fwhich 
is the only place where any radical political 
thinking is being done), the sentiment in fa- 
vour of a shake-up is more intense. Some 
re junior members of parliament say the 
e. system of political finance must be 
changed; others that special-interest politics 
“has to be replaced by a broader view of the 
. world (tell that to America’s congressmen). 
Mr Kenichi Ohmae, who runs the Japanese 
_ branch of the McKinsey management con- 
 Sultancy, says that it will be hard to crack 
special-interest control of the ruling party 
until the rigged electoral system is over- 
turned. This gives the 6% of Japan's people 
who are farmers 1896 of the theoretical vot- 
ing weight in Japanese elections, and 2596 of 
the voted weight, once the bored urban vot- 
ers have failed to cast their ballots. A his- 
toric job for Japan's Supreme Court, which 
has a voting case before it? 


Where i in the worl is Japan? 

. The changes inside Japan have made every- 
body, including Japanese, wonder whether 
it is destined for bigger things in the world. 
Japan is the world’s second-biggest econ- 
omy, perhaps its greatest financial power. 
Not Fr economic ans have been politi- 





y not hav- 









hat supports it). It sank, and l 
2780 did Mr Nakasone's hopes of extending. 
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FROM OUR TOKYO CORRESPONDENT 


N AUGUST 15th Japan will re- 
“XA member, as it does every year,.the 
nd of the Pacific war in 1945. Japan’s 
-old ` soldiers, including Mr Kiichi 
- Miyazawa, the deputy | prime: minister, 
and some other cabinet ministers, wi 
n paye RR e which 


| at Iso a number v Japanese who 
‘were executed as war criminals . Japan’ s 
| right-wing nationalists will- be out “th 
force, too, with their flag-draped loud- 
speaker: vans blaring out the old imperial 
_ war songs. There will be a lot of talk over 
‘the sake that Japan was not really to 

blame for the. war, and. that contrition 

























cal and UN But is it really so 
unnatural in Japan's case? 

Under Mr Nakasone Japan began to 
make a bigger impression on the world: de- 
fence spending rose consistently year after 
year, and Mr Nakasone spoke out firmly to 
identify Japan's foreign-policy interests with 
those of the West. His successor, Mr 
Takeshita, does not cut the bold figure Mr 
Nakasone did, but he is doing his part to 
nudge Japan towards a more active part in 
the world’s affairs. 

Mr Takeshita was far from shy at the 
Toronto economic summit in June. He re- 
minded everyone that Japan was the only 
Asian country there, and that the concerns 
of the smaller Asian dragons should be at- 
tended to. He provided some prodding on 
the question of third-world debt and aid. 
This year Japan is, for the first time, involv- 
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ing pus eh ale is a Ban nation | but 
still special, different from other coun- 
tries. Add the suspicion: that itis poin 
less to feel guilt about a war that ende 
before 6096 of the population was bc 
and about which the. „postwar gene 
tions have been taught little, ^. 
- Might this. soft anon lead: he 
Japanese, never fans of diversity, towards 
chauvinism and racism? Maybe: even 
soft nationalists are preoccupied with de- 
fining Japaneseness. But not probably. A 
more hopeful view is that Japan will-at 
last lay the ghosts of its past to rest. It | 
needs to do so, if it is to assume the se 
nior, and responsibl e, ja in \ the worl E 
it has well and truly won. E 


ing itself in a United Nations monito 
operation, the one observing sca s wi 
drawal from Afghanistan. uu m 
This sort of thing will continue, but i 
amounts to no more ien nibbling at t 
edges of the question: will Japan become. 
great power? The answer, for now, is almos 
certainly no. 
Mr Seizaburo Sato, a EE ad 
viser to Mr Nakasone, says that the g 
ness of a power is measured by four thi 
wealth, military strength, political ideas 
the will to impose them, and a culture: 
appeals to other people and can influenci 
them. The United States is the only y sup 
power.on all four counts. Japan, says M 
Sato, has the wealth; and may come to hav 
some cultural sway. But it lacks the politica 
will and the military strength. 
Mr Sato and everyone else say it is: 
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conceivable that Japan will acquire the mili- 
tary foundation on which it could build a 
superpower status. It spends a lot on de- 
fence: a shade over 1% of its gigantic GNP 
(perhaps 1.5% the way NATO counts these 
things), probably more in cash terms than 
any other country save America and Russia. 
The percentage will continue to rise, to per- 
haps half as much again, before levelling off. 
Yet, however mighty Japan’s armed power, 
and however important for the West's secu- 
rity interests in the Pacific, it will continue 
to be an exclusively defensive force. 

More decisively, Japan is not a nuclear 
power, in an era when there is no such thing 
as a great power without nuclear weapons. 
Mr Sato briskly argues that—even leaving 
political considerations aside—it cannot be- 
come one. Deterrence, he says, depends on 
having a survivable nuclear force that can 
threaten the economic and population cen- 
tres of your adversary (meaning European 
Russia). Because of geography, Japan could 
do that only with long-range land-based mis- 
siles, or with missiles launched from subma- 
rines prowling the Indian Ocean. 

Missiles based in tiny Japan would, Mr 
Sato contends, have “zero survivability” 
against a Soviet first strike. Some defence 
men would say he was wrong, but most Japa- 
nese would leap to agree with him. Subma- 
rine-launched missiles are a possibility, but 
it could take Japan on its own a long time— 
some say 20-30 years—to develop and de- 
ploy both submarines and missiles. Among 
those who think it could take Japan this long 
to become a convincing military power is a 
former American defence secretary, Mr 
Harold Brown. 

What Japan is coming to resemble more 
than anything else is the United States in 
the early 1900s. Many people forget that it 
took the shock of two world wars to turn the 
world’s then-richest country, which loathed 
the idea of foreign entanglements and 
responsibilities, into a great power. Shocks 
that could produce a similar change in Japan 
cannot be ruled out (a Europe under com- 
munism, a turn-tail America’). It is likelier 
that the world is entering a period of calm. If 
it is, Japan’s place in the world will continue 
to rest on the same assumptions and rela- 
tions as in the past few decades. 

That place is mainly defined by Japan's 
ever greater interpenetration with the 
United States. Many Japanese think that the 
gap in economic performance between their 
country and America will continue to widen 
for a while—but will then narrow, as Japan's 
natural disadvantages (especially its aging 
population) and America's inherent advan- 
tages (the suppleness of its society, its inven- 
tiveness, its ability to attract the best people 
from all over the globe) reassert themselves. 
"The twentieth century", says Mr Sato, 
"was the American century. The twenty- 
first century will be the American century." 
TTE S A A 
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Burma 


Generals under siege 


HE supposedly placid Burmese have at 

last lost their patience. What happened 
this week was the transformation of a grum- 
ble into a shout of rage: a huge popular pro- 
test against an incompetent government 
and the authoritarian rule behind it. The 
tens of thousands of people who took to the 
streets of Rangoon and other cities far out- 
numbered the students who have been dem- 
onstrating over the past few months. 

They seem to have displayed the bravery 
that comes from desperation. The soldiers 
brought in to quell the new protests had 
been seasoned by years of fighting guerrilla 
insurgencies in the north of the country. Be- 
neath Rangoon's crumbling colonial facades 
they opened fire without discrimination. 
According to one réport, troops pursued 
demonstrators into a hospital, where they 
opened fire on doctors and nurses. On Au- 
gust 10th the government admitted that 69 
people had been killed in three days, includ- 
ing three policemen beheaded by demon- 
strators. Other estimates put the dead at 
three times that number. Rioters were re- 
portedly raiding police stations and arming 
themselves with the guns they found there. 

The fury of the crowds was specifically 
directed against Burma's new leader, Briga- 
dier-General Sein Lwin. Their more general 
disgust was with 26 years of indolent and im- 
poverishing rule presided over by General 
Ne Win. When Ne Win resigned last month, 
many Burmese were aggrieved that he was 
succeeded by another general, and one asso- 
ciated with the harsh treatment of earlier 
demonstrators. 

At first, General Lwin professed himself 
willing to put Burma on a new road. He 
promised cautious economic reform to re- 
place the ossified policies of the ruling 
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Burma Socialist Programme party, which 
have made Burma one of the world's ten 
poorest countries. He seemed to recognise 
that General Ne Win's long quest for "self- 
sufficiency’’—isolation from the world and 
tight state control of the economy—had 
failed. Private enterprise would again be al- 
lowed. Foreign firms would be encouraged 
to invest in Burma. Nothing more has been 
heard of these plans. Economics is presum- 
ably far from General Lwin's mind while his 
government is fighting for its life. 

He has arrested ten of the government's 
best-known critics, among them Brigadier- 
General Aung Gyi, who published a series 
of letters to General Ne Win which criticised 
both the government's economic poligi 
and some of Ne Win's cronies, includi 
General Lwin. On August 3rd General Lwin 
imposed martial law. Two days later he or- 
dered the arrest of 149 people for taking 
part in previous protests. 

The clampdown made things worse. 
The street demonstrations became more nu- 
merous and more determined. A symbol of 
resistance, a fighting peacock, began appear- 
ing on the banners carried by the crowds. 
These banners called for General Lwin's res- 
ignation and complained about the shortage 
of rice (Burma, a fertile land, once had an 
abundance of rice). At the start of the trou- 
bles many Burmese had tried to stock up 
with rice as a precaution. The rice price 
zoomed, unreasonably but understandably 
adding to anti-government feelings. 

Even if General Lwin survives as Bur- 
ma's leader, there is growing doubt about 
his ability to carry out the thoroughgoing re- 
forms Burma needs. He had little formal 
schooling. The civil service has no econo- 
mists in senior positions. The ruling party's 
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politicians despise commerce, as Europe's 
ruling classes once treated commerce with 
contempt; though they are not above mak- 
ing money by selling western goods they buy 
on trips abroad. 

General Lwin seems unlikely to win the 
trust of the Burmese. He needs their forbear- 
ance: any important economic reform, like 
devaluing the kyat or letting in foreign in- 
vestors, would severely disrupt old habits. 
For their part, some of Burma's Buddhist 
monks have spoken: as soldiers trained their 
rifles on them, the monks overturned their 
alms bowls. It was their ultimate symbol of 
disapproval. 





China 
The mewling that 
rey ll miss 


FROM OUR CHINA CORRESPONDENT 


N THE next hour 2,500 babies will be 

born in China. Many will be doted on. 
Some, because they are girls, will be mur- 
dered or abandoned. The reason for both 
love and cruelty is the same: each Chinese 
couple is supposed to have only one child, 
and a son is preferred. Those who defy the 
one-child policy, which dates from the late 
1970s, may be fined, ostracised, even lose 
their jobs. Officials claim this is the only way 
to keep China from being swamped by a 
population already numbering more than 
1.07 billion. Even if it is, does the end justify 
the means? 

America’s Justice Department, for one, 
doubts it. [t said last week that three Chi- 
nese couples in the United States were being 
granted political asylum. Under new asylum 

tidelines, the three couples were able to 

‘xpress a fear of persecution upon 
return... because they refuse to abort a 
pregnancy or resist sterilisation.” 


A surfeit of souls 
China's: 
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Chinese officials presumably think this 
is unwarranted interference by an under- 
populated superpower; but they can hardly 
pretend that family planning in China has 
been a happy experience. Men must be at 
least 22, and women 20, before they can 
marry; couples who have a second child lose 
bonuses and preferential access to housing, 
health care and education. Officials who 
successfully enforce the one-child policy get 
bonuses; those who fail pay penalties. 

The result can be a nightmare. Pregnant 
women are browbeaten into accepting abor- 
tions—which is how a third of all pregnan- 
cies end in China, even though contracep- 
tion is both encouraged and free—and 
sterilisation. Factories sack workers guilty of 
having a second child. Local authorities 
keep dossiers listing women’s menstrual cy- 
cles. Anyone who has more than one child 
may have to pay a fine of $1,000, equal to 
three years’ wages for most city people. 

This policy (which has never been ap- 
plied to China’s smaller ethnic groups) is 
widely flouted. It gets results only in the cit- 
ies, where housing is scarce and supervision 
easy. But three-quarters of China’s people 
are peasants. Thanks to the farm reforms be- 
gun a decade ago, they have become rela- 
tively rich, One son is indispensable to carry 
on the family name and continue the ances- 
tor-worship needed for the spiritual welfare 
of the dead. Many sons mean more help in 
the fields, making the family even richer. Be- 
cause the government has trouble enforcing 
its one-child policy in the countryside, an 
unwanted daughter born there has a better 
chance to live. Even so, it has been reported 
(though denied by the government) that in 
one remote area more than 2,000 baby girls 
were killed in 1984, 

Condemning the system will not make 
China’s population problem go away. Last 
year 22m babies were born in China; only 
7m people died. The increase was roughly 
the equivalent of China swallowing up an 
Australia, a Czechoslovakia or a Malaysia. 
Since a fifth of the world's people already 
live on the 7% of the world’s land area 
(much of it barren) that belongs to China, 
the government understandably decided 
that something must be done. 

It calculated that its one-child policy 
would limit the population to 1.2 billion by 
the end of the century, and perhaps then re- 
duce it. But last year the population grew by 
1.496, the same rate as in 1986 and up from 
1.196 in 1985. If this kept up, China's popu- 
lation would have grown by half in 20 years' 
time. Hold on, though. The present surge in 
the birthrate, to 21.2 births per thousand 
last year compared with 17.8 in 1985, is the 
result of a baby boom a generation ago. 
That fecundity followed the starvation years 
of Mao's "Great Leap Forward". 

Have the Chinese thought the policy 
through to its worrying conclusion? Chair- 
man Mao used to proclaim, “The more peo- 





À precious one 


ple, the greater China's strength." In a sense 
he was right. The post-Mao policy has been 
successful to the extent that—according to 
dodgy official figures—51!296 of the babies 
born in the first half of this year will be only- 
children. The obvious implication is that 
fewer workers will have to support more old 
people. At the moment one Chinese in 12 is 
over 60; by the middle of the next century, if 
the one-child policy works properly, the ra- 
tio may be two in five. That would bring eco- 
nomic and social troubles the planners 
hardly dare imagine. 





South Korea 


A trial for 
democracy, too 


OREANS were not always so enterpris- 

ing and energetic. The Saemaul (New 
Community) movement, started in 1970, 
did a lot to persuade the largely rural South 
Koreans to think in a modern way: to try out 
new techniques, to handle credit and to 
market their goods efficiently. Some of the 
present resentment against ex-President 
Chun Doo Hwan comes from the widespead 
belief that after he became South Korea's 
leader in 1981 the aims of the Saemaul 
movement were perverted. Hence the inter- 
est in the the trial that began on August 8th 
of his younger brother, Mr Chun Kyung 
Hwan. This Chun, known as Baby Chun, 
was head of Saemaul. 


He is accused of taking bribes, evading 


taxes and embezzling more than $10m of — 


public money. He admits to receiving large 
sums of money, one from a businessman 
and another from a hospital president who 
wanted the construction of a rival hospital 
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to be stopped. He denies these were bribes. 
He ^ he is innocent of the other charges 
as well. 

—- Other members of the Chun family, in- 
cluding the ex-president, are being investi- 
gated by a committee of the National As- 
sembly. It is assumed that charges will 
follow, though probably not against the for- 
mer president himself. Mr Chun's succes- 
sor, President Roh Tae Woo, is believed to 
be anxious to clear the air over corruption 
during the Chun years quickly, if possible 


before next month's Olympics. He is also 


i” 


under pressure from another National As- 
sembly committee to publish a full account 
of the circumstances in which at least 200 
people were killed by the army during a riot- 
ous demonstration at Kwangju in 1980. 

— The opposition parties have been care- 
ful not to crow over the misfortunes of the 
‘Chun family. Korean democracy is not yet 
taken for granted. It sprang to life over the 
past year with a speed that would not have 
been possible without the forbearance of 
the generals who ran things. Nobody sniffs a 
post-Olympics coup. But the army’s pa- 
tience might be tried if ex-President—and 
ex-General—Chun were hounded too far. 
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d he iland 
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'FROM OUR SOUTH-EAST ASIA CORRESPONDENT 


HATICHAI CHOONHAVAN, at 66, 
AY no longer wants to be thought of as a 
playboy. He smokes fewer fat cigars and says 
he has given up disco-dancing. Just as well. 
The general needs to get people to take him 
more seriously: he has just become. Thai- 
land's prime minister. 

Unlike Mr Chatichai, his predecessor, 
General Prem Tinsulanonda, had been ap- 
pointed without first being elected to parlia- 
ment. He bypassed bickering politicians, re- 
lying instead on his bureaucrats. This was 
known as semi-democracy. His skilled offi 
cials helped Thailand achieve South-East 
Asia’s fastest economic growth this decade. 
Jut something else grew too: a feeling 
among Thais that they would like a democ- 
racy closer to the real thing. 

— Not long before the election on July 
25th, some university people sent a petition 
o the king complaining that General Prem 
was not democratic enough. Students 
organised protests along the same lines. The 
governor of Bangkok, General Chamlong 
Srimuang, formed a new party which de- 
nounced corruption and seemed, unusually, 
= to worry more about shaping policies than 
lining pockets. General Chamlong's oppo- 
nents derided him as a “Buddhist 
Ayatollah” (he is a vegetarian and sleeps on 
a plank). His party won a modest 14 seats. 
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General Prem refused, after the elec- 
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FROM A CORRESPONDENT IN JAKARTA 


HY should Indonesia worry about 
communism? The country's Com- 
munist party was smashed after its at- 
tempted coup in 1965, and has stayed 
smashed. Yet warnings about the com- 
munist threat are being heard almost 
daily from army chiefs and in the obedi- 
ent newspapers. The defence minister, 
Mr Benny Murdani, is the latest official 
to join the chorus. He has said that some 
hardcore party members living in exile 
are trying to regain respectability. 
The issue of communism, it seems, is 


One communist who didn’t get away 





tion, to accept another term as prime minis- 
ter, and even his military backers now seem 
ready to give politician-power a chance. 
Many of the new generation of army officers 
drank in some western ideals with their edu- 
cation. They feel more kindly to democracy 
than their predecessors, who had arranged 
11 successful coups since Thailand's abso- 
lute monarchy was ended in 1932. 

The soldiers also know that Thailand 
has become too complicated to bark orders 
to. The task of managing its diverse econ- 
omy is daunting, and economic success is 
producing businessmen who refuse to be 
pushed around. Besides, the army is too pre- 
occupied with who is to be the next com- 
mander-in-chief to worry all that much 
about running the country. 
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not entirely about communism. It has 
much to do with who will one day suc- 
ceed President Suharto. Early rumours 
of a communist revival were linked to Mr 
Sudharmono, who became vice-presi- 
dent with Mr ‘Suharto’s blessing in 
March, despite. fierce opposition from 
the army. i 

Mr Sudharmono is far from being a 
communist, though a bit too left-leaning 
for the army's taste. Its real, unspoken 
objection to him is that as the president's 
right-hand man and chairman of the rul- 
ing party, Golkar, Mr Sudharmono has 
built up a centre of power which rivals 
that of the army chiefs. Mr Sudharmono | 
does have a military background, but not 
in combat. Should the president retire or 
die before his term expires in 1993, the 
vice-president would take his place. The 
prospect sends a chill though the army. 

The soldiers hope that things will 
change for the better at the Golkar party 
congress due in October. They see the 
congress as an opportunity to get on 
closer terms with (Golkar, | an 
organisation which commands nearly 
three-quarters of the seats in parliament 
and offers an increasingly important 
path to top government office. Most of 
all, the army wants Mr Sudharmono to 
be replaced as party chairman. 

At first the generals assumed that he . 
would not offer himself for re-election as 
party chief, because the vice-president is 
supposed to be above politics. Mr 
Sudharmono has declined to oblige and 
says he will stand again. The army will 
use all its considerable influence to try to , 
get a chairman it can support. President 
Suharto, the usual arbiter in deciding 
who fills the chairmanship, has so far re- 
frained from saying what he wants. 


The politicians under General Chati- 
chai are nonetheless on probation. If his 
five-party coalition loses control of the econ- 
omy, or is even more corrupt than General 
Prem's semi-democracy was, it could have a 
short life. When the new cabinet was named 
on August 9th there were some sharp reac- 
tions to the new finance minister. He is Mr 
Pramuan Sabhavasu, a multi-millionaire 
businessman and the ruling party's chief 
bankroller. Technocrats fear that ministers 
may be tempted to spend money lavishly, 
hoping to take their cut on the contracts. 
Some will need to: politicians who spent lots 
of money buying votes need to recover their 
investment. It could be just thé thing Gen- 
eral Prem would need to justify a comeback. 
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AMERICAN SURVEY 





The battle to desegregate 


housing 


WASHINGTON, DC 


OUSING has long been the area of 

civil rights that congressmen are most 
nervous about. In the wave of civil-rights 
legislation of the 1960s, the open-housing 
law was last to reach the statute books. It was 
a notable event in that it gave a person a 
statutory right to look for housing without 
being impeded by discrimination. The fear- 
ful struggle to get it enacted left the new law, 
however, conspicuously weak in its means of 
A and it has failed to produce 

y general improvement in 20 vears. 

For half that time the civil-rights groups 
have been working to get Congress to put 
some force into the law; and this month, 
suddenly, a logjam has broken and both the 
House of Representatives and the Senate 
have passed the Fair Housing Amendments 
of 1988. The hardening of mood that has 
produced this result began to be'visible in 
March, when President Reagan's veto of a 
civilrights restoration act was resoundingly 
over-ridden. 

[n this particular election year, members 
of Congress of either party do not think it 
advisable to appear hostile to civil rights. 
The organised opposition to the Fair Hous- 
ng Amendments melted away. Even the 
real-estate lobbyists lowered their voices. 
The Reagan administration has reconciled 
itself to the new turn of events, and the pres- 
ident will not attempt a veto. Under the new 
act the Department of Housing and Urban 
Development will have power to judge com- 
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plaints administratively and to enforce its 
decisions, subject to a right of recourse to 
the courts. In addition, for the first time, 
discrimination in letting or selling housing 
will be forbidden against the handicapped 
and against those with children. 

Racial segregation in housing is so per- 
vasive in the United States that an effective 
prohibition requires powers to deal with 
huge numbers of small complaints. This is 
what the federal government has not, up to 
now, possessed. The city of Yonkers, in New 
York, has been in court for the past eight 
years as a special case, under a provision of 
the 1986 act which authorised prosecutions 
where a “pattern or practice" of discrimina- 
tion could be shown. A northern neighbour 
of New York city, Yonkers (it got its name 
from its first European landlord, a Dutch 
settler known locally as the jonkheer), with 
not quite 200,000 people, has comfortable 
white suburban life on one side of town and 
the black and Hispanic population on the 
other; that is where the public housing is 
put. The town has been discriminating offi- 
cially and systematically for 40 years or so, 
with no thought of changing its ways. The 
racial segregation of its schools has followed 
its residential segregation automatically, a 
common American urban characteristic. 

Prompted initially by the school segrega- 
tion, the National Association for the Ad- 
vancement of Coloured People attempted 
by negotiation to get the town to change its 


policy. This was during the Carter adminis- 
tration. Meeting no success, the association 
turned to the Justice Department, which 
sued Yonkers in late 1980. The trial opened 
in New York in 1983 before Judge Leonard 
Sand, who pronounced his judgment in 
1985 and prescribed his remedy in 1986. 
This included busing to desegregate the 
schools. 

The city complied, though not until ap- 
peals had been exhausted. It even accepted 
an order to put a small amount of public 
housing for poor families in scattered sites 
around the town. But it rebelled when or- 
dered to formulate the necessary tax incen- 
tives and make the necessary changes in zon- 
ing (planning rules) for a larger, publicly- 
supported housing plan for families with 
modest incomes between $15,000 and 
$32,000 a year. The refusal, by a bare major- 
ity of the town council, against the wishes of 
the mayor, brought Yonkers and its council- 
lors into direct collision with the federal 
judiciary. 

A modest and reasonable man, Judge 
Sand decided on August 2nd that the time 
had come to force Yonkers into obedience. 
Holding the city and four of its councillors 
in contempt of court, he imposed daily fines 
on the councillors, and on the city a fine 
that was to double each day, so that it would 
be bankrupt in two or three weeks. 

As it happens, the thought of civic 
bankruptcy is not as unheard of in Yonkers 
as it might be in a lot of towns. The place has 
a history of financial fecklessness. It was put 
under the oversight of an emergency finan- 
cial control board, set up by New York state, 
in 1974 and again in 1984. The second 
board had not relinquished its powers when 
the city fathers provoked Judge Sand to 
threaten them with ruin. It stepped in on 
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August 10th with a decision to take contro! 
of all the city's discretionary spending, at the 
same time putting a freeze on hiring and on 
pay increases for municipal workers. The 
chairwoman, who is secretary of state of 
New York, described the decision as a 
“wake-up call” to bring the rebellious city 
council back to reality. 

On the same day, a federal appeals court 
granted a stay of Judge Sand's penalties until 
August 17th, when it will hear the city's ap- 
peal against the finding of contempt. The re- 
spite was granted in terms that gave Yonkers 
no encouragement to expect any indulgence 
next week. Its problem now is to find a way 
to climb down. 





Schools 


Luxury of choice 


BOSTON 


T IS probably fair to say that in New 

York, Boston and many other American 
cities, few parents choose to send their chil- 
dren to the local publicly-financed school. 
They may send them there, but not by 
choice. Parents who can afford to choose do 
so either by living where there are better 
schools or by paving for private or denomi- 
national education. Inner-city schools are 
thus full of children whose parents cannot 
afford to live elsewhere and cannot pay for 
education. Many schools have few serious 
students, lots of drugs and violence, and ap- 
pallingly high dropout rates. 

The idea of giving parents of modest 
means some choice in education is now be- 
coming fashionable. In Minnesota a new law 
allows parents to send their children to any 
publicly-financed school that will accept 
them. They can go near or far, so long as 
there is room; state aid is simply transferred 
from one school to another. A three-vear- 
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old pilot scheme appears to be working well. 

A report of the National Governors’ 
Association in 1986 also backed the princi- 
ple of giving parents some choice. Arizona, 
California, Colorado and New Jersey have 
either adopted some sort of open-enrolment 
law or are thinking of doing so. Other places 
have done it for years. In Vermont and 
Maine some rural towns, too small to sup- 
port their own public schools, have long 
paid for their students to go elsewhere. In 
Cambridge, Massachusetts, parents can 
choose any school in the city’s system, pro- 
vided racial balance is maintained. 

Mr William Bulger, president of 
Massachusetts's Senate, would like to see 
the Cambridge scheme extended to other 
parts of Massachusetts. His pilot "choose-a- 
school” programme, costing only $1m, 
would have allowed students in Boston and 
Worcester to attend any publicly-financed 
school willing to take them. As in Minne- 
sota, the state would pay, taking money 
from one system to support another, The 
proposal was backed by the legislature. But 
just before he headed for Atlanta last 
month, Governor Michael Dukakis vetoed 
the plan, succumbing to heavy pressure 
from teachers’ unions and blacks. 

Why should blacks in Boston oppose 
open enrolment? The schools there are al- 
ready mostly black (whites fled the system 
after busing was brought in in the 1970s) 
and many black parents are dissatisfied. A 
voluntary programme that buses black stu- 
dents in Boston to largely white suburban 
schools has 3,500 participants and 6,000 on 
the waiting-list. Its success suggests that Mr 
Bulger's proposal would be popular with 
black parents. But their spokesmen, as well 
as school administrators and teachers’ 
unions, have been vehemently opposed. 
The professionals have an obvious stake in 
holding on to a captive clientele. The black 
resistance is more baffling. 

It arises in part because the proposal 


comes from the wrong quarter: Mr Bulger's 
sustained opposition to forced busing made 
him anathema to civil-rights activists. Suspi- 
cions thus aroused, black spokesmen argue 
that whites may well be the chief beneficia- 
ries of the scheme. If suburban schools can 
pick and choose among applicants, they sug- 
gest, they will select whites first—many of 
whom have records of academic success in 
private or denominational schools. In any 
event, they say, only the brightest and most 
athletic black and Hispanic children’ will 
gain admission. Those with special prob- 
lems (such as disruptive behaviour) will be 
left behind. A fair plan, some argue, is one 
in which the emotionally disturbed child is 
at no special disadvantage. 

The black critics also contend that Bos- 
ton's schools would be left with less money. 
Fewer students would mean commensu- 
rately less state aid. Schools already in diffi- 
culty would thus be further impoverish 
And the already widely-held assumpti? 
that Boston’s schools are “rotten to the 
core" would be reinforced. 

Mr Bulger responds that the ability to 
escape rotten schools should not depend on 
family income. The risk that some children 
will be left behind does not justify keeping 
every child trapped in Boston. And market 
pressures will encourage better performance 
on the part of the inner-city schools, which 
will have to fight to keep their students. (In 
fact, they may have to go after both the fail- 
ing and the successful pupils; in Minnesota, 
an outlying school for troubled children has 
been attracting students away from 
Minneapolis.) 

But if the idea of educational choice is to 
catch on, the fears of blacks must be over- 
come. These fears rest on a belief that, when 
unprotected by courts or explicit regulatory 
guidelines, blacks will always lose out. That 
conviction lies behind the long-standing dis- 
trust among many blacks of any program 
that rests on free-market principles. 
Bulger argues that in Massachusetts the 
state board of education could set guidelines 
to ensure equity and maintain racial bal- 
ance. Market pressures could then improve 
the system for blacks, Hispanics and whites 
alike. He is probably right, but the argument 
will have to be settled elsewhere before 
change comes to Massachusetts. 








Space 


oixth time lucky 


WASHINGTON, DC 


T WORKS. After years of delays and ago- 
nies of redesign, the space shuttle's en- 
gines roared again on August 10th with a 
force of more than 1,100 tonnes. The Na- 
tional Aeronautics and Space Administra- 
tion (NASA) hailed the moment as a giant 
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step forward. True, Discovery did not 
fly. It was held on the launch pad at 
Cape Canaveral by three-foot metal 
bolts, and its solid-fuel booster rock- 
ets were not ignited. It is a measure of 
how low expectations for the space 
programme have sunk since Chal. 
lenger’s explosion two and a half years 
ago that the mere testing of a shuttle's 
engines should be greeted with such 
joy and attention. One big hurdle re- 
mains before Discovery can fly this 
autumn: the final test in Utah later 
this month of the booster rockets, re- 
designed after causing the Challeng- 
er's explosion. 

Discovery's engine test was de- 
layed five times as new problems 
came to light, the last one just a frac- 
tion of a second before the engine 
would have been ignited on August 
^1 . Before that, the launch had been 

eatedly postponed ever since it 
was originally set, in May 1986, for a 
date 14 months away. After five post- 
ponements, the launch is now due at 
the end of September or the begin- 
ning of October. If it takes place then 
it will have taken 28 months to get it 
off the ground. 

The shuttle's agonising progress 
back towards space is easily under- 
stood. More than 200 changes have 
been made to the shuttle itself, let alone the 
booster rockets. And after ignoring the en- 
gineers who gave warnings about faulty O- 
rings before January 1986, NASA dare not ig- 
nore even the most trivial fault this time. 
The hydrogen-bleed valve that stopped the 
test on August 4th was not the kind of de- 
vice that could have caused a catastrophe. It 
was slow to close that morning probably be- 
cause the repeated delays had allowed the 
cold of the liquid hydrogen fuel to reach it 

so it had become a bit numb. But out it 

e to be replaced by another part. And 
the computer was reprogrammed to ensure 
that it was not crying wolf. 

One of the faults revealed during Dis- 
covery's preparations could still cause de- 
lays. On July 15th an engineer smelled a 
fishy smell and traced it to a leak of nitrogen 
tetroxide from a pipe within an all-but-inac- 
cessible part of one of two engines used to 
steer the shuttle. NASA decided the leak 
posed no danger during the engine test, so it 
has postponed dealing with it until after this 
week. The engineers will now try to mend 
the leak on the launch pad by going in 
through the cargo hold, cutting a hole to 
reach the leaking joint and sealing it. 

In the old days of the Apollo pro- 
gramme, NASA used routinely to ignore such 
minor problems and press ahead. Since 
Challenger, the responsibility for every deci- 
sion leading up to a launch has been vested 
with one man, at present Mr Robert 
Crippen, a former astronaut. He can still 
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waive the need to stop at every problem, but 
he will not. If anything goes wrong this time, 
NASA is finished. So delays will be a feature 
of shuttle launches. 

The delays have not gone unnoticed 
with those who want to get things into 
space. To most of them the shuttle is frankly 
unpopular. Commercial payloads, such as 
communications satellites, have long ago 
been forced to flee to expendable rockets 
such as France's Ariane. Many military pay- 
loads are also going to be launched on the 
Defence Department's own expendable 
rockets, the Titans and Deltas and the air 
force's big Advanced Launch System, which 
is still on the drawing-board. That leaves 
NASA with only its own payloads—such as 
parts of the space station and the Tracking 
and Data Relay Satellite that will go up on 
Discovery to be used mainly for people on 
the ground to communicate with future 
shuttle missions. 

One group of dissatisfied customers re- 
mains with the shuttle: the scientists. 
Astronomers and planetary explorers are 
obliged to use whatever system NASA allows 
them to, and they say NASA has consistently 
insisted that they use the shuttle. It did this 
first by providing no other large vehicles 
once the shuttle was flying and then, after 
Challenger, by starving of money the ex- 
pendable-rocket programme it was obliged 
to start. 

Many of the scientists hate the shuttle. 
It goes only to low orbit round the earth, 


CONTINUES 


whence most of their devices need to 
be pushed much higher up by their 
own rockets. It tends to be rougher 
on its payloads, which have to able to 
stand more vibration and man-in- 
duced movements. And things put in 
the shuttle have to be without many 
devices such as explosive bolts that 
could endanger the lives of the crew 
members. The shuttle, say its critics, 
is good at one thing: getting man into 
low orbit round the earth. 

The 11 shuttle flights chat NASA 
still optimistically expects to launch 
before the end of 1989 (on all three 
shuttles: Discovery, Atlantis and Co- 
lumbia) will carry three government 
communications satellites such as the 
one on Discovery, four secret military 
payloads, three orbiting telescopes (x- 
ray, ultraviolet and the big Hubble 
Space telescope) and two planetary 
missions (Magellan to Venus and 
Galileo to Jupiter). Some of the scien- 
tists say that Magellan, Galileo and 
the Mars observer mission that is due 
to go in 1990 could have been 
launched already if expendable rock- 
ets had been made available. As a re- 
sult of the delay, Galileo will have to 
go via Venus to reach Jupiter, which 
is like going from New York to Tokyo 
via Buenos Aires. NASA replies that 
no rockets were available. One scientist dis- 
agrees. A Titan rocket, he says, was available 
in 1986 for the Mars observer mission, but 
Mr James Fletcher, NASA's administrator, 
would not let the mission desert the shuttle. 
NASA has now agreed to make the Mars mis- 
sion compatible with either a shuttle or a 
rocket. 

The critics draw parallels with 1981, 
when Columbia became the first shuttle to 
fly: the press is gullibly swallowing the “ex- 
citement" of this “first” launch, while ignor- 
ing the damage that the shuttle's priority 
and its maddening propensity for delay have 
done to the space programme as a whole. 
For NASA, though, the chance to prove once 
again that it can send men safely into space 
comes first. 





Trade 


Bushakis to 
decide 


NEW YORK 


tt ICKED protectionism,” cried 

America’s trading partners as Presi- 
dent Reagan prepared to sign into law 
America's new trade policy. “A triumph for 
competitiveness,” responded the bill's back- 


ers. In fact, the new trade policy so far looks 
remarkably like the old. While the bill in- 
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creases the pressures on the president to do 
something about trade, it does not specify 
exactly what. Mr Reagan's successor will be 
able to mould trade policy in his own image, 
for better or worse. 

The trade bill covers a lot of ground in 
its 1,000 pages. Some is strewn with elec- 
tion-year pork: $2.5 billion in export subsi- 
dies for farm products, a repeal of the wind- 
fall-profits tax on oil and nearly $1 billion 
for retraining workers in industries hit by 
imports. It issues an instruction to trade bu- 
reaucrats to crack down on foreign copy- 
right and patent pirates. But the most 
controversial clauses concern the terms un- 
der which American companies can obtain 
protection from imports and retaliate 
against "unfair" foreign trade practices. 

On both these issues, the bill pleases 
neither protectionists nor free-traders. 
Though the bill makes it somewhat easier 
for American firms to obtain import relief, it 
also forces them to agree to a five-year plan 
to restore their competitiveness if they do 
so. To promote exports, the bill requires the 
administration to draw up a list of "unfair" 
foreign trading practices, and negotiate 
them away under threat of American retalia- 
tion. Though America's trading partners 
complain about this provision, it merely 
formalises a process that has been going on 
informally for years. 

The bill reduces the president's discre- 
tion in some respects, but it still leaves him 
with some scope for choice. He can, for ex- 
ample, deny an industry protection from im- 
ports on the grounds that such protection 
would either hurt the poor, or hurt national 
security, or hurt businesses reliant on the 
import in question. That ought to provide a 
free-trader with an excuse for almost any oc- 
casion. The president's new power to ban 
foreign takeovers that might harm "national 
security" offers similar room for an appro- 
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priate side-step. 

But it might require courage to exercise 
such presidential freedom, which could also 
be used for ill as well as good. Though both 
Mr Michael Dukakis and Mr George Bush 
reassuringly espouse free trade, America's 
next president may come under powerful 
protectionist pressure. Various industries 
are already gearing up. 

One such is steel. Many American steel 
firms are moving back into profit, yet steel 
makers are lobbying hard to renew import 


quotas when they expire in the spring of 


1989. Ball-bearing makers want a ban on all 
their foreign competitors’ exports to Amer- 
ica. Textile makers are also calling for help; 
they want import growth limited to 196 a 
vear. And American semiconductor firms, 
having forced the Japanese to raise the 
prices of memory chips, threaten to demand 
retaliation against Japan because it will not 
guarantee American companies a fixed 
share of its chip market. 

Already a strange alliance of liberals and 
lobbyists is striving to give protectionism a 
new intellectual gloss. One of the leading ad- 
vocates of “managed trade” is a lobbyist, Mr 
Pat Choate of TRW, a defence company. Mr 
Choate proposes that America should nego- 
tiate market-sharing arrangements with its 
main trading partners, creating govern- 
ment-run international cartels in many 
industries. 

Other backers of "managed trade" in- 
clude those, such as the Harvard Business 
Review, who tried and failed to give Amer- 
ica an industrial policy. It has also won some 
supporters among the Washington bureau- 
crats whose power and status it would in- 
crease. It does not yet seem to have made 
much impression on the presidential candi- 
dates, though Senator Lloyd Bentsen has 
some protectionist tendencies. 

An expanding economy has kept pro- 
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tectionism more or less under control in 
America this year: with exports now grow- 
ing at 20% a year, an increasing number of 
firms realise that they have more to lose 
from foreign retaliation than they have to 
gain from a tough trade stance. But a reces- 
sion could give protectionism a boost. 
America’s next president may have to ex- 
plain rather vigorously that the country as a 
whole would suffer if trade barriers went up. 





The drought 


It, too, has a 
Silver lining 


WASHINGTON, DC 


ONGRESS showed itself capable of 
rare dispatch this week when it sen 
President Reagan’s desk a bill to assuage 
effects of the drought. The bill, worked out 
by a conference between the Senate and the 
House of Representatives, was less generous 
than expected. Its total cost is put at $3.9 
billion, not much more than half the $7 bil- 
lion that has been saved from farm subsidies 
by the withering of the crops and conse- 
quent high prices. But it is still a nice bonus 
for farmers, many of whom will also get com- 
pensation for low yields, courtesy of the 
market, in the form of higher returns. 

Last month the Senate passed a bill 
whose costs would have come close to $6.6 
billion; the House’s version looked like cost- 
ing $5.8 billion. The administration de- 
clared that the Senate's bill was too gener- 
ous and hinted that the House's might be as 
well. Congress already had a long list of bills 
that it seemed intent on passing this session: 
on child care, welfare reform, food and nu- 
trition for the needy, energy and water, as 
well as the trade bill and an anti-drug 
The budget deficit looked as if it wo 
come dangerously close to the ceiling set by 
the Gramm-Rudman legislation at $146 bil- 
lion for fiscal 1989, which begins on Octo- 
ber Ist. If it exceeds $146 billion, more than 
$10 billion will be automatically and indis- 
criminately lopped off. 

The conference took these fears into ac- 
count and trimmed the cost of the drought- 
relief bill by more than $2 billion. The main 
savings were achieved by removing an ex- 
pensive provision favoured by the Senate, 
which would have compensated livestock 
farmers who do not grow their own feed 
(thus including chicken farmers and fish 
farmers). For the most part the bill achieves 
its aim by making good the money the gov- 
ernment would have given farmers to com- 
pensate for low prices had there been 
enough rain. Farmers who lose more than 
3596 of a crop will receive 6596 of the federal 
subsidy they were expecting. 

Especially rich farming businesses are to 


THE ECONOMIST AUGUST 13 1988 


AMERICAN SURVEY 


c —————————— —"————'—À—ÀÀ—À————— ee ttt tt 50-000 








Subsidies this year, gluts — and more subsidies — next? 


be excluded. No farmer can receive more 
than $100,000 in relief and no farmer with 
an annual income from crops of more than 
“` n (or from livestock of $2.5m) will be eli- 

ie at all. But congressmen could not resist 
adding some less-than-deserving customers 
to the list of beneficiaries. They left in one of 
the provisions least liked by the administra- 
tion: a special present to dairy farmers fa- 
voured by the House. The bill will increase 
price support for milk by 50 cents a hun- 
dredweight for three months beginning in 
April next year and cancel a plan to cut the 
subsidy by 50 cents in January. (At present 
the subsidy stands at $10.60 a hundred- 
weight.) Most dairy farmers are not suffering 
directly from the drought, but the price of 
their cows' feed has gone up. Ethanol pro- 
ducers will also be protected from rising 
prices by getting (at the administration's dis- 
cretion) the chance to buy maize directly 
and cheaply from the government. 

It will take the Agriculture Department 
about two months to process the money 
authorised by the bill and begin distributing 
it to farmers. When they get it, they will find 
p inducement to seek crop insurance in 

e future. The bill says that those who ac- 
cept government relief must take out insur- 
ance, but only for a year and only on crop 
losses of more than 65% of their 
yield—which is more than the average 
farmer suffered this year. 

The government will spend less on agri- 
culture than in previous years. But, if it rains 
next year, that saving will not be repeated. 
Reacting to a drought in 1983, the govern- 
ment relaxed controls on the acreage under 
maize; this caused production to increase, 
prices to drop and government subsidies to 
swell once more. It could happen again. 

Among the people hardest hit by the 
drought are the migratory farm workers who 
move from state to state seeking temporary 
work in the fields. Their services have not 
been needed much this year, and many are 
without work or income. On August 8th the 
Labour Department revealed a plan to 
spend $14.8m to help them. Existing pro- 
grammes for migrant workers were 
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authorised to spend 15% of their funds 
(about $9.5m) on health care, shelter and 
transport for migrant workers; another $5m 
has been set aside for job training for mi- 
grant farm workers. 





SDI 


Veto for the stars 


WASHINGTON, DC 


EN President Reagan vetoed the 
defence authorisation bill earlier this 
month, his main complaint was that it 
would hurt his Strategic Defence Initiative 
(spi). He objected both to the cut in money 
for the programme and to the bill’s direc- 
tions about how the money that was 
authorised should be spent. The dispute was 
more between Congress and the president 
than between pro- and anti-sDi forces. 

In a meeting at the White House on Au- 
gust 3rd, General James Abrahamson, who 
is in charge of the spi Organisation, and 
General Edward Rowny, an arms-control 
adviser who was among the first to put the 
idea of strategic defence into Mr Reagan's 
head in 1980, both argued for veto of the 
bill. Congress, said General Rowny, was try- 
ing to micromanage SDI. 

Until this year the Democrats in Con- 
gress have restricted themselves to cutting 
the administration's requests for money for 
SDi; they have not tried to say how the 
money should be spent. This year they cut 
the administration's request as usual. The 
bill sent to the president authorised $4.08 
billion for SDI (compared with $3.96 billion 
last year), mid-way between the House of 
Representatives’ $3.5 billion and the Sen- 
ate's $4.64 billion, but 1796 below the $4.9 
billion requested by Mr Reagan. The cut an- 
noyed the administration, but not enough, 
by itself, to have elicited a veto. In each of 
the past two years the administration ac- 
cepted cuts of more than 3096 in its requests 
for the spi budget. 

The sticking-point for Mr Reagan this 


year was the bill's attempt to push SDI spend- 
ing from space-based weapons to ground- 
based ones. The administration's preferred 
weapons are space-based interceptors, bet- 
ter known as smart rocks, because they kill 
simply by impact. They consist of small 
guided missiles, launched from orbiting sat- 
ellite "garages" at incoming ballistic missiles 
that are still in the boost phase— that is, still 
climbing out of the atmosphere. The admin- 
istration wants to press ahead with the 
development of space-based interceptors so 
as to have them ready to deploy as stage one 
of SDI in the mid-1990s. It has already con- 
ducted one test of the technology. 

According to the sb! Organisation, 
space-based interceptors stand a much bet- 
ter chance of knocking out enemy missiles 
than any other technology under develop- 
ment, principally because they hit the mis- 
siles while they are still in one piece, before 
they break up into many warheads muddled 
up with lots of decoys. But in April the Pen- 
tagon's own Defence Science Board poured 
cold water on the idea of space-based inter- 
ceptors. And according to some Democrats 
in Congress, notably Senator Sam Nunn 
and Representative John Spratt, the fond- 
ness for space-based interceptors has more 
to do with the fact that the spi Organisation 
is dominated by air force officers, keen to 
get their favourite devices into space, than 
with any good strategic reason. They argue 
that ground-based missiles, and ground- 
based free-electron lasers, stand a better 
chance of working in the near future and 
that such systems are being neglected. 

The defence bill reflected their views. It 
cut from $330m to no more than $85m the 
administration's request for space-based in- 
terceptors and it insisted that no less than 
$330m go towards ground-based missiles 
and no less than $225m towards the free- 
electron laser. Hence the boast in the House 
Armed Services Committee’s press release 
when the bill was passed that it took “the 
stars out of star wars". Mr Spratt also won 
an amendment on the floor of the House 
that would limit to 4096 the money that 
could be spent on sDi's stage one. He and 
Senator Nunn want a system that might 
work against accidentally-launched missiles 
rather than an immediate attempt at a fully- 
fledged defensive shield. 

The president does not like these at- 
tempts at interference. Yet they come from 
SDI's friends. For the Democrats who have 
tried to "micromanage" star wars are south- 
ern hawks who support the general idea of 
strategic defence, not northern doves who 
would kill the whole programme. With this 
in mind, some interpret the president's veto 
as a nakedly political act designed to throw 
into relief the Republicans' support for a 
strong defence in the election campaign. 

Congress is in no mood for compro- 


mise. It plans to attach the entire 
authorisation bill as an amendment to the 
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l ywood script Ml i 
s back to 
vork we go 


ABHINGTON, DC 


TRIKES are going out of fashion in 
America, except among the well-to-do. 
he union federation, the AFL-CIO, firmly 
dvises its members to use other forms of 
ressure to get their way if they can, and 
many do. Some of the better-off, however, 
still do things the old way. Among the mem- 
orable strikes of recent years have been 
yose by the air-trafhe controllers in 1981, 
he professional football players in 1987 
and, most recently, the Hollywood script 
writers. This last ended on August 7th, 


Cabling up 


NEW YORK 





HE age of cable television has arrived 
in America. For the first time there 
are more Americans with cable television 
than without it. Some 52% of households 
with television sets now spend an average 
"of $13.27 a month to watch basic cable 
= television programmes: less than the cost 
< of two tickets to a first-run movie in New 
~ York. Since November 1970 the number 
. of cable subscriptions has multiplied by 
. more than ten. 

... Some 7m-8m potential viewers have 
, fled the generalised pabulum of the three 
big networks—ABC, CBS and NBC—for 
programmes that seem to be directed par- 
. ticularly at them. Cable allows people to 
. watch what they really like as much as 
. they like, whether it E sports, news, busi- 
. ness, children’ s programmes, music, sci- 
. ence or religion. The formula .of special 
programmes for special markets is clearly 
a success. 

Although the networks are still forbid- 
den to own cable systems (the hardware), 
. they are allowed to. buy and manage cable 
networks (the companies that put out the 
. programmes), and they are hurriedly 
.. catching on to cable’s charm. Nhe Cono 
Cities owns 8096 of ESPN, which offers 
round-the-clock sports programming of 
every variety. It also has a minority inter- 


































which offers original plays and shows. NBC 
ds about to inaugurate. a financial and 
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~ America, he had been on strike against the "m EP iere. 


Alliance of Motion Picture and Television 
Producers for 153 days, voted by 2,111 to 


412 to approve a new contract. 
The end of the strike will 


ing audience has. dropped from 9096 at the 


start of the 1980s to 7096, feared that they 
were losing more of their share to cable tele- ~ 
vision services such as Home Box Office. 
( HBO) andto independent stations (see box)... - 

‘The strike was not about wages and | 
fringe benefits but a complicated argument _ 


over payments for re-runs of hour-long tele- 
vision plays in the United States and abroad 
(the more popular half-hour series were not 
an issue). Both sides made concessions over 
re-runs in the United States, where the mar- 
ket is flat and producers are worried. The 
writers abandoned their $16,000 fixed mini- 
mum payment in return for a share of the 
fee paid by the distributors to the producers. 
As a result, some of them may find them- 


sports-news programme to compete with 
Financial News Network and Mr Ted 
Turner’s Cable News Network. All the 
big three hope to get permission from-the 
Federal Communications Commission to 
own cable systems, a change supported by 
the Reagan administration (if the ban on 
ownership is lifted, competition will prob- 
ably push the high price of systems even 
higher). 

If they can, the big three networks 
would also like to be rid of the regulatory 
prohibition, up for review in 1990, that 
prevents them syndicating their own suc- 
cessful television series: "Dallas", for ex- 
ample, or “Miami Vice". The profits from 
syndicating network hits to cable and in- 
dependent television stations are huge. 
Viacom International expects to. receive 
$600m in revenues and $200m in profits 
from selling the first cycle of NBC's “The 
Cosby Show”. 

Mr Sumner Redstone, the chairman of 
-Viacom and owner of 550 movie screens 
under the Multiplex trademark, believes 
the future of cable television is "the soft- 
ware that is driving cable". Viacom has 
developed its own profitable niches in mu- 
sic and children's programming. Its MTV 
network, which features rock-music vid- 
eos, is available to 41m ND 
Nickleodeon, which puts on children' 
shows like the popular "Double Dare", 
has a potential audience of 4lm young 


be a relief to . 
the three television networks, whose annual 
launching of new shows in the autumn has ~ 
been delayed at least until October. The ner . 
works, whose share of the prime-time view- `` 





Pf a retaining a ier 1 $4000 n minimum a 
payment or being paid 1.296 of a show's 
gross foreign earnings after it has earned an 
agreed sum. If sales “abroad: continue 
well; this could amount to an extra | 
each. The writers agreed to surprisingly- 
modest increases in basic minimum pay- 
ments for scripts, amounting to 5% this 
bin 5% next, nothing in 1990 and only 

%in 1991... 
he writers als 
















first sd fot T 
rewriting their ion plays, if 
needed. They alre his right of first 
‘rewrite for films, and haven now also gained it 
for a second rewrite as well, if a film has a 
new director or principal actor. 

Was it worth it? The guild is proud T 
its members, many of them young and in- 
tensely ambitious, held together l--- 
enough for a deal to be negotiated. The ; 
ducers. claimed to be pleased as well. But 
their negotiator, Mr Nicholas Counter, ob- 
served: ' ‘Nobodys wins a strikes 












e aont, Trona these 
| ~ popular programmes, how- 
ever, can be difficult. Some | 
E/— American programmes do . | 
not sell in foreign markets; . 
oe Nickleodeon' s children's > 
| shows, for example, are . 
b thought ERAS for 

| Europe. —— 

d Plenty. of cream remains | 
in. the domestic bottle. | 
- Some 43m American 
~~ homes with television sets | 
still have no cable services. Hence, per- E 
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haps, the long wait on the telephone when | 
potential subscribers try to get through to |. 
Manhattan Cable, the franchise holder in | 
the richest borough of New York. 
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Inshallah, it's over 


HE Gulf war's eight-year tragedy seems 

to be closing in pantomime and jokes. 
The audience, laughing nervously, is begin- 
ning to believe this really is the last act. 

The compére is Mr Javier Perez de 

uellar, secretary-general of the United Na- 

ns. He has had three exciting and frus- 
rating weeks. Iran, after a year's delay, ac- 
cepted the UN's ceasefire resolution on July 
18th. The Iraqis, who had accepted it at 
once, felt upstaged. They thought their re- 
cent military successes deserved all the ap- 
plause that was going. 

When the Iragis sulkily demanded di- 
rect talks with the Iranians, most observers 
supposed they were merely trving to steal 
the show back again. Saudi Arabia and Ku- 
wait, which have together contributed 
around $30 billion to Iraq's'war effort and 
are desperate for quiet times, leaned on Iraq 
to drop the demand. Iraq, on centre-stage 
again after its tantrum, was persuaded to 
bow to the UN's will. Mr Perez de Cuellar 
complained, smiling broadly, that his quiet 
weekend had been ruined. He had brought 
off the biggest coup in the UN's peace-mak- 
ing history. 

The secretary-general urged both sides 
to put down their guns at once rather than 
wait for the truce-dare. Iran's military chief, 
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Mr Ali Akbar Rafsanjani, promptly agreed; 
Iraq's leaders were non-committal but an- 
nounced a three-day holiday to honour “a 
great victory". The Iraqis had a big party; 
the presidential guard fired into the air and 
danced with the crowd it was formed to con- 
trol. Kuwait too declared a public holiday. 





Rafsanjani said yes, yes, yes 


The Saudi Arabians congratulated both 
sides, as though. it were a wedding. 

Westerners were more cautious. The 
American defence secretary, Mr Frank 
Carlucci, said that peace would enable most 
of the 27 American warships in the area to 
be pulled out, leaving three or four, but that 
"it behoves us to allow a prudent amount of 
time" before cutting the force. The British 
said their flotilla would stay for the moment, 
but they have sent a man to Tehran for 
three weeks. Britishi diplomats think full re- 
lations with Iran may soon be restored; they 
contemplate the ambassadorial job with 
mixed nervousness and ambition. 

Japan has offered— whether out of gen- 
erosity or avarice is not clear—to help re- 
build Iran's war-ravaged areas. Italian and 
Australian ministers visited Tehran after 
the agreement. The rich countries’ sudden 
rush of warmth towards Iran must confirm 
Iraq's worries about being deserted for an 
even bigger prize. The Iraqi foreign minis- 
ter, Mr Tariq Aziz, muttered that "Iran may 
have no friends, but it has plenty of suitors.” 

Commercial interest in both countries 
has suddenly strengthened— not. surpris- 
ingly, since rebuilding oil installations alone 
will earn the lucky companies that get the 
contracts around $25 billion. Iranians and 
Iraqis are bringing hard currency home fast: 
the black-market rate for the dollar in both 
countries crashed after the agreement was 
announced. Even the arms companies are 
not downhearted. There are two shattered 
armies to rebuild, and if peace lasts two arms 
embargoes will be lifted. Other Gulf coun- 
tries may put off panic buying, but they will 
worry that expansionist Iraq may turn its 
eyes towards Kuwait. 

Global rejoicing is tempered with un- 
ease. Establishing a ceasefire may have been 
the easy part of implementing the Security 
Council’s Resolution 598, which calls for a 
“comprehensive settlement” of outstanding 
issues between Iran and Iraq. The two coun- 
tries will start talking about them in Geneva 
on August 25th, and could go on for years, 
or until they start to fight again. The knotti- 
est of all the issues concerns the ownership 
of the Shatt al-Arab waterway, which di- 
vides the two countries and offers Iraq's 
only access to the open sea. 

The last attempt to settle this point of 
national honour, the Algiers accord of 
1975, gave Iran sovereignty over part of the 
Shatt. President Saddam Hussein himself 
signed that document for lraq, but saw it as 
à humiliating concession, made only be- 
cause the Shah of Iran was then strong 
enough to trade it for abandoning his sup- 
port of Iraq's rebellious Kurds. Mr Hussein's 
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HE United Nations is not famous for 
| preventing international conflicts; 
but its forces and observers have limited 
„or ended a surprising number of wars in 
the past 40 years. À vanguard arrived in 
the Gulf on August 10th. Eventually the 
inelegantly-named 350-strong UNIMOG, 
the Iran-Iraq Military Observers’ Group, 
will be spread along the belligerents’ 740- 
mile border to watch for violations. 
The first UN observers were posted in 
Greece in 1946, to discourage that coun- 
try's northern neighbours from meddling 
in its civil war. Since then several hundred 
_ thousand soldiers from more than 60 
: countries have risked and sometimes lost 
their lives serving the UN in areas as far 
apart as the Caribbean, Sinai and Papua 
; New Guinea. 
« -. Only once has a fa force been 
mustered under the UN flag to rescue an 
invaded country; that was in the very spe- 
cial circumstances of the Korean war of 
. 1950-53. Other UN operations have been 
more limited, although large forces have 
sometimes been assembled; at one point 
almost 20,000 men were on duty to help 
the- former Belgian. Congo (now Zaire) 


e main reasons. ior Es lran foe years 
ter; at what he mistook for a moment of 
anian weakness. Iran says the pre-war bor- 
mentioned by the resolution is that set 
the Algiers accord. Iraq says no: the line 
be renegotiated, and meanwhile the 
att must. be dredged so that both sides 
use it. 

f the border: were renegotiated, Iraq 
d have achieved one of its. main war 
. Iran, for its part, wants a favourable 
ict from the “impartial body” which 
consider who started-the war and is 
y, with qualifications, to blame Iraq. 

uch a judgment will be the Iranian govern- 
ent's only defence against radicals at home 
o blame it for giving up the fight with the 
gis unpunished. The Iranians would, 

reover, like a verdict that obliges [rag to 
damages to cushion their bank balance 
d assuage their pride, | 

The rest of the UN resolution is simpler. 

last withdrawals to the frontier between 
two countries are expected to take place 
after the firing ceases; but neither side 
nger- holds much of the other's land 
yway. The Red Cross is likely to resume 
istering prisoners of war in September. 
iere are said to be 70,000 Iraqi prisoners 
an and 30,000 Iranians in Iraq. Iran may 
ventually stop supporting northern Iraq's 
bellious Kurds, and Iraq, for its part, may 
bandon the: Iranian guerrillas of the Na- 
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Nretched are the peacekeepers 


through its troubles of 1960-64. Broadly 
speaking, the orders of the “blue helmets" 
are to prevent fighting, not to fight. 

* The simplest of the complicated tasks 
ése to them is the supervision. ofa 
truce agreement | in which two combatant 
armies promise to respect a clear dividing. 
The UN forces in Cy- 
olan region have po- 


















prus and in. 
liced buffer z 
group in’ K 
ceasefire’ line 





s watched over a 
e 1949. For the. 
mbled in Iran and 


tion of salients ih each other's territory; 
then to ensure that the international fron- 


a. sly; there is an unresolved 
dispute about ere the frontier actually 
runs along the Jhatt al-Arab waterway, so 

for the first time the UN peacekeepers will - 
need a small naval unit. An extra com- 
plication is that irregular fighters from 
both Iran and Iraq may break the cease- 
fire, showing less respect than the regulars 








tional Liberation Army. 

So is it peace at las? War-risk insurers 
were betting a qualified yes. They lowered 
their rates for Culf shipping this week, but 
not much: not even by half. 





Palestinians 
Letme go, - 
take me back 


FROM OUR LEVANT CORRESPONDENT .. AMMAN 


HE Palestine Liberation Organisation is 
À. handling the crisis created by King Hus- 
sein's withdrawal of Jordan from the West 
Bank uncommonly coolly, for the good rea- 
son that the king’s move sends some cold 
winds blowing : about the PLO's feet. In pub- 
lic, the organisation has to make approving 
noises, because King Hussein has merely 
done what it had often asked him to do. The 
private reaction is anger and dismay, be- 
cause the king's aim is assumed: to be the 
PLO's discomfiture. © 
Behind the usual bureaucratic bs reac- 
tion—the setting up ofa ten-member com- 
mittee to draft “ ‘position papers" for a meet- 
ing of the PLO’s parliament—Mr Yasser 
Arafat is uneasily aware that he himself pro- 
vided King Hussein with reasons to act. At 
the Arab summit in Algiers in June Mr 
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 pected to police a vast te y 
factions, and maybe outsid st ; 


4 supervise the evàcua- ^. gle for supremacy. The Ui 


- ballots. But what if some DEOR to » bulles? 





or the UN's people. 

The worst predicamen Or peace 
ers is the one they face in Lebanon, i in an 
area without effective government and in- 
fested with irregular forces. s UN, itself 
a club of governments, has always had dif- 
ficulty dealing with private armies, tribal- | - 
based guerrillas and the like. Although UN f 
soldiers can sometimes provide vital sup- — 
port for a weak regime, the governments - 
which control them from back home sel - 
dom show the will to risk having their 1 
men killed in order to: establish order in à 
troubled region. p? | 

That bleak prospect E s the solb 
diers who, if the latest nej tiations about . 
Angola and Namibia bear fruit, will be ex- © 
7 ~ = 
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bir drawn up when the Security c Chun. F 
cil adopted its Resolution 435. in 1978, 

envisages a 7,500-man for | r 
ring until a free election 
new government for th 
enough, if the voters p 







The commander of the projected interna- 
tional force could find himself with one of 
the nastiest jobs a peacekeeper has ever 


| “been handed. 
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Arafat formally asked the ss to relinquish 
Jordanian tutelage over the West Bank be- 
cause the Palestinian intifada or uprising 
there had made it unnecessary. At the same 
meeting the PLO claimed to represent all Pal- 
estinians, including the considerable num- 
ber living in Jordan itself; it ruled out a joint 
Jordanian-PLo delegation to any Arab-Israeli 
peace conference; and it said that in the fu- 
ture it should be the channel for all aid t 
Palestinians in the West Bank. The king w 
predictably indignant, 

To be sure, the i impact of dis king's mea- 
sures will not be quite as drastic as the PLO 
first thought. Jordan's supervision of such. 
things as schools, hospitals and professional 
associations in the West Bank and Gaza 
Strip was already pretty relaxed. The Jorda- 
nians have promised to go on providing aid 
to stranded Palestinian students as well as to 
the widows and families of people killed or 
imprisoned. The termination of the Jorda- 
nian civil service on the West Bank affects 
only 3,500 Di of 5,200 regular employees; 
the other 16,000 workers were on contract. 
The total ah bill of both groups 
amounted to no more than $5.5m a month, 
a figure well within the affluent P PLO's finan- 
cial capacity. 

. The real problem is how : to get the 
money into the occupied territories over the 
ped Israel. has created: Mr Arafat 

claims that the PLO has been able to send 
$193m into the territories sir ice ! the uprising 
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ow will she get paid? 


began last December, but the transfers were 
by clandestine, improvised methods. Now 
the PLO needs open and regular channels. 

And the PLO is stuck with a wider ques- 
tion of what it is now to do about the West 
Bank. In principle, the next step should be 
the declaration of a Palestinian government- 
in-exile. All the usually quarrelsome groups 
in the PLO agree that this has now become 
inescapable. If Jordan will not provide a 
home for the government-in-exile—as it 
presumably will not—the alternatives are 
lraq and Tunisia. If the choice goes Iraq's 
way, the PLO is prepared to face the disap- 
proval of Iraq's enemy, Syria. As explained 
by one of its leaders, “After what Syria has 
been doing to our people in Lebanon, it can 
go to hell.” 

The trouble is that logically the creation 
of a government-in-exile should be preceded 

the proclamation of an independent Pal- 
9. state. This will be done, it is being 
said, early next month. Will it; and by 
whom! The PLO recognises that the decision 
has to be left to the leadership of the 
intifada inside the occupied territories. This 
is in line with the cautious hands-off attitude 
which the PLO has adopted towards the 
intifada from its beginning. It feels a mix- 
ture of admiration and shameful guilt that 
the insiders in nine months have achieved 
more than the outsiders had done in 40 
years. 

There still remains the ultimate quirk in 
the whole business. Most-people within the 
PLO believe that, if a Palestinian state and 
government-in-exile are declared to be in ex- 
istence, they should have a confederal rela- 
tionship with the state and government of 
Jordan. Which would mean working a way 
back into that old Palestinian-Jordanian em- 
brace which both Mr Arafat and King Hus- 
sein seem, but may only seem, to have 
rejected 
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Angola and Namibia 


Endgame, maybe 


ALES the Gulf, Angola: or so the peace- 
hunter will now be hoping. In southern 
Africa three months of intensive diplomacy 
have produced a military result. On August 
8th Cuba and South Africa (plus, slightly on 
the sidelines, che government of Angola) an- 
nounced that they would stop shooting at 
each other -in southern Angola, and the 
South African foreign minister, Mr Pik Bo- 
tha, said his country's troops would start 
pulling out by August 10th. This ceasefire 
could blossom into full peace both for An- 
gola and for Namibia to its south; but there 
are three possible snags to watch out for. 
The Cubans have. still not said when 
their troops will leave Angola. They are sup- 
posed to name a date by September Ist, 






FROM OUR CAIRO CORRESPONDENT 


AITING in a Cairo hotel, Mr 

Fayez Abu Rahmeh felt that famil- 
iar sensation when, on August 10th, a 
planned meeting between himself, sev- 
eral other Palestinians and Mr Richard 
Murphy, an American assistant secretary 
of state, was called off. Three years ago 
Mr Murphy had carefully avoided an- 
other meeting which could have implied 
American recognition of the Palestine 
Liberation Organisation. This time he 
did not object to Mr Abu Rahmeh, who 
is the head of the Gaza Bar Association, 
or to the Jerusalem journalist Mr Hanna 








Siniora. But Mr Nabeel Shaath was un- 
acceptable because he once represented 
the PLO at the United Nations and is 
thought to be close to Mr Yasser Arafat. 

It is important for American diplo- 
mats to know which Palestinians are ko- 
sher. Their government promised Israel 
13 years ago that it would not talk to PLO 
members; the promise passed into Amer- 
ican law three years ago. So the rLo's 
views must be represented by non-mem- 
bers, or by subterfuges. After the Israelis 


PLOdding on in America's wake | 


when “all the South African soldiers are 
meant to have gone. The Cubans have said 
they would like to take four years leaving; 


outh Africa wants them out in seven 
months, The South Africans say that, if the " 
Cubans do not offer a satisfactory with- | 


drawal timetable, they themselves will stay 


on in Namibia and refuse to implement the 


ten-year-old United Nations plan for that 
country's independence. That would leave 


South African troops along Angola's bor- i 


der. Peace would be off. 

If the Cubans offer to get out fast 
enough, Namibia's independence might still 
be blocked by an argument over its constitu- 
tion. The South Africans, who administer 


the territory in defiance of the United Na- — 


tions, have spent several years trying to ar- 
range the sort of constitution they like: one 
that guarantees white people’s privileges. A 
substantial minority of Namibians are pre- 


pared to work with South Africa, but very 








invaded Lebanon in 1982, the Ameri- 
cans tried to arrange a ceasefire in Beirut. 
A participant vividly recalls the Leba- | 
nese interlocutors shuttling through 
their prime minister’s dining-room be- 
tween “the PLO in the kitchen and the | 
Americans in the living-room”. 

American diplomats in the Middle 
East may be fellow-guests with PLO mem- 
bers at a large cocktail party, but not at a 
dinner for eight. It is dangerous to break 
the rules. In 1979 Mr Andrew Young, 
who was then America's ambassador to | 
the United Nations, had a chat with the | 
PLO's chief observer at the United Na- | 
tions. The Israelis found out, leaked the | 
news, and Mr Young had to resign. 

In 1974 the UN (with some dissenters) 
recognised the PLO as “the sole legitimate 
representative of the Palestinian peo- | 
ple". That year a member of Mr Henry 
Kissinger's staff was sent at least twice to 
meet Mr Arafat's people in Europe. Af 
ter the Lebanese civil war broke out in 
1975 some of Mr Arafat's security men 
were assigned to the American embassy 
in Beirut. How hypocritical the Ameri- 
can boycott of the PLO is, say nice- 
minded people, not realising how un- 
nice Middle East politics is. 

The PLO wants American recognition 
but will not get it until it renounces vio- | 
lence and recognises Israel. In the ninth | 
month of the Palestinian uprising, with | 
King Hussein of Jordan washing his | 
hands of the West Bank, the PLO is more 
than ever tempted to accept America's | 
conditions. Meanwhile it must put up 
with coffee in the kitchen. 
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Pik and Pieter map out South Africa’s withdrawal 


few of them, black or white, want such a 
constitution. The United Nations plan pre- 
scribes a constituent assembly elected on a 
one-Namibian-one-vote basis. The South 
Africans say they accept the UN plan. But 
since a free vote would very likely give the 
SWAPO party they detest power in Namibia, 
they may be hard to pin down. 

The third problem is UNITA, the rebel 
movement led by Mr Jonas Savimbi that, 
with South African and American help, is 
fighting Angola's fadingly Marxist govern- 
ment. After this week’s ceasefire announce- 
ment, UNITA said it would carry on its war 
until the government agreed to negotiate 
with it. The government refuses. It may 
hope that UNITA will be so weakened by the 
South African departure and a possible 
change of administration in America that 
the Cubans can wipe it out before they go. 

To persuade South Africa to go through 
with Namibian independence, the Cubans 
may offer to leave southern Angola 
promptly, while staying longer in the north. 
The rebels in the south of the country have 
been supplied by South Africa; indepen- 
dence for Namibia would complicate that 
route. In the north, American weapons 
reach UNITA across the border from Zaire. 
UNITA has too large a following among An- 
golans to be easily disposed of. The United 
States, and most other western countries, 
would like the government to accept Mr 
Savimbi in a coalition. Presumably the 
South Africans still want that, and would go 
home happier if Mr Savimbi still had guns. 

Can Cuba insist on pulling out of An- 
gola so slowly that it will have time to de- 
stroy Mr Savimbi's guerrillas? South Africa 
is leaving southern Angola, but it can return 
at will so long as it holds Namibia. It is not 
yet firmly committed to the sort of indepen- 
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dence for Namibia that would put a hostile 
black government in power there. If the cal- 
culation is delicate for South Africa's Presi- 
dent Pieter Botha, so it is for Cuba's Presi- 
dent Fidel Castro too. 





South Africa 


Please come to 
the polls, or else 


FROM OUR SOUTH AFRICA CORRESPONDENT 


S THE South African government be- 
gins to build its new political order, the 
cracks in the structure are already starting to 
show. The government is selling its propos- 
als hard and toughening laws against those 
who do not like them. But at the same time 
"moderate" black leaders, whom the gov- 
ernment was relying on to make the new 
deal look multiracial, are dropping out. 

October's municipal elections are the 
cornerstone of the planned new edifice. The 
government needs a high turn-out in black 
townships to repair the damage done bv the 
revolt in 1984-86, when dozens of council- 
lors, accused of collaboration and terrorised 
by mobs, resigned. Several more black town 
councils have been dissolved and placed un- 
der government-appointed administrators 
because of councillors' corruption. 

Once it gets the cornerstone in place, 
the government plans to build on it. The 
newly elected township councillors will form 
colleges to elect nine of the 15 black repre- 
sentatives on the proposed National Coun- 
cil chat will "prepare a constitutional dis- 
pensation which provides for participation 
by all South African citizens in the process 
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of government”. If the poll is low, then the 
credibility of the councillors and, by exten- 
sion, of their representatives on the Na- 
tional Council, will be suspect. 

The government has reason to worry. In 
Soweto, in 1977, the poll was less than 6%: 
in 1983, less than 11%. To boost the vote 
R5m ($2m) is being spent on a campaign of 
newspaper and television advertisements. A 
comic strip called "Voring Tales", featuring 
two squirrels, tells "the story of how you can 
make it happen". The advertising company 
responsible has asked that the campaign 
should not be judged on its first exposure. 
To enable people to vote inconspicuously, 
and thus avoid intimidation, legislation has 
been passed to allow voting between 16 and 
four days before the polling day on October 
26th. Advocating a boycott of the vote will 
now be punishable by a fine of as much as 
120,000 ($8,000), or up to ten vears in jail. 

Events will show whether these m 
sures can produce a convincing poll. T... 
government's hopes, meanwhile, have suf- 
fered a blow on a different front. 

The leaders of South Africa's six tribal 
"homelands" are supposed to make up the 
rest of the National Council's black mem- 
bership. In early August three of them said 
they would not serve on it. The Zulu leader, 
Chief Mangosuthu Buthelezi, had already 
refused to take part. Now Mr Enos Mabuza 
of Kangwane, who is friendly with the out- 
lawed African National Congress, Mr 
Kenneth Mopeli of Qwaqwa, and Mr Nel- 
son Ramodike, a former trafhe policeman 
who is chief minister of Lebowa, have 
snatched a brief moment of glory by spurn- 
ing membership of the council. Like Mr 
Buthelezi, they do not want to serve on an 
advisory body—the council can only make 
recommendations to  parliament—while 
other black leaders like the ANC's Mr Nel- 
son Mandela remain in jail. 

The minister for constitutional devel 








The results of the last elections 


THE ECONOMIST AUGUST 13 1988 








.— Hong Kong works | 


dd : a For detailed information about Off-Shore Manufacturing i in 
Hong Kong, contact the following Hong Kong Government 


ar 
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Hotel 


Discerning visitors to New Yo 
le, one block from Ce 
Park, for its consistent excellen i 
The solicitous staff is ever eager 
please. Each guest room has a 


A proud recipient of the Mobil E 
Award for 20 consecutive years. < 


Industrial Promotion Offices: 
| s TV, VCR and Stereo. 

London . Fax: O1-493-1964 . Tel 01498-5821] 
Tokyo Fax: 03-446-8126 Tek 03446-8111 
Brussels — Fax: 02-640-66-58 Tel: 02-648-39-86 . 
New York Fax: 212-308-7821 Tel: 212-252-3880 

212-182-3688 
San Francisco — Fax: 418-421-0646 Tet 415-056-4560. 
Hong Kong Fax: (852) 3-604633 









The fees Flight ee) Fund Limited 
has been expanded into a 12 share class roll-up 
_ offshore umbrella fund by the addition of 6 funds: 


The 1992 Fund 
Convertible and Equity Fund 
Gilt Plus Fund 
. Prime Bond Fund 
High Yield Bond Fund 
Balanced Growth Fund 








* b “Roll-up funds offer the significant EA of 
S simplified administration ~ reducing paperwork. 


54 The Budget changes to income and capital 
ie gains tax rates have removed the tax disadvan- 
tages of roll-up funds for UK investors who fully 
utili e their capital gains tax allowance. 








Tt e 3992 Fund is the first to focus exclusively 
a nvestment implications of “Europe 1992". 


13 1988 . 


Tel: (892) 3-7222434. 
One Stop Unit, H/F, Ocean Centre, e s 
5 Canton Road, Kowloon, Hong Rong. 





New York 1002 





1 
Telex 620692 


UNTIL 
12 AUG '8g 


| The other 5 new funds offer timely invest- - 


ments in defensive and yield-oriented securities. 
Initial charge is 4%, 1% discount until 12 


August 1988 (except on Money Funds); annual 


management fees 0.4% to 1%. All share-classes 
have been admitted to the Official List of the Inter- 
national Stock Exchange, London. 


GENERAL INFORMATION 
Investors are reminded that as a consequence of 
the general nature of the investments held and of 
possible exchange and interest rate fluctuations 
the value of their shares and the yield from them 
may go down as well as up and that past perfor- 
mance is no guide to the future. Also deduction of 
the Fund's initial charge (where applicable) means 
that if an investor withdraws from the investment 
in the short term he may not get back the amount 
he has invested. 
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Member of The Sharp Group since 1967 
Madison Avenue at 76th Street 


Cable The Cariyle New York 


Telephone 212-744-1600 
FAX 212-717-4682 
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PO Box 188, St Pete Po 
Guernsey, Channel Islands 
Telephone (0481) 712176° 

or Telex 4191284. GFFUND - 


; Please send me a prospec 
Guinness Flight int ion 
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Sex change in Uganda 


FROM OUR EAST AFRICA CORRESPONDENT 


AKAI district, in south-east Uganda, 

was hit early and hard by alps. At 
first people thought it was witchcraft, or 
(maybe not so far wrong) a scourge 
brought by the Tanzanian soldiers who 
invaded the country in 1979. Now they 
know it is a sickness transmitted by sexual 
contact. The poorly educated population, 
at risk because it lives on a much-used 
trade route, is intelligently doing its best 
to protect itself. 

For this success Uganda's government, 
whose minister of information has had a 
reputation for eccentric brilliance since 
his Cambridge days, deserves credit. Us- 
ing the slogan "Zero Orazing"—no sex 
except with your spouse (or spouses, if you 
are Muslim)—it advertises restraint. Post- 
ers warn people to "beware the sweetness 
and splendour of sex”. 

Fear has worked: people have seen the 
link between sex and death. Everybody in 
Rakai district knows somebody who has 
died of AIDS leaving dependants, and the 
immediacy of the danger seems to be 
changing people's behaviour. Something 
similar apparently happened among ho- 
mosexuals in San Francisco, where the 
spread of the disease slowed in 1983, be- 





ment, Mr Chris Heunis, is trying to make 
the council sound a bigger deal by stressing 
that it is a means to further change, not the 
end of the reform process."The door is 
open," he says. So far hardly anybody seems 


— to be coming through it. 





Canada 


The beer bubbled 


FROM OUR CANADA CORRESPONDENT 


F, AS Clement Attlee once said, the Brit- 

ish House of Lords used to resemble “a 
glass of champagne left standing for a 
week," then the Canadian Senate was until 
recently the flattest of beer. Although it has 
almost as much power as Canada's House of 
Commons, it has never vetoed any legisla- 
tion. Georges Casimir Dessaules personified 
its reputation for silent senility: he died in 
1930 at the age of 103 without taking part in 
a debate for 23 years. 

For the moment, at any rate, this has 
changed. The present Liberal-dominated 
Senate, sprightly rather than somnolent, is 
preparing for its toughest stand yet against 
the government. This month it may both 
force the Conservative prime minister, Mr 
Brian Mulroney, to call an early election and 
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fore most of the public education pro- 
grammes started. 

In San Francisco they chart progress 
by blood tests. There are none for Rakai's 
peasant farmers and petty traders, so an- 
ecdote has to be the measure. A parish 
priest, Father Augustine Masaka, thinks 





Learning restraint 


sabotage his most important venture, the 
free-trade agreement he signed with Presi- 
dent Reagan in January. 

Mr Mulroney's landslide victory in Sep- 
tember 1984 left only 40 Liberals in the 
Commons, so the Senate had to be the real 
opposition. It was galvanised by a new Lib- 
eral leader in the Senate, Mr Allan 
MacEachen, who in 25 years as a Nova Sco- 
tian member of parliament had gained a 
reputation as the wiliest of political foxes. 
When Mr Pierre Trudeau was prime minis- 
ter, he held the finance and foreign affairs 
portfolios but was valued most of all for his 
manipulative skills, which twice saved Mr 
Trudeau from parliamentary defeats. 

The Senate is not elected; when one of 
the 104 seats becomes vacant, the current 
prime minister appoints a new member. 
Senator MacEachen, the last of Mr Tru- 
deau's 58 appointments, has watched his 
Liberal caucus shrink through death or. re- 
tirement from 74 to 59; but he has turned it 
into a tough and well-organised opposition. 
His troops held up legislation on drug pat- 
ents and refugees for many months and won 
some changes in both bills. 

On August 12th—two days after the 
American House of Representatives votes 
on parallel legislation—the Canadian 
House starts to debate the final stage of Bill 
130, which, by amending 27 laws, fulfils 


disease than they did a few years ago. 





people have come to realise how the dis- 
ease spreads, and are now careful. The 


head nurse at the main hospital says 


bluntly: “People have not the stupidity to 
go on with the same behaviour.” Doctors 
in the main town of Masaka, and the 


much smaller one of Kyotera, say they see 
many fewer cases of sexually transmitted 


—— = 


Dr Samuel Okware, in charge of the 
national AIDS programme, is wary of say- 
ing that behaviour has changed: “I can 


only speak for what happens during the 
day. What happens at night is anyone's 


guess." 
ber of sexually transmitted cases, and says 


But he claims a drop in the num- 


prostitution has declined in some areas. 
Uganda's AIDS programme was the 
first, and is probably the best, in Africa. It 
is based on frankness about a problem 
that many governments were reluctant tc 
discuss. That is changing. Eighteen Afri- 


can countries now have five-year pro- 


grammes for coping with the disease. The 
World Health Organisation advises them 
and organises meetings with aid donors, 
with the result that nine countries have 
been helped with money from govern- 
ments and charities. Uganda has been 
promised about $20m from various 
sources and has received $6m so far for 
1988. Ugandans, who joke despite every- 
thing, call it foreign aids. It is well spent. 





Canada’s side of the free-trade agreement. A 
week later it goes to the Senate, where the 
Liberals are under orders from their leader 
in the House, Mr John Turner, to hold up 
the bill until Mr Mulroney calls an election 
on the issue. The betting is that the Senate 
will force an October election. 

The plan to push Mr Mulroney into, 
election before January Ist, the deadline Q8 
bringing the free-trade agreement into ef- 
fect, was Mr Turner's: he is staking his lead- 
ership on this throw. Although not against 
freer trade, he opposes this particular agree- 
ment because he believes it does not give 
Canada tight enough guarantees of access to 
the American market. He also wants an 
early election, before the Conservatives 
overhaul the Liberals in the opinion polls. 
For the less impulsive Senator MacEachen, 
the move at first seemed too much of a gam- 
ble—he said "It's not my baby"—but he 
now seems resolved to foster it. 

According to the opinion polls, nearly 
60% of voters want an election before the 
agreement comes into force, but only 40% 
believe that this Senate should force one. 
The prime minister has accused Liberal sen- 
ators of “hijacking” the legislation, and has 
made dark threats to curb the Senate’s pow- 
ers or abolish it altogether. Still, the Senate 
is enjoying its days in the sun. 

— SS SSE A. 
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Brezhnev's Prague... 


Where it’s still winter 


FROM A SPECIAL CORRESPONDENT IN PRAGUE 


4 Mishap ls years ago, on the night of Au- 
gust 20 1968, troops from the Soviet 
Union and its allies invaded Czechoslo- 
vakia. At the time the Russians claimed that 
their action was necessary to “save social- 
ism”: a supposed right to intervene to make 
sure that communist countries stayed com- 
munist, whatever their people's wishes, 
which the West promptly christened the 
ezhnev doctrine. For all his new thinking 
foreign policy, Mr Mikhail Gorbachev 
as not yet set out a doctrine of his own dis- 
avowing the Brezhnev one. Until he does, 
the 1968 invasion will continue to cast a 
shadow not only over Czechoslovakia but 
over the whole of Eastern Europe. 

He still prevaricates. On his recent trip 
to Warsaw, a journalist asked him point- 
blank about the 1968 invasion. The Soviet 
leader gave no answer. Soon afterwards, at a 
Comecon meeting in Prague, the Soviet 
prime minister, Mr Nikolai Ryzhkov, de- 
scribed the invasion as a Czechoslovak 
problem which had already been analysed 
by that country's Communist party, almost 
as if Soviet troops had not been involved. 

Why is it so difficult for Mr Gorbachev, 
widely critical of Brezhnev, to admit that 
here too Brezhnev got it wrong? The cynical 
view, common in Poland, is that Mr 
Gorbachev is merely a modern version of 
Tsar Alexander II, happy to reform Russian 
society but insistent on keeping firm control 
of the Russian empire. Poles recall that 


THE ECONOMIST AUGUST 13 1988 





when a group of Polish nobles went to St 
Petersburg to plead for their country’s free- 
dom, Alexander rebuffed them with two 
words: "Stop dreaming '. 

A kinder interpretation, to be heard in 
Prague, is that Mr Gorbachev, preoccupied 
by the battle for perestroika at home, would 
himself tolerate a restructuring of the Soviet 
empire, but does not feel strong enough to 
challenge his conservatives on that issue 
too. East Europeans, on this view, must en- 
dure their present lot patiently until he has 
pushed reform far enough at home to pro- 
mote it elsewhere. 

Unlike the Poles, the Czechs have a his- 
tory of relative sympathy towards the Rus- 
sians, fellow-Slavs who until 1948 were their 
friends, not their oppressors. The Czechs re- 
member that it was the West which betraved 
them to Hitler in 1938. Czechoslovakia had 
a strong, legal Communist party before 
1939. After the second world war, the Com- 
munists took more than 4096 of the vote in a 
free election. It was possible in Czechoslo- 
vakia to think of reforming communism 
without necessarily turning against Russia. 

That goodwill was shattered in 1968, 


when the Russians crushed the hope of 


change. Since then the cobwebs have grown 
on à communist regime that seems deter- 
mined to keep things as they were. Even the 
recent change of leaders appears to have 
brought no change of attitude. Hence the 
importance of the claim, by Czechoslovaks 








... Waits for Gorbachev | 


who believe that things cannot go on like 
this for ever, that Mr Gorbachev is merely 
trying now in Russia what they were at- 
tempting in 1968. Openness, market-based 
economics, the direct election of govern- 
ment officials: they argue that his reforms 
are based on their blueprint. 

This comparison embarrasses Czecho- 
slovakia’s rulers. Although Mr Gustav 
Husak, the Russians’ servant in 1968, went 
into semi-retirement last December, his suc- 
cessor as party leader, Mr Milos Jakes, was 
also loyal to Russia in 1968. He had opposed 
the Dubcek reforms, and in 1969 played a 
key part in the purge that swept half a mil- 
lion people out of the party. Mr Gorbachev 
can hardly condemn the Soviet invasion 
without undercutting Mr Jakes. 

The latter seems to have pointed this 
out during his "private" visit to Moscow late 
last month. A modus vivendi.of sorts seems 
to have been worked out there between the 
grey apparatchik Jakes and the ebullient 
Gorbachev. Mr Jakes will give lip-service to 
glasnost and perestroika. Mr Gorbachev will 
not expect more, and he will not denounce 
the 1968 invasion. Led by Rude Pravo, the 
Prague press continues to insist that the in- 
vasion was necessary to crush “counter- 
revolutionary developments". 

Only a few glimmers of hope are visible. 
Some banned authors hope their books may 
soon be published. The first more or less in- 
dependent art exhibition in 20 years is being 
held this month in Prague. About a thou- 
sand artists are represented. Among the ab- 
stracts, primitives and surrealists there is not 
a single example of socialist realism. One 
painting, called “Perestroika Number 7", 
consists of inverted Ps. 

Some slow economic change may be 
coming too. The prime minister, Mr 
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Lubomir Strougal, a supporter of reform 
back in 1968, and then of "normalisation" 
after the invasion, is once again preaching 
reform: pestuba in Czech. In July companies 
were given some power to make their own 
decisions. A little more private enterprise is 
being allowed. Mr Strougal has decreed that 
some 30,000 bureaucrats will be sent to do 
real work in the economy. 

The need for change has long been ap- 
parent. A modest industrial power a genera- 
tion ago, Czechoslovakia has been losing its 


share of the market in recent years not only 


in the West but even in the communist 
world. Its exports are often of such poor 
quality that even the Russians notice. In 
May Mr Strougal admitted that warehouses 
held $344 billion-worth of unwanted goods. 
Yet few economists expect pestuba to give 
the economy the shock it needs. The non- 
sensical price structure remains untouched. 
Central control is still tough. The bureau- 
crats who did nothing in government of 
fices, runs the bitter comment, will continue 
to do nothing now they have been pushed 
out into industrial ones. 

The shock Czechoslovakia needs is a 
full reconsideration of the 1968 invasion. 
That would be no abstract affair. It would 
have a direct impact on the half-million peo- 
ple who lost their positions after 1968. 
These included many of Czechoslovakia's 
best and brightest: scientists, artists, univer- 
sity teachers, sincere believers in socialism. 
Since 1968 many of the reformers have had 
to eke out a livelihood as labourers. Their 
children have been barred from universities, 
or, if they got in, met mysterious problems 
that prevented them from getting a degree. 

Many such people dream of returning to 
positions of influence; not least Mr Alexan- 
der Dubcek, now a retired forestry official in 
Bratislava. In interviews this spring he in- 
sisted that he and Mr Gorbachev think alike 
and gave the impression that he believes his 
own rehabilitation is on the way. He is 
pretty certainly too optimistic. Do not ex- 
pect Mr Jakes to face up to 1968 before Mr 
Gorbachev dares to—if then. 





Poland 
The rise of a new 
opposition 


6647 OU can't be a conservative in Po- 

land, because there's nothing to con- 
serve." So goes the saying in Warsaw. In fact 
a right-wing opposition, or something which 
calls itself such, has begun to show the con- 
servative flag in Poland. It is making its pres- 
ence felt in new underground periodicals, 
discussion groups and political associations. 
Its leaders are vocally challenging Solidar- 
ity’s claim to represent Polish society in its 
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Pilsudski has heirs 


battle with the state, and are recruiting quite 
a lot of voung people into its ranks. 

Broadly defined, those who call them- 
selves conservatives fall into two groups. 
One would be eminently recognisable to its 
western counterparts: the free-market en- 
thusiasts. These consciously take their inspi- 
ration from Reaganism and Thatcherism. 
Using newly legal clubs like the Warsaw and 
Krakow Industrial Societies as their base, 
they conduct courses on how to set up a pri- 
vate enterprise, talk about Hongkongestyle 
free-trade zones and hold public meetings 
on economic topics. 

The younger members self-consciously 
read American neo-conservative magazines 
like Commentary and make no bones about 
their admiration for western yuppies. Their 
point is that the slow growth of capitalism 
will inevitably bring political freedom. The 
mainstream Solidarity leadership, they 
claim, in its obsession with trade-union poli- 
tics, has missed the forest for the trees. 

The second strain of right-wing opposi- 
tion favours a peculiarly Polish mix of Ca- 
tholicism and old-style nationalism. Its pro- 
grammes intentionally echo those of pre- 
Communist Polish political parties. Most 
prominent among these people is Mr Leszek 
Moczulski, leader of the Confederation of 
Independent Poland (KPN), which claims the 
inheritance of Josef Pilsudski, Poland's lead- 
er against the Russians (and later dictator) in 
the 1920s. 

The KPN has been in existence since 
1979; Mr Moczulski has spent six of those 
years in prison. He is against Solidarity-style 
co-operation with the government, all self- 
limited revolutions and anything sounding 
vaguely like socialism. He favours Polish in- 
dependence and traditional Christian val- 
ues; both, it seems, to be obtained by force if 
necessary. His..following appears to be in- 
creasing, although he complains bitterly 
about the lack of western support. 

Part of this trend, though less contro- 
versial, are various Catholic groups, whose 





membership has mushroomed as Solidarity 
has gone into decline. Sounding much like 
the Christian Democrats of an earlier West 
European generation, their aim is to put 
Christian morality back into politics.The 
editors of Spotkania, a Catholic opposition 
paper published jointly in Warsaw and Paris 
since 1977, say that, while they are willing to 
co-operate with the so-called "democratic 
opposition", they want at all times to re- 
spect the views of the church on social is- 
sues. Implicit in this statement is a criticism 
of the feminism, social liberalism and secu- 
larism that they associate with the main- 
stream Solidarity opposition. 

Without a political arena in which to ar- 
gue out their differences, the various anti- 
government camps battle it out in their un- 
derground publications. Since they all 
favour democracy and a more or less liberal 
economy, the distinctions between th 
can sound a matter of style rather than 
substance. Solidarity supporters, for in- 
stance, claim that the new right is closed- 
minded and pompous. The new right says 
the old intellectual liberals are morally lax, 
never on time for meetings, and so on. 

Mr Adam Michnik, one of the theorists 
behind Solidarity, believes that this hair- 
splitting goes on because the right-left divi- 
sion is a mask for other things. Because Po- 
land has already experienced 40 years of 
communist government, the old categories 
do not apply any longer, he suggests. The 
present arguments are really over interpreta- 
tions of Polish history, the place of Catholic 
values in public life and the power of the 
state. Reunifying the various strands will re- 
quire altogether new forms of political 
thought if the past is not simply to be re- 
vived without criticism. 

Should these internecine quarrels be de- 
plored as obstacles to the ultimate goal of 
reforming the communist system, or 
plauded as evidence of de facto surali NN 
Both, perhaps. The limited support given to 
this summer's strikes shows that Solidarity 
has lost its ability to rouse the nation. But 
that may be just because Poland in 1988 is a 
different country from the Poland of 1980. 
To expect the same people in the same cities 
and even in the same factories to produce a 
new wave of protests is to miss the cultural, 
economic and political changes of the past 
eight years. 

The Poland of today has a virtually free 


An apology: 
Mrs Natalia and Mr Alexander Solzhenitsyn 


In “Prophet's return" (July 23rd) we suggested that 
Mr Alexander Solzhenitsyn, and his wife Natalia, 
had received letters from Mr Gorbachev and were 


planning to visit the Soviet Union. Not so. We said 
that Mrs Solzhenitsyn had spoken to Bavarian ra- 
dio about the impending visit, even though she de- 
nied it. This was not the case, We apologise 
unreservedly. 
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underground press, an economy based on 
the dollar, a legal system that is no longer 
predictably subservient to political author- 
ity. Some of the right-wingers may prove 
better equipped to make use of these devel- 
opments than the leaders of the old opposi- 
tion, which was formed under different con- 
ditions. Certainly, as Poland moves forward 
from the days when only one point of view 
was possible, it will have to allow not just for 
two but for many. 





The Mediterranean 


Cleaner, by Jove 


ANT a nice clean swim on the Céte 
d'Azur? It's no longer just up to the 
gods. Call up 36.15 on your Minitel and 
ik out Infoplage: the French telephone 
aple will be happy to tell you the state of 
cleanliness on your favourite beach—or at 
least what it was when last they heard, which 
may not be how the latest batch of August 
lemmings has left it. Or go to the nearest 
mairie and pick up a booklet in three lan- 
guages plus a weekly update. Some Italian 
health authorities offer a similar service. 
The filth of the Mediterranean has for 
years been an easy source of headlines for 
papers in search of summer sensation. But— 
thanks not least to those headlines—things 
are changing. People and governments have 
been scared into a minimum of tidying up. 
More than a minimum, indeed, claims Mr 
Aldo Manos, director of a United Nations 
"Mediterranean Action Plan": four in five 
of the Mediterranean's beaches, he says, are 
clean enough to swim from. 
The best sign, for him, is the fact that 


The water's lovely too 
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France and Italy have begun to be honest 
about their beaches. Beach conditions used 
to be a state secret, for fear of frightening off 
potential tourists. Now that 80% are consid- 
ered positively swimmable, there is that 
much more incentive to let people know. 
Even experienced sceptics such as Mr Dan 
Elder, a World Wildlife Fund marine biolo- 
gist, admit that “in some ways the Mediter- 
ranean is à success story”. 

Not the least of the UN programme's 
merits has been getting 17 of the 18 coun- 
tries around the Mediterranean to sit down 
together. Cypriot, Greek and Turkish ma- 
rine biologists have agreed to see their coasts 
as an environmental issue, not a political 
one. Libyan sanitary engineers have sat 
down with Israeli ones. Even the odd man 
out, Albania, stuck in a toe by sending an 
Observer to meetings in the past year. 

The biggest problems now come not 
from the shoreline countries, but from the 
rest of Europe. The "dying Mediterranean" 
concept dear to Commander Jacques Cous- 
teau was always an overstatement, say other 
marine scientists. Bouillabaisse notwith- 
standing, the Mediterranean has never been 
as rich in fish as, say, the North Sea: as early 
as 400BC Athens was importing fish from its 
Black Sea colonies. Besides, the fish are not 
really unhappy with most of the gunk sent 
out to sea. Only plastics, and not even all of 
them, are generally unpalatable, and most of 
what the fish won't eat is usually destroved 
within 24 hours by waves, salt and sun. 

The difficulties are not in the open sea 
but in the first kilometre on either side of 
the shoreline. Almost every European 
thinks he has a right to a bit of the Med, and 
the problems come from sheer overcrowd- 
ing. For a clean beach, your best bet is still 
Libya. But things can be and have been 





- 
a r 


Ld d o pi > 


made better elsewhere. Marseilles, which — 
was long one of the worst sources of un- — 
treated sewage, has at last installed a proper ` 


treatment plant and has just been given a 


blue pennant by the EEC for the cleanliness: 
of its beaches. Rijeka, Yugoslavia's biggest — 


port, now has a special collection scow going 


from ship to ship taking off their ballast wa- 
ter and oily residues before captains are | 


tempted to flush them into the sea. Another 


should be functioning in Greece's Patras be- 


fore the end of the summer; Port Said and 
Tunis are next. 

But so long as 100m tourists come every 
summer to shores where 130m people are al- 
ready living it will be an uphill fight. Litter 
bins on the beach are not enough. And it is 
hard for a village of 300 taxpayers to build 
and manage waste facilities for 5,000 August 
visitors. Ease of movement within the EEC is 
not going to help, as the affluent pour 
into newly bought part-time homes on the 
coast. Greek property developers are rub- 
bing their hands even as the budding Greek 
environment movement braces itself for the 


coming onslaught. Spreading the crowds 


may prove difficult. Libya apart, the best 
way of finding a clean beach is still to go 
there out of season. 





Turkey 


such a fuss over 
four months 


FROM OUR ANKARA CORRESPONDENT 


UST when its economy needed some 
peace and quiet, Turkey is heading for a 
stormy autumn. The government's move 
to bring the local elections scheduled for 
next March forward to November has pro- 
duced first a party-political wrangle, now a 
solid constitutional row. The Turks tend to 
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put as much passion into local elections as _ 


into the big, nationwide, thing and attach a 
great deal of weight to their results. But what 
difference do four months make? A lot, ac 
cording to the calculations of Mr Turgut 
Ozal. The prime minister reckons, probably 
correctly, that his Motherland party will do 
appreciably better in November than it 
would in March. 

By March the cost of living would have 
had another four months to go soaring. A 
freezing winter, always on the cards in Tur- 


key, can play havoc with municipal services, - 


and the Turkish voter is as ready as any 
other to blame the government for the 
weather. More important, the opposition 
Social Democratic party, invigorated by its 
new secretary-general, Mr Deniz Baykal, is 
beginning to look for the first time like a 


credible alternative. But Mr Baykal and the 


party's titular leader, Mr Erdal Inonu, still 
need time to get it properly organised. Mr 
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Inonu needs time 


Ozal would like to get the election under his 
belt first. 
There is a more creditable reason for Mr 


- Ozal's decision. He realises that the econ- 


Omy cannot sustain another prolonged pe- 
riod of "election economics": the lavish 
spending by both central and local govern- 
ment that his party will need to secure vic- 
tory at the polls. As a politician, he wants to 
win; as a responsible head of government, 


- he wants to get the voting out of the way, 


leaving a clear run of four years before the 
next general election— time enough to im- 
pose austerity and still ease up a bit later. 

The snag is that advancing the date of 
the local elections requires a change in the 
constitution, and Mr Ozal seems to have 
been tempted into a miscalculation. He 
thought he had a firm deal with Mr 
Suleyman Demirel, the leader of the rival 
conservative True Path party, which would 
give the constitutional amendment the nec- 
essary 300 votes in the 450-member national 
assembly. The prime minister was mistaken. 
When the assembly voted on August 3rd, 
the True Path deputies abstained, leaving 
Mr Ozal 17 votes short. On a second ballot 
four days later he failed again. 

This does not mean that the bill is dead. 
lt is now with President Evren, who has 
spent the past week mulling it over with his 
constitutional advisers. The issue may be 
put to a referendum. If it is, the outcome is 
anybody's guess. Mr Ozal would argue that a 
"yes" vote was a vote for democracy, the 
right of the people to elect their local repre- 
sentatives (with no mention of the real issue, 
the timing). The opposition parties would 
try to turn the affair into a nationwide vote 


of no-confidence in the prime minister. And 


so, if the proposal were rejected, it would be. 
That is not impossible: although in last win- 
ter's general election the Motherland party 
won an absolute majority in parliament, it 
got only 3696 of the vote. 

For a man often described as a consum- 
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Demirel didn't make a deal 


mate tactician, Mr Ozal has taken a remark- 
able gamble. He may win; he usually does. 
But his rather stumbling performance so far 
has made a poor impression. Eyebrows, it is 
said, are being raised in the places where 
army officers meet. The army would not be 
happy if Turkish politics looked like slip- 
ping back into their pre-1980 disorder. lt 
would be wild melodrama to start talking 
about possible coups. But, given Turkey's 
history, movements of military eyebrows are 
bound to get nervously noted. 





The EEC 
Brussels would 
like to rule, OK? 


FROM OUR BRUSSELS CORRESPONDENT 


UROPE'S national governments and its 

collective Eurocracy would do well to 
spend a moment or two of the long summer 
pause reflecting on the pre-vacation row be- 
tween Mrs Thatcher and Mr Jacques Delors 
over the future running of the EEC. Mr 
Delors, president of the European Commis- 
sion, reckons that within.a decade 80% of 
what are now national decisions by EEC 
members will be taken at Community level. 
Mrs Thatcher reckons this view both absurd 
and frightening. The way this quarrel goes 
will decide how near the Community gets to 
its goal of creating a single market by the 
end of 1992. 

The EEC states have already transferred 
great wodges of power to Brussels under the 
EEC treaty: power over trade policy and cus- 
toms duties, over agriculture, over compe- 
tition policy. But further massive transfers 
of sovereignty would be needed to achieve 
such Eurocratic targets as fiscal harmoni- 
sation or the alignment of monetary policies 
and the creation of a European central 






bank. Here Mrs Thatcher has taken a Gaull- 
ist line while accusing Britain's EEC partners 
of not thinking through the implications of 
policies such as these. She may be right in 
that judgment; but no major decisions are 
yet imminent. 

The real risk today, for those who fear 
for national sovereignty, could be described 
as the commission's "advance by stealth”. 
An example was its decision to issue a direc- 
tive that would force member-governments 
to open their national markets for telecoms 
terminal equipment (telephone sets, data 
terminals and other devices installed on cus- 
tomers' premises) to competitors from other 
EEC countries. The commission claimed it 
had power to issue the directive under a—so 
far—little-used provision of Article 90 of 
the Rome treaty. The French government 
reacted strongly; it has taken the affair to 
the European Court of Justice, arguing in a 
closely reasoned submission that the co 
mission is exceeding its authority. 

For once, this is not a case of a national 
government invoking high Europrinciple to 
protect crude national self-interest: France's 
telecoms terminals market is already one of 
the most open in the Community. The deci- 
sion will be important: the commission is al- 
ready preparing a second directive, this time 
to force governments to liberalise their na- 
tional markets for the supply of telecom- 
munications services, and will no doubt fol- 
low these directives with others if it is 
allowed to. 

The commission has also for some time 
been trying to extend its general authority 
up to and beyond the changes agreed upon 
as part of the mini-reform of the Rome 
treaty that came into force last year. Thus, 
an internal handbook (called the Institu- 
tional Vademecum) tells senior Eurocrats 
how to strengthen the commission's author- 
ity. The commission, it suggests, should: 
e use divide-and-rule tactics to isolate me 
ber-states opposed to commission propos- 
als, so as to prevent them forming a blocking 
minority; 

e withdraw draft legislation rather than al- 
low national governments to push through 
radical amendments; 

e seek additional power to speak and negoti- 
ate for the whole EEC with outside bodies 
and governments; 

@ play a greater role in the day-to-day run- 
ning of EEC affairs, at the expense of na- 
tional ministers. 

Mrs Thatcher is wrong if she thinks the 
Community can move much closer to the 
aims of 1992 without some transfer of deci- 
sion-taking from Whitehall to Brussels. But 
Mr Delors will find he is equally wrong if he 
thinks he can impose progress in that direc- 
tion on reluctant governments without full 
and open consultation. Mrs Thatcher, for 
one, will see to that; and she will not, for 
once, be alone. 
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wo Simply. ..the easiest, most complete, 
5 ssional and flexible PC-based Financial Market 
training and reference system available. . . from Telerate 
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What in the world wi 


he Boeing 737 family has become 
the most popular in aviation history. 
(The Boeing 727 was No. 1 until last year. ) 
The success of the 737 family just keeps 
growing. And Boeing just keeps adding new 
tech- ~\, nology and advanced versions such 
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«X 737-400 and the 757-500. 
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Boeing engineers still aren't satisfied. They keep mak- 
ing it better. 
Over the years, new generations of the 737 famil 
Were building from strength, from an have been equipped with more powerful, quieter, 
airplane design that now enjovs the best on- more fuel-efficient engines; a new electronic cockpit 
time record of any jetliner in the air. But that increases pilot efficiency and lowers maintenance 
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Soeing think of next? 


improved airfoils that extend range and save fuel. 
Today's result and tomorrow's goal: more comfortable, more reli- 
able, more efficient airplanes. 
Practical technology like this is just one more way were helping to 
keep flying the best travel value available. It's also proof that when it comes ZIP E EIN A 
to technology, you can count on the people at Boeing to do it right. 
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— Land... what at else can £ive you so much uch 







e land we're offering is far 
rom the crowds and rat race of 
cities, away from noise and 
pollution. It's nature in an un- 
spoiled state. 

Each ranch is 40 acres or more. 
A really big spread. With controlled 
access that assures exclusivity 
and privacy. We're up in the moun- 
tains of Colorado's glorious San- 
gre de Cristo range—the heart of the 
Rockies. Where deer, elk, eagles, 
wild turkey and other birds and ani- 
mals still roam. 

Very few owners will share this 
part of the American Alps, and our 
concept for buyers is simple: A 
large, desirable piece of property, 
offered with financing and full 
buyer protection. You can build 
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Obtain the Property Report required by Federal law and read it before signing anything. 
No Federal agency has judged the merits or value, if any, of this property. 
Equal Credit and Housing Opportunity. 
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here if and when you want. You 
may use it as a base for vacations, 
for cross-country skiing, hunting, 
fishing, hiking, camping and all 
kinds of outdoor sports and fam- 
ily fun. 

It's the perfect place to acquire 
a substantial part of the American 
dream. Here you will taste life on 
the scale it was meant to be lived. 

Forbes Magazine's division, 
Sangre de Cristo Ranches, put this 
project together based on the 
many requests received over the 
years for a really large tract of 
land. Through Forbes Wagon Creek 
Ranch, we're pleased to be able to 
share a part of it with you and your 
family. We've ranched this area 
tor almost two decades and plan to 
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be around for generations to 
come. Our neighboring Forbes 
Trinchera Ranch covers over 400 
square miles, which is our firm 
commitment to the future of this 
unspoiled paradise in Colorado. 

Ranches here start at $30,000. 
It's not a small sum. But unlike 
paintings and jewelry or new cars, 
this ownership extends past your 
lifetime and the lives of those you 
love to guarantee your own sub- 
stantial heritage in America the 
beautiful. 

For complete information, 
without obligation, call 01-223- 
9066 or write to: Forbes Europe, 
Old Battersea House, 

30 Vicarage Crescent, K 7 
London SW11, 3LD England. 
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BRITAIN 


Mrs Thatcher's flight of fancy 


HE journey from Britain to Australia. 
or back, is usually done in a day. Mrs 
Margaret Thatcher made Australia seem as 
far away as it was when airliners had propel- 
lers. On the way out she called on two of the 
Gulf states, Bahrain and Oman, and on Sin- 
gapore. On the way back she dropped in on 
hailand and Dubai, plus a destroyer in the 
_.oyal Navy's Armilla Patrol in the Gulf. It 
was a stately progression rather than a flight, 
and an appropriate one for the woman who 
is earnestly fashioning what she regards as 
the crowning phase of her career: that of a 
world leader. 

High politics does demand travel. Mr 
George Shultz goes hither and thither ser- 
vicing American foreign policy. President 
Reagan is occasionally lured away from the 
shores of freedom. President Mitterrand 
once made a one-day trip by Concorde to 
New Caledonia. But Mrs Thatcher’s 12-day 
journey that ended on August 9th 
was different. There was something 
monarchical about it, an aspect that 
tended to be emphasised when she 
called on a king and a prince, and re- 
ceived homage from mere prime 
ministers. 

The calls were thoughtfully cho- 
sen. In the days before America and 
Des were Mediterranean powers, 

ritain ran the Middle East, as much 
as any outside power was capable of 
running it. So it was appropriate for 
Mrs Thatcher's aeroplane—a vc-10 of 
the Queen’s Flight, ancient but com- 
fortable—to touch down there, giv- 
ing the obsequious journalists in her 
entourage a chance to remind their 
readers that Britain, made great again 
by Maggie, had much wisdom and ex- 
perience to offer the troubled nations 
of the Muslim world, Mrs Thatcher 
sensibly dodged the Arab-Israeli is- 
sue, where the smallest word, how- 
ever wise, only tends to make things 
worse. She went to the Gulf, where a 
war may actually be ending, and to 
two harmless nations: Bahrain, 
widely acclaimed for its duty-free 
shopping, and Oman, where she had 
a chat with the sultan, who was made 
ruler of the country by Britain in the 
days when Britain could still arrange 
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such things. 

Mrs Thatcher avoided the Indian sub- 
continent. [t must have been been a tempta- 
tion to call on the former Jewel of the 
Crown, with its associations for the British 
people of much-loved television pro- 
grammes. But the politics of the region— 
centred on the Russian-backed government 
in Afghanistan, which is oddly supported by 
democratic India and opposed by non-dem- 
ocratic Pakistan and Bangladesh—are too 
complicated to be illuminated by a headline. 

South-East Asia was more promising. 
There was Singapore. Mr Lee Kuan Yew has 
held power even longer than Mrs Thatcher 
has, and both of them have the bonus of an 
opposition they can pretend to ignore. The 
wizard of Singapore has been getting a 
touch authoritarian lately. But what could 
you expect when trying to deal with all those 
Chinese? Mrs Thatcher herself experienced 





More friendly than some Aussies 


Chinese cussedness when she tried to get 
China to see sense about Hongkong. Mr Lee 
and Mrs Thatcher, Harry and Maggie as 
they are known to those who claim to know 
them, greeted each other warmly. 

Then there was Thailand, temporarily 
the most fashionable country in the region. 
Thailand has a high economic growth rate, 
is almost a democracy and is next door to 
Kampuchea, where, as in the Gulf, things 
are looking brighter. No world leader can go 
wrong with a visit to Thailand. 

The most tricky landfall in Mrs Thateh- 
er s journey was Australia itself. The former 
British colony has the temerity to be run by 
a party called Labor. Admittedly, the prime 
minister, Mr Bob Hawke, keeps the red flag 
well out of sight when making decisions 
about the economy, but he has little time for 
Mrs Thatcher's liking for nuclear weapons, 
and none at all for her refusal to impose 
sanctions on South Africa. 

Still, there was no wriggling out of Aus 
tralia. The ostensible point of the whole 
journey was to make a courtesy call on the 
place, which is celebrating the 200th anni- 
versary of the arrival of white settlers in a 
convoy of convict ships. Not all of the de- 
scendants of Britain’s rejects shared the en- 
thusiasm for Mrs Thatcher that she 
experienced in Oman, Singapore and 
Thailand. Many who turned out to 
look at her shouted rude things. “Ho- 
mos and provos", grumbled one of 
her aides. Still, being Maggie, she put 
a brave face on it. When an Aussie 
questioner on television became less 
deferential than she is used to she 
gave better than she got. Fortunately, 
she did not have to stay in any one 
place for long. She treated Australia 
as though it were no bigger than the 
Isle of Wight, visiting all five main cit- 
ies in six days, thus spending much of 
the time in the air or in bed. 

Did her trip have any value apart 
from publicity Mrs Thatcher's pro- 
nouncements during her tour were 
commonplace. The ceasefire in the 
Gulf war had to be followed by a com- 
prehensive settlement. The murder- 
ous Pol Pot could not be allowed to 
return to power in Kampuchea. Mrs 
Thatcher is not a crafter of memora- 
ble phrases, but she has managed very 
well without them. The tour presum- 
ably helped her party at home, adding 
to the Thatcher legend of the worka- 
holic who bustles about when others 
are on holiday. Those who read the 
stories about her adventures will have 
improved their geography. Anyone 
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BRITAIN 


who studied the melancholy report last 


month that 14% of Americans could not 
find the United States on a map must be 
cheered that such exotic places as Oman, 
Singapore and Thailand (didn’t that used to 
be Siam?) have been given an airing. 





Northern Ireland 


What's the point? 


NOTHER grisly anniversary was 
marked in Northern Ireland on August 
Oth. On that day in 1971 the British brought 
in imprisonment without trial for suspected 
terrorists, mostly (but not wholly) Catholics. 
The iRA celebrated the anniversary in its 
own way. Starting on August Ist, it killed 
one or two Protestants each day for four 
days, culminating on August 4th with the 
ambush of two elderly Protestant men in- 
volved in repair work on a police station. Af- 
ter a four-day lull in the Prod-a-day killings, 
Protestants struck back with two random 
murders in a Catholic area of Belfast. So far 
this year 58 people have died in violence in 
the province; in the past 20 years nearly 
2,700. 

As the province stacks the bones, where 
is British policy taking Northern Ireland? 
The aim of government policy is to re-estab- 
lish a provincial parliament once security, 
and local political complications, allow it. 
That is a long way off. Today's concern is 
security. (Or, as Mrs Thatcher has just put 
it, wiping the IRA off the face of the civilised 
world—which may or may not include West 
Belfast.) 

The recent killings, in London and on 
the European continent as well as the streets 
of Ulster, have provoked calls from Protes- 
tant Unionist leaders for the re-introduc 
tion of imprisonment without trial (aban- 


Cleaning up after the IRA 
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doned in 1975, after it led to the bloodiest 
period in Northern Ireland’s modern his- 
tory). This time, they say, internment would 
"work". A new swoop would certainly be 
more efficient: the army now has files on 
half the population of Northern Ireland. 
But the British government rejects the de- 
mand, for the moment, as impolitic (few re- 
ject it as unjust: due process of law, like so 
much else, has suffered in the troubles). A 
mass arrest of "well-known" supporters of 
republican terrorism would create a prob- 
lem with the fair number who are really Brit- 
ish government informers. Would the army 
be supposed to lock up them up too, or ex- 
pose them as informers (to be shot) by leav- 
ing them at liberty? 

Agonised Protestants such as Mr Ken 
Maginnis, the Ulster Unionist mp for Fer- 
managh and South Tyrone who has led the 
calls for internment, may wonder about the 
value of this protected intelligence network. 
Of the 174 murders in his constituency 
since the beginnings of the troubles, 160 re- 
main unsolved. But intelligence is not evi- 
dence. Some of the killers in Mr Maginnis’s 
constituency may have been among the 
eight republican gunmen ambushed and 
killed by the British army at Loughgall po- 
lice station in May 1987. It was an ambush 
set up through successful intelligence gath- 
ering. Protecting the intelligence net means 
similar operations in future. Trials are a ca- 
sualty of civil wars. 

What happens if these tactics eventually 
succeed and security (or something like it) is 
restored in the province? A provincial par- 
liament is in the government's constitu- 
tional sights. It will have safeguards, the gov- 
ernment says, for the Catholic nationalists. 


The Protestant unionists will have to share: 


power. That is as far as government policy 

goes—and it raises awkward questions. 
How will the government compel the 

Protestant majority to share power? Perhaps 
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with a writtten Bill of Rights—giving British 
subjects of Northern Ireland a privilege de- 
nied to the citizens of England, Scotland 
and Wales. If not a written Bill of Rights, 
then what will protect Catholics from Prot- 
estants should Westminster eventually for- 
get about them, as it did for 50 years before 
the Protestant sectarian Stormont Assembly 
was abolished? And what will protect Protes- 
tants if a Kinnock government reaffirms a 
Labour party commitment to reunite lre- 
land? Answers come there none—which 
pleases the gunmen. 








Cricket 


All out 


NGLAND duly lost the fifth test match 

against the West Indies on August 8t 
so losing the series 4-0. England last wc.. 
against the West Indies 14 years ago. The 
team has recently lost to Pakistan, New Zea- 
land and India. It may even be beaten by Sri 
Lanka, its next opponents, though they are 
newcomers to the test circuit. England's re- 
taining of the Ashes in Australia in Decem- 
ber 1986 has proved a false dawn. 

Saloon-bar explanations and remedies 
for this sorry performance are not lacking: 
e Too much one-day cricket, a theory bol- 
stered by England's good record in one-day 
internationals. One-day cricket breeds de- 
fensive, instead of penetrating, bowling; and 
a reckless chase for runs rather than solid 
and sure batting. 

@ Too many overseas players, stunting the 
growth of local talent at county level. 
Though counties are already limited to two 
overseas players each, some now favour a to- 
tal ban. Like all protectionism, this would 
nurture the ineffective rather than stimulate 
the good. It would be wiser to import mo 
overseas players to raise standards. 

@ Poor team selection. The chairman of the 
selectors for the past six disastrous years, Mr 
Peter May, is a particular butt of criticism. It 
may be unfair to blame him if he has to 
choose from an irredeemably bad bunch of 
players. But it might be sensible to drop the 
selectors and appoint instead a professional 
manager to choose the team—and then sack 
him if he loses too often. 

e Bewildering changes in captains and play- 
ers. Partly through bad luck and injury, Eng- 
land has had four captains and one acting 
captain this summer. The dismissal earlier 
this season of Mr Mike Gatting because he 
invited a barmaid to his hotel room was 
Blimpish. Team morale might improve if che 
selectors (or manager) showed more respect 
for the captain and players. 

The best explanation may be the sim- 
plest: that there is too much cricket alto- 
gether. Some of the best England players, in- 
cluding Mr Graham Gooch, Mr David 
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A small place but their own 


Three parts of the United Kindgom—Scotland, Northern Ireland and 


Wales—rate a government de 


ent and cabinet minister of their 


. Continuing an occasional series on Whitehall, we look at one of 


own 
these fiefs: the Welsh Office 
WO men have shaped the Welsh OF 


fice. One was a civil servant, Sir Hywel 
Evans, who headed it for nine years from 
1971. The other was a minister. No, not 
Mr Peter "and-now-for-my-next-project"' 
Walker, the present secretary of state, but 
his unglamorous predecessor, Mr Nicho- 
las Edwards, now Lord Crickhowell. He 
held the post throughout Mrs Thatcher's 
first two administrations; a record ex- 
ceeded in this century (save at Number 10 
Downing Street) only by Sir Edward 
Grey's 11-year tenure of the Foreign Of 
fice—and, unlike that, a success. If Mr 
Walker now has a well-oiled machine to 
process his grand schemes, he can thank 
Evans for building it and Edwards for 
tightening it up. 

The Welsh Office is still young. Wales 
got a minister of sorts—the home secre- 
tary—only in 1951, a minister of its own 
in 1957, a secretary of state in 1964. Even 


T 


then its functions were few: housing, plan- 
ning, local government. By 1970 it had 
picked up roads, environment and health. 
But it was still a small department, over- 
seeing things, not running them. Its real 
growth came after 1974. Suddenly the 
Welsh Office had to gear up to become 
the tool of a devolved Welsh assembly. 

In the event, devolution was halted in 
its tracks. But not the Welsh Office. It had 
acquired education, employment, indus- 
try, agriculture, and it kept them. Mrs 
Thatcher added a degree of financial au- 
tonomy. Of the £3.5 billion whose spend- 
ing the Welsh secretary will oversee this 
year, 9296 comes as the “Welsh block", to 
be allocated as he chooses. Around £1.7 
billion is in fact spent by local councils. 
Here too Mr Walker has a nominally free 
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hand, fixing his own rate-support grant 
(much more generously than in England) 
and allocating it. 

In practice, his autonomy is limited. 
The cash comes from London, and its 
allocation, as in any department, depends 
more on past history than present minis- 
ters. Unlike Scotland or Northern Ire- 
land, Wales has virtually no legislation of 
its own, no distinctively Welsh policy. In 
all essentials, laws and policy spring from 
London (as do responsibility for the po- 
lice and for social security). Yet Wales now 
at last has something that Scotland has 
had for decades: a powerful secretariat 
and, in Mr Walker, a secretary of state 
ready to use it to the full. 


Far, near and small are beautiful 

The Welsh Office has two advantages. Al- 
though its three ministers work four days 
a week with a small staff at a Whitehall 





observation post, the headquarters and 
the rest of the 2,200 employees are far 
from London. They are also near the 
ground. One remark sums up both fea- 
tures. "The first paper we read in the 
morning", says an official at its Cardiff 
headquarters, “is the Western Mail." 
Ministers and officials alike see it as 
their job to fight their corner, just as other 
departments do. They do not have the 
chance in the yearly public-spending row: 
Wales automatically gets one-seventeenth 
of any extra money achieved (for com- 
parable programmes) by English depart- 
ments, and then fights its own internal 
battle over the spoils. But when, for exam- 
ple, London decided that investors in 


mid-Wales should no longer qualify for re- 
gional aid, Cardiff resisted. When it lost, 


it invented a special grant of its own to 
make up. When Wales seeks EEC funds or 
Japanese investment, Welsh ministers and 
officials go to argue its case. 

Officials value the way they are close to 
the people they administer. With no re- 
gional health authorities, for instance, be- 
tween it and the district authorities, the 
Welsh Office can see what is going on at 
first hand. In local government, with only 
eight county councils and 37 districts to 
handle, officials can get on the telephone 
to people they already know and quite of- 
ten meet. This does not always mean 
agreement: the office had to lean hard on 
some Labour councils to implement the 
law giving council tenants the right to buy 
their homes. But it does mean that Wales 
escapes the demonology that infects cen- 
tral-local relations in England. When Mr 
Edwards, no softie, set up the Cardiff Bay 
urban development corporation, he took 
the trouble to sound out the councils con- 
cerned and made it clear that he sought 
co-operation, not war. 

One other feature marks the Welsh 
Office: its Welshness. From the perma- 
nent secretary, Sir Richard Lloyd Jones, 
down, the majority even of its top officials 
are Welshmen by birth or by return. The 
Welsh language is not merely a tricky pol- 
icy issue—especially in schools—but a me- 
dium of conversation along Cardiff's cor- 
ridors of power. 

For Welsh officials, being near home is 
one charm of the Welsh Office. But to all 
it offers a bigger one. Small, it offers 
thrusting civil servants a wide variety of 
work; near the ground, it lets them see the 
results. One non-Welshman puts it thus: 
"I ve enjoyed every minute. I've had a se- 
ries of interesting jobs, of a range that I 
simply could not have had in London." 
So Cardiff has a problem with its high-fly- 
ers: not to stop them pursuing their ca- 
reers to London but to get them there, for 
wider experience with, say, the Cabinet 
Office or the Treasury. House prices and 
children's schools are an obvious part of 
the trouble, but only part. 

You recognise this corporate culture? 
Right: not some Whitehall backwater, but 
high-class local government. The differ- 
ence is the presence of ministers. Awe- 
struck officials still remember the way Mr 
Edwards took the office "by the scruff of 
its neck"; a demanding master of his 
briefs who left bodies behind when his de- 
mands were not met. Mr Walker is a very 
different animal: an English Tory who has 
already turned Welsh Labour scorn to ad- 
miration, first and last a politician. The 
Welsh Office is still sizing him up. 


51 


























otham, have at various 
mes got so fed up with endless foreign trips 
id playing seven days a week that they 
ave pulled out of tours or asked not to be 
hosen at home. In cricket as in other jobs 
oo much work and too few holidays can re- 
uce quality and productivity. 





aval dockyards 


MS Profit 


À private companies, Britain's two naval 
-kyards are operating more efficiently. 

he applause i is muted. The yards are still a 
ng way from putting to good use the excess 
apacity created by a shrinking fleet and by 
he navy's intensified efforts to save money. 

After the navy closed a dockyard at 
;hatham, and sold another in Gibraltar to a 
ommercial operator, there were two re- 
ining yards in Britain—at Rosyth in Scot- 
d.and Devonport in southern England. 
overnment hoped they could earn 





xk fleet would need; but the navy hedged 
bets when it leased rather than sold 
yth and Devonport. Continued govern- 
^nt ownership meant that the navy could 
-e them back if things went wrong. 

"The deal the navy offered ‘was seven- 


uipment; a "core programme" ' of work 
at it hoped to. place at each; “unallocated 
rk" that it would put out to tender (not 
ly to the two dockyards but to commer- 
yards as well); and a chance to do com- 
cial business. -The intention was that 
out 7096 of the navy's repair work would 
put into the core programmes, 2096 
üld be open to competition and 10% as- 
ed. to the small fleetrepair. works at 
smouth. The Ministry of Defence 
ed that the new system would prove 
3 Lenough to allow more, possibly all, na- 
epair contracts to be put out to competi- 
tender at the end of the seven years. 

The transition to full competition is 
oving. difficult. Shortly after the leases 
me into force, in April 1987, the core pro- 
mme began to shrink. The reason the 
y usually gives. is that new ships, pro- 
lled by gas turbines, require less mainte- 











s. True—but what else is new? As long 
.as 1985 the navy's ship-repair director 
timated that the new ships would cut the 

ual repair workload by 1096 over the 
n of the contracts. 


farunon. 


The navy has scrimped on maintenance, 
both by deferring refits and cutting down 





| the work done in them. 


‘postponement of the overhaul of the air- — 


AFTER just over a year of being run by 


" keep with the work the smaller, new- 


ar leases on the dockyards and their 


ince and repair than older, steam-driven 


The main reason for the reduced work- E 
] is a money squeeze. All: three services 
we had to economise since 1985 when the 
itish defence. budget: stopped growing. « 


One example of "saving" by delayiá the 


craft carrier Illustrious. The navy had 
planned to keep two of its three aircraft car- 
riers operating, while the third was laid. up 


for a couple of years following its refit; it. 
would then be brought back into service 


when one of the others started a refit. Had 
this plan been followed, Illustrious would 
have started its overhaul late this vear, add- 
ing enormously to the work assigned to the 
dockyards next year, Instead it will be laid 
up without repairs, and its refit will not start 
until 1991 at the earliest. 

Rosyth has a monopoly on overhauling 
the Polaris submarines, which have to main- 
tain theit refit cycles. Devonport, more de- 
pendent on surface-ship work, has borne 
the brunt of budget restraint. The chart 
shows how the cuts in the core programme 
have affected it. The reduction of the 
workforce is occurring earlier than planned, 
causing unhappy Door redundancies. 












The travail of Devonport | 


Core workload expressed as man-weeks 


- Initial prediction" 
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«When DML bid tor yard 


Dua is worse off than Rosyth in 
some other ways. It is scattered over a large 
area of what is still rhe Plymouth naval base. 
This causes delays and interruptions. when 
moving heavy material about. It also has sev- 
eral listed buildings (even an antique 
slipway) which cannot be touched without a 
huge palaver with the planning authorities. 
"We're trying to work in a museum,” says 
one industrial manager. — 

Rosyth is also located on a naval base, 
but in a well-defined bit of it. Its manage- 


ment has improved efficiency by removing 


the old junk that the navy had left in awk- 

ward places: a tidy-up that has helped cut 

the yard’s accident rate by nearly 3096. 
The leaseholder of the Devonport yard 


is s Devonport Management Limited, which , e 


"wo bor is larger aad earlier than pla 


89-90 Eu 


ing. The currei 


. further thi 


longer be 
i dockyards open if they have to compete for 
the navy's work (and presumably get less 















































































the management has had to spend an inor- 


dinate amount of a time on labour relations. 
. In April 1987 Devonport had expected to. 


shed only a few men in the first 18 months, 
nearly all of them through natural wastage . 
or voluntary redundancy. By August 1987 it - 
was clear that 2,000 would have to go by this 
April and another. 1,000. over the fol lowing 
12 months. The unions wanted to avoid 
compulsory redundancies. With such big 
cuts, management had to insist that relying 
on volunteers would not work. Too few 
would offer to leave. Those who did want to 
draw redundancy pay would be the ones 
most easily re-employable elsewhere—ie, the 
yard would be left with the wrong mix of 
scarce skills. — | 

Rosyth has had smaller cuts to make. 
and has much better relations with i! 
unions and employees. Most of them prais. 
their new boss, a company belonging to FKI 
Babcock and Thorn emi. The: company has 
tried hard to improve its communications 
with its workers and listens attentively to 
their ideas. 

Both dockyards have been freed from 
civil-service pay scales and the need to check 
all changes with London. Rosyth has made 
better use of this freedom, but still has diff- 
culties with quality control. The navy be- 
lieves its best work comes from. Devonport. 

One of the main drawbacks of civil-ser- 
vice management was lack of continuity: ~ 





managers tended to be transferred every 


Labour efficiency is improv- 
ontracts virtually guaran- 
ected improvements in ef- 


couple óf years. 










tee a profit if proj 





ficiency are met, and the navy will keep 
Providing enough work to iake the system 







| f the: cur- 


c expensive. equipment, they. cannot hope 
to compete with commercial ship-repair 


yards for work on merchant ships, most of 


which is metal bashing and engine mainte- 
nance. (Some naval ships, such as tankers, 
can also be repaired more cheaply at com- 
mercial dockyards.) Though their work- 
shops and laboratories could probably both 
be put to better non-ship use than they have 
so far, their commercial market is limited. 
Both yards are worried about how much 
fleet and its repair work are go- 
ing to decline. At some point there will no 
e enough: business to keep two | 














than all of it between.them). At the current 
level, with their i proved management, 
they: ‘might just make it. If the navy should 
pay off another dozen sizeable ships, as some 
predi presumably won't. o 
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Holiday homes 
The cost of a 3-bedroom detached cottage with one acre of garden 


Second homes 


Hot property 


i pee half of all households in the 
south of England earn too little to buy 
a house in their area, says a report™ pub- 
lished this week. Part of the reason: many 
Londoners are buying two houses, pushing 
up prices beyond the pockets of local peo- 
ple. Prices of weekend-in-the-country cot- 
tages have risen faster this year than estate 
agents can remember. In some newly-discov- 
ered areas, country houses now cost half as 
much again as they did at the beginning of 
1988. 

Savills, a posh estate agent, has already 
christened 1988 the year of the country 





house. Middle- to top-end houses in previ- 
ously unfashionable counties like Leicester- 
shire and Shropshire have jumped by about 
50% in price in the past eight months. 
Houses in Herefordshire have doubled in 
value in two years. Londoners looking for a 
second home seem willing to drive more 
than three hours on a Friday and a Sunday 
evening. Estate agents used to think that 
two was the limit. 

Why the rush to the country? More peo- 
ple can afford it, for a start: 


e Higher disposable incomes, particularly 


*"Access to Owner Occupation" by Glen Bramley, 
School for Advanced Urban Studies, Bristol University. 
Research done for the Association of District Councils, 9 
Buckingham Gate, London SW1. 01-828 7931. 
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since this year's tax-cutting Budget, have al- 
lowed people to take out larger mortgages. 
But, as a Bank of England report notes, 
house prices have risen much faster than av- 
erage earnings. 

@ People have inherited property from par- 
ents or other relatives, which they have sold 
and then ploughed the money back into a 
country house. 

@ In some professions, such as estate agency 
and stockbroking, partners have been 
bought out with lump sums, enabling them 
to buy a country house outright. Successful 
small businessmen have floated their com- 
panies, releasing their equity. 

e Congested airports are persuading some 
to buy a holiday home in Britain rather than 
on the Mediterranean. 

e Lower taxes, on income and inheritance, 
have magnified these effects. 

Modern communications make a week- 
end home look more attractive, too. Better 
railway and motorway links to East Anglia 
and the East Midlands have brought houses 
into range which are more affordable than 
those in the fashionable south and west. So- 
phisticated electronic communications 
make it easier for people to work more from 
a country home, hooked up by computer 
and portable telephone to the office. Many 
of those whose jobs allow them to work 
partly from home have cashed in their valu- 
able London property for a much bigger one 
in the country and a pied-a-terre in town. 

With interest rates rising, Savills expects 
prices of its sort of houses to rise by "only" 
5% during the rest of this year, bringing the 
total 1988 increase to about 35%. At these 
prices, many would-be second homers can 
only just afford a croft house in the north of 
Scotland. 

They are starting instead to look across 
the Channel. A dinky two- or three-bed- 
room farm cottage in the Boulogne hinter- 
land costs about £30,000. Fifty miles away, 
in Sussex or Kent, the same house would 
fetch £150,000-200,000. By 1993, when the 
Channel tunnel is finished, la chaumière 
will be less than three hours away by car. 
Buy soon, prices will rise, say the boosters. 
ne A 


Nurses and warders 


Unprofessional 


INISTERS no longer tremble at the 

thought of strikes by miners or dock- 
ers, but their summer holidays can still be 
ruined by nurses and warders. A strike at 
Holloway women's prison was this week 
causing prisoners to be turned away from 
other London jails and causing disruptions 
elsewhere. On August 9th, talks on a new 
career structure for nurses broke down 
abruptly, with one of the unions saying it 
would ballot its members on whether to 
strike. The government has spent the past 


year trying to turn both prison officers and ` 


nurses into salaried professionals, offering 
them more money in exchange for more du- 
tiful attitudes. Both projects are limping. 

Until recently, the Prison Officers Asso- 
ciation was the grandmaster of restrictive 
practices. Prisons seemed to be run mainly 
for the convenience of its members. Last 
vear the Home Office, in a staff overhaul 
called “Fresh Start”, banned overtime, paid 
warders more generously (up to £15,000) for 
working basic hours and required them to 
work more flexibly. POA members liked the 
terms, and the union fell into line behind 
them. But as soon as Home Office teams 
started looking at prisons to assess new staff 
complements—and POA branches to dispute 
them—it became plain that Fresh Start 
would not bring instant harmony. 

Women officers in Holloway say that it 
takes three of them per landing to unlock 
prisoners in the morning, rather than the 
two that they are being allowed. Holloway is 
an unfortunate cause célèbre for the POA. It 
is riddled with Spanish customs, is not over- 
crowded, nor obviously understaffed—un- 
like many London jails that have to keep 
prisoners locked up 23 hours a day, or Bed- 
ford, whose prison doctor recently resigned 
because a patient could not go to hospital 
for want of an escort. 


The Home Office has turned Holloway: 


to its advantage. After a week of being su- 
pervised by non-POA staff plus governors 
and assistant governors from other jails, its 


Daylight robbery 
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ta k to reporters; 
his is mucha nicer n bei ig supervised by 
r usual nasty screws, they said. Officials 
alise that prison-warder militancy cannot 
e stopped overnight, only slowly under- 
ined. Discrediting the POA, giving new rè 
uits better prospects of promotion, and 
ning some prisons over to non-unionised 
ate contractors fit this strategy. 
For nurses, the promise of better pay 
d career prospects has been made not as a 
ibe to abandon militancy but as an at- 
mpt to make the profession more attrac- 
€. But although most nurses agree not to 
ike, their unions are adept at exploiting 
heir popularity with the public to wring 
ncessions from the government. In May 
hey welcomed a new deal that offered bet- 
rewards for better-skilled nurses, while 
ding extra payments for unsocial hours. 
he unions feared, however, that local 
:ealth authorities would put most ward sis- 
ers on the lower of two possible grades. 
By walking out of talks about how to im- 
lement the package, the nursing unions got 
he government to assure sisters that most 
ll be put on the higher grade. To do so, 
realth authorities may have to ask for more 
money, or close wards. The health services, 
ike prisons, are constantly having to ex- 
-pand,and are frequently hard-pressed to ca- 
ter properly for all their extra clients. That 
makes it easier for unions to go on claiming 
hat the solution is extra cash. 





RITAIN has, at me count, 106 eth- 
a nic newspapers—33 more than last 
year. Most are long on enthusiasm but 
~ short of money. The oldest, The Gleaner 
{founded 1951, circulation 21,000), 
clearly is. It is put together every week in a 
windowless office in Brixton, south Lon- 
don, by an editor, an advertising salesman 
and. a secretary. 


ate so resilient—12 have disappeared this 
year. But the 1988 "Ethnic Media Guide" 
ists 45 new papers that have sprung up to 
replace them. Settlers from the Indian 
sub-continent read 61 of the newspapers. 
alf of the rest are for Afro-Caribbeans, 
and half for a scatterin of Europeans and 
our ; 


mt 







“fom their alee Tonie Thee ids 
. Some have particular niches. Most of The 


x Glass cartel. 





Not all of Britain's ethnic newspapers 


i Pi s articles are about Jamaica. Chic — 


Co- -conspirators - 


UST when British antitrust de seemed | 


to be solely concerned.with international 


mergers, Sir Gordon Borrie, the director- 


general of fair trading, has discovered an al- 


leged price-fixing cartel at home:a web of 


agreements between glass makers and dis- 
tributors to swap information and set prices. 
Under the restrictive trade practices laws, 12 


of these agreements have been registered . 


with Sir Gordon's office. He has now to de- 
cide E to ask the Restrictive Practices 
Court to nullify them. 

The case came to light when Sir Gordon 
received a complaint from a midlands 
builder who said he was tired of being 
"ripped off’. Sir Gordon, noting that his of- 
fice had dai a similar agreement on 
the supply of.ready-mixed concrete, said 
that he was. disturbed that the building in- 
dustry seemed prone to such collusive 
behaviour. 

The agreement about concrete, how- 
ever, involved practices which the industry 
swears were done away with several vears 
ago (though the courts mulled over its legal 
implications until this March). The British 
Aggregate and Construction Material In- 
dustries is cross about the latest complaints; 
it has expressed anger that its members' 
reputations should be so tarnished. | 


Black and read all over 


and Root are glossies for black women. In- 
dia Abroad (circulation. 51,000) is a 
broadsheet of unusually high quality. 
The papers claim that they circulate 
among families and friends, so readership 
is always far higher than sales. A survey in 
London by WMRB, an advertising agency, 
supports this claim: 6396 of Asians read 
an ethnic newspaper, 42% of West Indi- 
ans, and 5896 of Africans. Stardust, a 
monthly magazine about Indian film stars, 
sells only 25,000 copies but is read by 25% 
of all Asians. Yet few of the ethnic news- 
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ter: Cartels can opera because hey: are 
often limited to fairly small territories, and - 
because (though this is changing) neither . 
the manufacturing nor distribution sides o£ 
the industry have been much exposed to ` 
competition from imports or from compas | 
nies owned abroad. P 

Moreover, the need to keep supplies 

flowing into building sites has dissuaded 
Contractors. from taking any action against _ 
price-rigging. Since 1956 the antitrust laws... 
have allowed anybody who has been dam- 
aged by a non-registered agreement to sue 
for damages, but not one such case has been 
brought. 

Typically, the only sanction against a 
company involved in a price-rigging cartel is. 
a decision by the Restrictive Practices Court © 
to wind it up. If the parties were then stupid . 
enough to continue with the ring in secret 
which few would be—they could be finea 
for contempt of court. A Green Paper on 
antitrust reform this March at last 
recognised that stronger. sanctions were 
needed, and proposed that a new adminis- 
trative agency should, in appropriate cases, 
have the power to levy fines up to a maxi- 
mum of 10% of a colluding firm's turnover. 

Antitrust practice in the United States 
is much stricter. It allows the recovery of tre- 
ble damages by all those who have been hurt 
by zy arret 8 operations. 





| 
sas 1 
papers have attracted much advertising | 
for anything other than local authority re- | 
cruitment, freight and travel companies, | 
plus the local tandoori. ^ '* | 
A report published this week, “The | 
Planner's Guide to Black British Con- | 
sumer Markets", reckons that Britain's | 
2.3m Afro-Caribbeans. and Asians had 
about £6 billion to spend last year. Much 
of this is concentrated in certain sub- 
groups, notably Asians from East Africa. 
Only if the newspapers can satisfy ad- 
vertisers that they can reach such groups 
relatively cheaply will they be able to af- 
ford a room with windows—and maybe 
even a ne | | 
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Rising interest 


America’s Federal Reserve 
Board raised its key discount 
rate by half a percentage 
point, to 6.5%, to curb Ameri- 
ca's rampant economy. The 
American banks took the cue 
and raised their prime rates 
from 9.5% to 10%. 


Meanwhile, Britain’s chancel- 
lor, Nigel Lawson, tightened 
monetary policy another 
notch by engineering a rise in 
banks’ base rates, to 1196, the 
seventh half-point rise in ten 
weeks. 


Fears of further increases in 
interest rates sent world 
stockmarkets tumbling. 
Tokyo's Nikkei index suffered 
its biggest one-day fall of the 
year. 


On the block 


Britain's Grand Metropolitan 
has put its Inter-Continental 
Hotels group up for auction. 
Reserve price for the 100- 
strong chain: £1.5 billion 
($2.5 billion), which makes 
Ladbroke's £650m acquisition 
last year of Hilton Interna- 
tional look cheap. 





Rupert Murdoch s News 
Corporation has agreed in 
principle to buy America's 
Triangle Publications from 
Walter Annenberg for $3 bil- 
lion. It would be the largest- 
ever publishing deal, and its 
size would make it unlikely 
that Murdoch could afford to 
bid for the nearly four-fifths of 


See a 


BUSINESS THIS WEEK 


Pearson (a British publishing 
group) that he does not al- 
ready own. He will finance the 
deal in part by selling his 6.896 
stake in Reuters. 


Not by the book 

Britain's new Securities and 
Investments Board (siB) has 
had to back down in a dispute 
with European and Japanese 
supervisors over the securities 
activities of foreign banks in 
Britain. It wanted regular and 
detailed information about 
overseas banks, but their 
home regulators were not pre- 
pared to give it. 


Meanwhile, London's Take- 
over Panel frets that its role 
as a non-statutory watchdog in 
British takeovers could be un- 
dermined by EEC legislation on 
takeovers due from Brussels. 


Trade away 


Nearly a third of interna- 
tional lending— $1 trillion- 
worth—is now securitised 
through the bond markets 
rather than lent directly by 
banks, according to the Bank 
for International Settlements 
in Basle. The stock of out- 
standing bonds has grown 
nearly fourfold since 1982, 
while bank lending has merely 
doubled. The proportion of 
yen-denominated bonds has 
nearly doubled, to 12.396 of 
all bonds. 





Australian wine exports are 
overflowing. In the year to 
June they rose by 8396 in vol- 
ume, to 39m litres, worth 
A$97m ($78m). Sweden 


quaffs the most, accounting 


for 2296 of Australia's export 
sales. Yet exports still account 
for just 1296 of Australian 
wine production. 





Compared with a year earlier, 
corporate America’s post-tax 
profits more than doubled in 
the second quarter, according 
to a survey of 487 companies 
by the Wall Street Journal. 
Thank the banks, which re- 
bounded after last year’s 
round of provisioning for bad 
third-world loans. Banks 
apart, profits were ahead by a 


still-respectable 22%. But prof- 


its from retailing barely in- 
creased, while America’s 
heavy-construction industry 
went on posting losses. 


Corporate chemistry 


The Italian government has fi- 
nally given the go-ahead for 
Montedison and state-owned 
Ente Nazionale Idrocarburi 
(ENI) to merge their chemicals 
concerns. The result will be re- 
named Enimont, and will rank 
among the world's ten largest 
chemicals businesses. 


DSM, the Dutch state-owned 
chemicals company, is to be 
privatised early next year for 
150m guilders ($347m). That 
would be Holland's largest- 
ever share flotation. 


Arms of the law 

xw Cre of Fair Trad- 
ing is looking into p - 
ing in the glass industry. Ir 
has a list of 60 manufacturers, 


processors and distributors 














which it suspects of rigging 
prices. 


A boost for morale at Britain's ! 
B.A.T Industries in its convo- 
luted $4.5 billion hostile bid _ | 
for America's insurance giant, 
E mo 


. Encouraged, 
B.A.T then went for a knock- 
us increased its offer by. 3 
15 


Kuwait has signed a legally x 
binding undertaking not to in- 
crease its 21.7% stake in BP, — 
nor to use its clout to influ- — 
ence the British company for _ 
its own commercial or political 
ends. Kuwait hopes the under- 
taking will influence the out- 
come of the current Monopo- 
lies and Mergers Commission - 
inquiry into its stake. 
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Financial Corporation of _ 
America, the parent of Amer- — 
ica's biggest, though troubled, — 
thrift, lost $160.5m in the sec- P 
ond quarter of the year, | 
to a mess of dud Wes i 
and a large provision. 


The beleaguered parent of 
Continental and Eastern Air- — 
lines, Texas Air, posteda — — 
hefty $256m loss in the second. 
quarter. It was hit by labour — | 
unrest, a big accounting ] 
charge, and the bad publicity — | 
ofa Department of ipa 
tation inspection into its 

of aircraft. 


GKN, a British engineering — — i 
and car components group, | 
showed a 25% rise in pretax | 
profit to £84m ($142m) for 

the first six months of 1988. 
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x Operating profit before | k Excellent performance int 1e 
taxation increased by 36% to United Kingdom and improve 
£111.4m (1987 £82.1m). — profits from most other — 


territories. 


X Strong growthinlifeand = x Shareholders’ funds 
.. Savings new business. | £1,300m. 


* Interim dividend raised by | 16% to » 25p. 


meanmhainn mmia annn nannnnnnennmnonininientaen 


SIX MONTHS’ HIGHLIGHTS 


6 montis “6 months 
|. 1988 z 
Unaudited 


Total premium income | | £1,646.3m 
Operating profit before taxation i £111.4m 
Operating profit after taxation | £65.4m 
Earnings per share: | 


_Interim dividend Er share 


a sr Able m may ae copies af de. E bee ue ae fe dicia offi of the Co M 2 
a s London, EC3P 3DQ or by telephoning the Shareholder Relations Service on O1 28 i 500, e 








BUSINESS 


The new Japan goes shopping 


TOKYO 


N THE world's second largest economy, 

the top 200 retailers account for only 
27% of total retail sales. By world standards, 
that is a tiny share. In Britain, the top four 
retailers alone take nearly 2596. But, as with 
nearly everything else in modern Japan, the 
retail business is changing remorselessly. 

The reasons why Japan's retailers are 
..ick at the craftsman’s stage of develop- 
ment, while the rest of the economy leaps 
towards the post-industrial age, lie in Japan's 
culture. Japanese people want to shop for 
fresh food daily; they remain loyal to local 
butchers, tailors and candlestick-makers; 
their mom-and-pop stores make torrid cities 
like Tokyo more habitable. The question 
then is: why have these habits not caved in 
to modern times, as have similar habits in 
America and Western Europe? And the an- 
swer is straightforward: Japan has a law— 
the Large-Scale Retailers Law—which gives 
small shopkeepers a right of veto over the 
setting up of supermarkets. 

Retailers who want to open shops bigger 
than 500 square metres (roughly the size of a 
modest convenience store) have to get the 
approval of local residents and shopkeepers 
beforehand; if the shop is to be larger than 
1,500 square metres, they have to get the 

rmission of the Ministry of International 
ade and Industry (mimi). The aim of the 
w is to protect the country’s 1.3m small 
shopkeepers from the growth of big retail 
chains. And it has done so wonderfully: the 


A bigger oriental bazaar s 


Years to February 


Japan's department store: 
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number of newly opened shops bigger than 
1,500 square metres fell from nearly 600 in 
1979 to 203 last year. 

The economic cost has been exorbitant. 
The law has not only protected small shop- 
keepers but also prolonged the life of the 
large number of small and inefficient whole- 
salers needed to service them. On average, a 
product in Japan passes through seven pairs 
of hands between manufacturer and cus- 
tomer, compared with about three pairs in 
Britain. The result is Japan's famously high 
consumer prices: luxury melons that cost 


Y15,000 ($112), shirts that cost Y20,000. 


Economically it is a nonsense but Japan ac- 


cepts it as a way of creating jobs and cement- 
ing communities. Or at least it used to. 

It is a sign of how much Japan is chang- 
ing that this law is now under attack. The 
assault comes on two fronts—from govern- 
ment deregulators, anxious to lower prices; 
and from technology, which is allowing re- 
tailers to circumvent bureaucratic rules. 

The law will not come tumbling down. 
Japan does not work like that. Instead, a 
consensus is gradually forming that the law 
must be reformed; when that process is com- 
plete, the law's provisions will be eroded un- 
til it becomes an irrelevance. 

Already government committees, which 
are used to prepare the ground for such 
changes, are at work. One set up by the 
prime minister, Mr Noboru Takeshita, is 
due to report later this year. Mr Takeshita 
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Under threat. Please give generously 


gave a promise to deregulate the distribu- 
tion system at the Toronto economic sum- 
mit earlier this year. More important, he 
owes the big retailers a political favour: they 
are supporting his plan for tax reform. It was 
their opposition that put paid to his prede- 
cessor's attempt at tax reform in 1987. 

Mr Takeshita's committee itself is likely 
merely to tinker with some restrictive prac- 
tices; it will fall short of recommending any 
repeal of the Large-Scale Retailers.Law. But 
its report will be significant for all that: it 
will signal a change in mood. Because of a 
widespread sense that the distribution sys- 
tem needs to be reformed, and because with- 
in MITI there is a new sense that in small 
towns large stores now often act as magnets 
for other: businesses and so are beneficial 
rather than harmful to local economies, the 
ministry has become more accommodating 
towards large stores opening. It is starting to 
insist that local shopkeepers deal with appli- 
cations for new big stores quickly (and not 
spin them out, as they do now, for years). 
According to the Japan Institute of Regional 
Economics, applications for new large-store 
openings this year are nearly 15% more nu- 
merous than at the comparable stage last 
year. 

While the government tills the ground 
for national retailing chains, technology is 
already sowing the seeds. Point-of-sale (pos) 
computer networks are the stimulus. At 
their most basic, these let shops monitor 
what they sell to whom and when, so en- 
abling them to eliminate unnecessary (and 


57 





ree 




























P 
v, 


Liye 


"s 





4 


bt 
: 
E 
» 
» 





TOKYO 


T SOUNDS like a manufacturer's 
dream: assemble your products only 
| after the customer has ordered them; be 
paid in advance; and charge a premium 
for doing so. This is what Japan's bicycle 
makers are starting to do. And Japanese 
consumers, long accustomed to paying 
through the nose for everything, love it. 
The latest marketing wheeze in Japan 
| is customised bikes. Cyclists go to their 
| local bicycle shop and design their own 
| machines from a list of standard parts. 
They choose the shape, colour and ma- 
terials for the frame, brakes, handlebars, 
seat and so on. The details are sent to the 
manufacturer, which delivers the made- 

| up bike to the shop within two weeks. 
| Matsushita, better known for con- 
| sumer electronics, dreamed up the idea. 
It started selling bikes this way in June 
last year. Sales by this May had reached 
8,000, with individual machines selling 


Japan taken for a ride 











for between ¥77,000 ($580) and a stag- 
gering ¥765,000, for the cyclist who 
chooses the best of everything. Cheap, 
off-the-shelf bikes in Japan start at 
around ¥30,000. Matsushita says it can 
make 94,020 different sorts of bike from 
its parts list. 

Bicycles are fashionable in Japan. The 
bespoke versions let customers indulge a 
new-found passion for individualism, 
without straying too far from the social 
norm. The big manufacturers have taken 
note. Miyata, Japan's number two bicycle 
maker, launched its own customised bike 
service this month; it aims to sell 12,000 
customised machines in the first year. | 
The industry leader, Bridgestone Bikes, 
will start its mix-and-match bikes in Oc- 
tober, aiming for annual sales of 15,000 
machines. It will offer an added sales gim- 
mick: customers will be able to do their 
designing on a computer screen. 


NIPPON BICYCLES 





expensive) stocks of slow-moving goods. 
Used in a more sophisticated way, they allow 
a number of small shops to link up through 
one central inventory-control and delivery- 
control system, to create a big chain. This is 
commonplace retailing technology in West- 
ern Europe and America; in Japan, it is 
proving revolutionary. 

It has been especially effective in pro- 
moting the growth of medium-sized conve- 
nience stores. The first convenience store 
appeared in Japan in 1974; but it was the 
introduction in 1983 by a supermarket 
chain, Ito-Yokado, of its own POS network 
into the 7-Eleven stores that it runs in Japan 
under licence from America’s Southland, 
which allowed these otherwise independent 
franchise operations to link up and take ad- 
vantage of economies of scale. Most of the 
leading retailers have followed suit. Daiei 
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has linked the Lawson chain of convenience 
stores with its POS network; Seiyu has done 
the same for Family Mart. 

The pos networks are already shaking 
up the two most backward parts of the re- 
tailing system: the 1.3m mom-and-pop 
stores and the ranks of small wholesalers 
who support them. The number of family re- 
tail operations has fallen: from a peak of 
around 1.5m in 1982. Many of the survivors 
fear that they will not last as independent 
operations if prices fall thanks to the twin 
blows of technological change and deregula- 
tion. One solution is for them to join a con- 
venience store chain: 7-Eleven’s nearly 
3,400 franchisees are almost all former small 
shopkeepers. 

A similar change is affecting the small 
wholesalers, whose numbers have also 
fallen—from a peak of 426,722 in 1982 to 


under 400,000 now, cutting the number of 
layers in the distribution system. POS com- 
puter networks mean that convenience 
stores can band together to order in bulk, 
freeing themselves from the grip of the 
small-scale wholesale distributor. 

[n its new report on the Japanese econ- 
omy, the OECD calls for a reform of the dis- 
tribution system. As the regulatory climate 
becomes more favourable to big retailing 
groups, such reform would involve a wave of 
mergers and acquisitions cascading through 
the fragmented industry, just as occurred in 
the American and European retailing busi- 
nesses during the 1960s and 1970s. This will 
take time, not least because hostile take- 
overs are so unJapanese. But the long-over- 
due restructuring of the Japanese retail in- 
dustry has clearly begun. 








Racal and Vodafone 


Upwaraly mobile 


N AUGUST 16th a meeting in Lon- 

don will determine the outcome of the 
most valuable stockmarket flotations ever 
launched by a British private company. 
Shareholders of a British electronics com- 
pany, Racal, must decide how to sell off RTG, 
its mobile-telecommunications - business, 
colloquially known as Vodafone. This divi- 
sion is worth as much as £2 billion ($3.4 bil- 
lion). It is the focus of an ugly row between 
Racal's managers and its second-largest 
shareholder, an American company called 
Millicom, over the best way of keeping a 
company's stockmarket value up. 

Racal wants to float RTG off as a separate 
company because it thinks that the 
stockmarket failed to reflect the full value of 
Vodafone when it was à subsidiary. But i 
does not want to lose control of the co 
pany: Racal plans to hold on to 8096 o 
RTG s shares. The 20% floated would be sold 
to shareholders to raise money not for 
Vodafone but for Racal's security and data- 
communications businesses. 

Millicom, which helped Racal to set up 
Vodafone, wants Vodafone split off from 
Racal altogether. Racal's shareholders 
would be given 9096 of the new company for 
free and Racal could raise funds for its other 
businesses by selling the remaining 10%. In 
addition RTG would pay back Racal the 
£150m or so it has swallowed up in invest- 
ment since it was formed five years ago. 

Behind the dispute lies the question: 
whose success is Vodafone's—Racal's man- 
agers or Racal's shareholders? This, for 
Racal's managers, is a question of survival: 
shórn of the successful Vodafone, the com- 
pany looks a mess; it might quickly attract 
takeover bids, perhaps from Britain's Gen- 
eral Electric Company. 

Indeed, it was just such a threat that 
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In both America and Britain domestic worries have temporarily re- 
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f P the seventh time in three 
s. A day later theFed raised Ameri- 
'$ discount rate by half a percentage 
"point There was a common cause: on 
. both sides of the Atlantic there are worty- 
ing portents of overheating and inflation. 

With America's fiscal policy off-limits 
ntil after the presidential election, and 
British government refusing to tighten 
cal policy when its budget is already 





2 countries are having to use interest rates 
] as their only instrument with which to 
steer demand. Exchange-rate targets, the 
| previous mentor of interest-rate policy, 
^ have been temporarily shelved. — 

. A lot of critics think that interest rates 
are too blunt an instrument for the pur- 
pose. They argue that consumer spending 
is relatively i insensitive to changes in rates, 
-and that tax increases, not interest rates, 
"should be used to cool overheated de- 
mand. By contrast, investment is sensitive 
to interest rates, so the very thing that is 
"essential for growth to be sustained will 

suffer when rates rise, 

A fair analysis? Assume, for the pur- 

poses of argument, that all countries in- 
| crease their interest rates, leaving ex- 
| change rates unchanged. Then interest 
| rates should affect consumer spending in 
two ways. 

€ Higher interest rates will make con- 
-sumption today less attractive than con- 

sumption tomorrow. Households will 


pm 


— 


and borrow less. 

@ At the same time, higher interest pay- 
ments on existing debts will. squeeze 
households’ disposable income. 

Is this in fact what happens? On the 
face of it, no. Far from saving more, 
. American and British households have in- 
creased their debts relative to their in- 

- come during the 1980s, despite the jump 
in real interest rates (see chart). Interest 
payments have risen even faster: in Brit- 
ain they have doubled over the past de- 
cade to 9% of household income. 

This surge of borrowing, though, is ex- 
plained by factors other than interest 
rates. The borrowing surge reflects 
changes in the attitudes of both borrow- 


ers and lenders. Today's big spenders are 
the biby boomers of the 1950s and 1960s, 
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irplus,. the policy-makers in both 


therefore curb their spending, save more... 


ange-rate ones in the setting of interest rates. How effective 
; rates at — growth i in domestic demand? 





heir parents' FR 
ebt. Meanwhile financial 
1 has spurred competition 
| ders, and they are now falling 
ove r them selves to book loans. 
And while the expansion in debt in 
the 1980s has been more than matched by 
a rise in households’ holdings of financial 









assets, deposits with floating interest rates. 
have grown more slowly than other assets 


such as. equities, bonds and pension fund 
reserves. As a result, Britain's personal 


sector has recently switched from being a 
net creditor in terms of floating interest- 


Real interest rates 
_ Short-term rates deflated by consumer prices 
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the personal sector gained from a rise in 


interest rates, now its disposable income 


will be squeezed. 

... Morgan Grenfell, a London merchant. 
bank, calculates that each 196 rise in inter- 
est rates dar net personal i incomes by 
an annual £320m. This is only 0.1% of 
disposable income, but the impact on to- 
tal spending will be larger. Why? 

Savers tend to be older than borrow- 
ers. Almost 6096 of the funds invested in 
British building societies are owned by in- 
vestors over 55 years in age; those oldies 
account foronly 1596 of borrowing. A rise 
in interest rates distributes income from 
young spendthrift borrowers to older and 
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rate assets and liabilities to becoming a 
net debtor. This should make households . 


more sensitive to interest rates: in the, past. 















































staider investors, who will usualk 
their windfall more slowly than de 
cut their spending back. 
This all. suggests that interest 
have become a slightly more powet 
strument of policy than they on 
The snag in Britain is 
tween interest rate 
mortgage payme: 
past few years. An 
mortgages, wher. 
monthly repayment: 
now cover about 40 
ers. Most of them’ 
of the recent 134% rise in t 
rate until next year, so the 





rates almost immediately. In the 
higher interest rates will 
crease, not reduce, person 
come. On balance, interes 
remain a blunt instrument fo cont 
consumer demand. 
They are even linia in Ame 
There, higher interest rates are likely 
raise disposable i income even in the lo 
term, because American households til 
have more adjustable-interest-rate. asset 
than they do debts. Mortgage borro 
for house purchases accounts for abou 
two-thirds of total personal borrowin 
rougly the same as in Britain. The diff 
ence it that in Britain virtually all of it 
on floating-interest rate terms; in Am 
about half is át fixed interest rates. ` 
over, because tax relief on mortgage 
est payments is móre' generous in Ameri 
than in Britain, Americans may be ev 
less sensitive to interest rates. 
Recent tax reforms in both cóu 
have tended to offset some of these 
fects, because lower marginal ta 
automatically cut the value of t 
Despite this, consumer speci 
sponds only jerkily to -int 
changes. Investment io resp 
all too readily. The British T ; 
model suggests ane if interest rates rise by 
2%, consumption will be 13496 lower aftei 
two years than it would otherwise ‘he 
been; investment will be 234% lower. . 
n. theory, firms go ahead only 
vestment which promises a rate of ret 
greater than the cost of funds; so, if 
est rates rise, fewer projects pass this t 
In practice, investment decisions deper 
upon many other factors besides the cost 
of money: capacity utilisation, 
strength of demand, business Corb diee 
and profits, In both Britain and Amer 
these all currently point to investment: 
maining strong—but for how long?“ 
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as probably chasing Vodafone. Racal was 
oing cheap: its share price at the time re- 
flected less than half of the true value of 
odafone, which looks capable of two-fig- 
re. growth over the next few years. Racal’s 











96. This put paid to Cable & Wireless's 
n bitions. 

Yet now that the asset value of 
odafone seems to have been realised, why 
iould Racal stay together? Sir Ernest Harri- 
in, the company's chairman, answers that 
e group's strength lies in the synergy be- 
reen its divisions. Security and data com- 
nunications are potentially high-growth 
businesses. Besides, he says, all three tech- 
ologies are converging. For shareholders 
iough, things are not so simple. 

© Millicom believes that shareholders’ as- 
would be worth less if Racal were to con- 
| to own RTG. It argues, first, that 
dafone shares will not be heavily traded 
use of Racal's controlling stake; and, 
ond, that Racal’s share price will not re- 
t the full value of its stake in Vodafone. 
analysts accept that if Millicom’ 5 plans 
-to go ahead, both companies’ share 
ces would be higher, if only because bids 
y both halves of Racal are expected 
Vodafone is more likely to be taken over as 
n independent company than if most of its 
jares are held by Racal—though at £2 bil- 
on it would not be cheap). So the question 
icing investors is whether to accept a lower 
hare price in the short-term in order to give 
Sir Ernest a chance to make Racal's other 
usinesses grow in the future. 

Whatever happens, next week's vote 
| influence the way companies manage 
evenly matched subsidiaries. In the past, 
ealthy subsidiaries have helped their lack- 
tre partners through rough times. In 
cal’s case that depressed its share price 
1 made it vulnerable to takeover—some- 




















y round this difficulty. Millicom’s plan as- 
mes that successful subsidiaries are better 
ff on their own. 





ropean cars in America 


SUROPEAN carmakers’ export drive 
into the United States has stalled. After 


f West European cars in the first half of 


988 were 1296 lower than in the same pe- 
iod of 1987. n the hardest hit are 


ompted the flotation in the first place. E 
hen Cable & Wireless, a rival electronics 
impany, bought 2.8% of Racal in May it ` 


oy worked. When news of the flotation hit 
market in April its share price jumped. 


‘cused of having a will of its own. The new 


ng not unique to Racal. Racal's plan is a. 


ears of steady increase, American imports. 


























Volvo, Porsche and Audi. | 

The falling dollar.is at the root of the 
problem. Despite trimmed profit margins, 
the average price of European cars in Ámer- 
ica has increased by over a third during the 
past three years. Since 1985, the price of a 
Mercedes Benz 190£ (one of the firm's least 
expensive models) has risen from $22,850 to 


$29,190. Higher prices, even in "near-lux- - 


ury' cars, mean lower sales. 

Audi, part of the Volkswagen empire, 
faces the biggest challenge. In addition to 
price rises, its cars have been plagued by a 
reputation for being unsafe. More than a 
thousand Audi owners have filed com- 
plaints that their cars suddenly and inex- 
plicably raced out of control. Audi sales 
dropped from a peak of 74,000 in 1985 to 
41,300 in 1987. So far in 1988 Audi sales are 
running at less than half of 1987's rate. 

Audi is pinning its hopes for revival on 
two new sedans, which will replace the Audi 
5000, the car whose automatic version is ac- 
























DETROIT 


HE tides dragging European carmak- 
. ers back from American shores are 
also washing American wheels into Eu- 
rope. All three big American carmakers 
have high hopes of increasing their small 
| exports of American-made cars. Their 
brightest market is Western Europe. 
General Motors expects its exports to 
Europe to double this year to about 
| 17,000 cars. For 1989, GM expects sales 
| to grow by another 20%. Ford, which 






European dealers for its American-made 






| d this year and 4,500 in 1989. Most 
n , Optimistic is Chrysler, which was forced 
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America looks to Europe 


a hold : out t much h bope, of E 


has not yet established a full system of . Td jp if 


cars, expects more modest sales of 3,000 
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changes «and: other routine maintenance. 
Audi hopes to push American sales back up ~ 
to 50,000 a year by 1992. But this may not 
be easy, since competition is heating He | 


particularly from the lapanese. 


By the end of 1989 three Japanese car- ` 


makers. will have established semi-autono- 


mous luxury-cat divisions: Nissan’s Infiniti, 
Toyota's Lexus and Honda’s Acura. All will 


focus on the American market. Acura, the 
only one now in operation, expects its 
American sales to hit 100,000 this vear. 
Many of those will come at the expense of 
European carmakers’ "near-luxury -. models 
priced between $25,000 and $30,000. | 

_ BMW reports that total sales have fallen 
by 1896, to 34,800, from the first half of 
1987 to the same period of 1988. Deman ` 


for its cheaper J-seties cars has been partici 
_larly slack. A few years ago, the 3-series ac- 


counted for two-thirds of the BMWs sold in 
America. This year it will be only half. By 
contrast, the top-of-the-line 750 model, the 
Queen Mary of road machines, is selling ag ^ 
fast as BMW can bring them into the country. 

Porsche faces a similar problem. Total 
sales are down by a third, but sales of its less 
expensive 924 and 944 models have fallen 
by more than half. Once these were the 
favourite cars of Silicon Valley secretaries, 
grown suddenly rich on stock options from 
their high-tech employers. Prospects for the 
924S look so bleak that Porsche is dropping 
the model altogether. 

Among the West Germans, Mercedes- 
Benz has done best at maintaining sales. Its 
sales declined only from 45,400 cars in the 
first half of 1987 to 44,100 cars in the first 
half of 1988. This is an achievement. From .. 
1985 to 1988 the sales-weighted average — 
pe of Mercedes cars sold in America i 














out of Europe in the wake of its near- 
bankruptcy in. 1980. It hopes to sell 
55.000 cars a year in Western Europe in 
the mid-1990s. . $ 

Even Chrysler’ $ dreams would leave | 
it exporting to Europe only some 3-596 of 
its total production. And the big three's 
exports will be a drop in the bucket of 
America's car-trade deficit, which stood 
at $46 billion last year. Nor do American uem 
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European car sales in the US 

1987* 1988* 
vw 63,259 73,190 
Volvo 61,964 49,621 
Mercedes-Benz 45,411 44,066 
BMW 42,987 34,786 
Saab 22,089 19,341 
Yugo 27,034 16,544 
Audi 24,887 11,733 
Jaguar 10,024 9,897 
Porsche 12,824 8,807 
Rover 6,381 4,947 
Range Rover 722 1,575 
Peugeot 4,440 3,482 
Alfa Romeo 3420 2708 
Total 336,147 295,669 
*First six months Source: Ward's Automotive 

eased from $35,000 to $50,000. 


The moral from this is that at the pinna- 
cle of the market you can still sell cars. No 
amount of exchange-rate change will de- 
value the snob appeal of a stately Mercedes, 
Rolls-Royce or Range Rover. And it is here 
that the Japanese cannot yet mount a 
challenge. 





British leisure 
Measureless 
pleasure domes 


F E story so far: in February, Grand 
Metropolitan, a British booze-to-betting 
conglomerate, decides to sell 800 of its least 
profitable pubs. Nearly half are snapped up 
by Brent Walker, a favourite of the British 
leisure business until then known best for 

building a chunk of Piccadilly Circus. Ea- 

r companies then comb the books of 
other British leisure outfits in search of un- 
dervalued assets. Pleasurama, with interests 
from casinos to holidays, spots one, in the 
Hard Rock Café, a company that runs a 
popular hamburger joint on Hyde Park Cor- 
ner, and decides to buy it. 

Meanwhile, Mecca Leisure, which used 
to be part of Grand Metropolitan and runs 
nightclubs, bingo halls, restaurants and 
holidays, decides that it would like 
Pleasurama (but not the Hard Rock Café) 
and offers about £600m ($1 billion) for it. 
Pleasurama sneers, but finds itself a takeover 
target. There are rumours that Brent Walker 
is also interested in Pleasurama, but finds it- 
self under attack for its accounting prac- 
tices. Oh, and Grand Metropolitan an- 
nounces that its 100 Inter-Continental 
hotels are up for sale, which, since they 
might fetch £1.5 billion, has the City won- 
dering what it wants to buy next. 

Why the hoovering and manoeuvring? 
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Simple: all players suddenly think that the 
stakes are high. They believe that the com- 
panies that guess correctly how Britons will 
spend their spare time in the future are go- 
ing to make a mint. 

Those guesses ‘are not easy to make. 
Consider: the British consumption of beer 
per head has fallen throughout the 1980s. 
So sell your pubs? Maybe; but changes to 
Britain's licensing laws next month will let 
pubs stay open all afternoon. Since the 
flight of oil-money from London, receipts at 
its most exclusive and expensive casinos 
have shrunk. Dump that roulette wheel? 
Think again; away from London, Britain's 
newly-rich bourgeoisie is swarming to newly- 
opened casinos. Britons take more than 
twice as many holidays abroad now as they 
did in 1971; so buy into foreign-holiday 
companies? Only if you like thin margins 
and relish frantic price-cutting. A propen- 
sity to take more holidays each year, coupled 
with an aging population, has meant that 
the number of holidays taken in Britain it- 
self is as high as it has ever been. Persuading 
Britons to spend more on holidays at home 
might be a better bet. 

Mecca hopes that by combining with 
Pleasurama it can satisfy this confusing mix 
of leisure demands. Pleasurama is strong in 
provincial casinos, which can offset Mecca’s 
reliance on declining bingo halls. Both com- 
panies have recognised that there is a grow- 
ing market in short holidays in Britain. Both 
firms have seen that more food is being 
eaten away from home. Britons spend less 
than 4% of their disposable income on eat- 
ing outside the home; Americans spend no 
less than 18%; if Britain adopts more Ameri- 
can habits, the restaurant business will soar. 
In real terms, reckons Staniland Hall, a fore- 
casting firm, expenditure on food eaten 
away from home grew by 7% from 1981 to 
1985, and may grow by 9% from 1985 to 





Frenzy in Britain’s leisure business 


1995. Both companies think the way to- 


make the most of this market is to develop 


more branded restaurants (one whose name d 
is immediately recognised) and more of 
those with themes (ploughing through an — 


Elizabethan dinner, served by wenches). 


The difference between the companies - 


is not over this strategy but on how far it can 


be taken. Mecca thinks that Pleasurama’s — 
plans to expand the number of Hard Rock — 
Cafés runs the risk of diluting the brand. - 
Neither company has yet exploited the 


other great theme money-spinner—Ameri- 


can-style theme parks, which after a slow ` 
start are now booming in Britain. Two of 


the seven biggest money-making tourist at- 
tractions in the country are now theme 
parks—Alton Towers and Thorpe Park. 
Brent Walker is said to be interested in 
developing another park (the biggest yet) 
outside Corby, in the East Midlands. 

On its own, no amount of theming, 
branding, or any other device designed to 
satisfy the new collection of British tastes 
quite explains this summer's bids and 
counter-bids. There is almost certainly an- 
other reason for it. 


Increasingly, British leisure companies 


think that if they get the right mix of activi- 
ties at home—on property that, at least in 
south-east England, is among the most valu- 
able in the world—they will be able to use 
their assets to break into foreign markets. 
Pleasurama already owns 9096 of 900 acres 
of land in Williamsburg, Virginia, a stone's 
throw from one of America's largest theme 
parks, and from Colonial Williamsburg, one 
of the country's biggest tourist attractions. 
Brent Walker is developing a marina in 
Spain. On the back of leisure, pubs, and 
property in Britain (or so goes the theory) 
can be developed companies able to buy as- 
sets anywhere in the world. 
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Italy's new chemistry set 


HE world has a new chemicals giant. 
The Italian government has allowed 
the chemical bits of the state-owned en- 
ergy group Eni to merge with the bulk- 
| chemical assets of Montedison, Italy's big- 
| gest private chemical firm. The new 
| company, called Enimont, will have assets 
| of 9.5 trillion lire ($7 billion) and annual 
sales of some 13 trillion lire; that puts it 
among the world's top ten chemical com- 
panies, alongside the likes of Dow Chemi- 
cal, Hoechst and ici. Most observers 
| think this is Italy's last chance to salvage 
| its chemicals industry. 
| In 1981 Italy's chemicals business was 
| nearly bust. Like other Western European 
countries, Italy was producing more 
| chemicals than it could sell. It was also suf- 
fering from years of mismanagement, 
clumsy government and bad luck. Italian 
bureaucrats, in their eagerness to bring in- 
dustrial jobs to the poor south of Italy, 
| had encouraged the fragmentation of the 


petrochemical industry. The process of 


putting it back together again began in 


Indonesia 
A corrupted 
boom 


JAKARTA 


UDDENLY the Indonesian economy is 

thriving; so say the International Mone- 
tary Fund and the World Bank. The IMF 
thinks GDP growth will average 5% annually 
in the next five years. The World Bank fore- 
sees annual growth of around 4.596 until 
1989, increasing to 5.996 thereafter. This is 
an extraordinary turnaround. Two years 
ago, the price of Indonesia's main export 
earner, oil, dropped by half. Then ex- 
change-rate shifts added nearly one-third to 
its hefty debt repayments—much of Indone- 
sia's debt is denominated in strong yen. 

The recovery has been achieved in the 
usual virtuous ways. First, an adjustment 
programme, started in 1983, and accelerated 
in 1986, incorporates many of the measures 
that IMF and World Bank people like to see. 
During the past five years, government in- 
vestment has been cut by about one-quarter, 
which brought a fine slaughter of infrastruc- 
ture white elephants. This year civil service 
salaries have been frozen for the third year 
running, and public expenditure in real 
terms will probably fall. A sustainable (ie, 
lower) exchange rate has kept exports com- 
petitive. When oil prices fell in 1986 there 
was a brave and controversial 31% devalua- 
tion of the rupiah against the dollar. Since 
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1982, when Montedison was privatised 
and Eni set up with Occidental a joint 
chemicals venture called Enoxy. 

The Enoxy partnership lasted just one 
year. In 1983 the government made a half- 
hearted attempt to rationalise its chemi- 
cals industry by dividing it in two. Eni 
took over most of the loss-making bulk 
chemicals, and Montedison took the 
more valuable drugs and specialty chemi- 
cals. According to Mr Lorenzo Necci, 
Enimont's new boss, the latest merger is 
the logical conclusion of the 1983 
rationalisation. 

What will Mr Necci and his board do 
with Italy's new giant? The emerging plan 
seems to have three prongs: 

e Inefficient plants will be replaced by 
new ones; about 5,000 jobs and several 
production sites will go. Enimont plans to 
invest about 1296 of its annual revenues 
(double the figure spent by European ri- 
vals) to improve the efficiency of older 
plants, mostly in southern Italy. 

e Enimont wants to reduce its depen- 


then the rupiah's value has declined slightly, 
but inflation has been brought down to an 
annual rate of 9%. The IMF thinks it will set- 
tle at about 5% in coming years. 

Newly competitive exports—tropical 
commodities like timber and rubber—have 
brought diversification away from oil. In the 
year to April 1988 non-oil exports jumped 
24% in volume, bringing in $9.7 billion. On 
December 24th a new package of measures 
for the non-oil sector was announced. The 


red tape that swaddles foreign trade is being 


torn away. It will become easier to hire for- 


Pulling out of the mire 


dence on its home market. It has over half 
its assets and about half of its sales there. 
Most European chemicals companies 
have about 30% of their sales in their 
home markets. To branch out, Enimont 
might enter into joint ventures like EVC, a 
venture between Eni and ici which is Eu- 
rope’s biggest producer of PVC. 
e Like most other European chemical 
companies Enimont also wants to expand 
into specialty chemicals. Already this 
year, Eni has increased its R&D spending 
on chemicals by 30% to find new fancy 
compounds. It has a powerful partner in 
Montedison, which invented polypro- 
pylene and is one of the chemicals indus- 
try’s most prolific source of new products. 
But the company will almost certainly 
need help. Enimont carries a debt of 5.4 
trillion lire. It says it will use its profits 
from booming bulk chemicals to reduce 
this, but some industry watchers are fore- 
casting a downturn in demand for com- 
modity chemicals sometime next year. It 
seems likely that the Italian government 
will grant Enimont a marriage dowry—a 
one-off payment, to help the new firm on 
its way. 








eigners, and tax benefits for export-oriented 


companies are to be improved. Tourism is a 
priority; henceforth an entrepreneur want- 
ing to build a hotel need apply for only one 
licence. In the old days he needed 33, which 
meant at least 33 bribes. 

The result is a growing interest in Indo- 
nesia from foreigners. All over South-East 
Asia manufacturers are looking for invest- 
ment opportunities that they used to find in 
the Asian tigers (Taiwan, Hongkong, Singa- 
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Sources: Central Bureau ol Statistics; James Capel, EIU 


mesia is doing well. In 1987 there was a 
77% jump in promised foreign investments. 
There are still big problems. Foreign 
debt will probably reach $50 billion this 
year. Debt-service payments are expected to 
rise nearly 35% to $9 billion, giving a debt- 
service ratio of almost 4096. And more im- 
portant than anything that shows up in na- 
tional accounts are the silken threads that 
keep the country poor. 

Corruption is the most prominent. 
Businessmen may argue whether corruption 
is worst in Indonesia, Nigeria or Brazil. All 
agree that Indonesia is clearly in the-first di- 
vision. Some corruption may sometimes oil 
the wheels. of trade, but Indonesia's level 
does not. The best firm for a job does not get 
a look in against the company best versed in 
how to fix a deal corruptly. 

The government wants to dismantle the 
steel monopoly, but many other inefficient 
old monopolies remain. Most of those 
Apre make important people rich. 

e government should quash the large 
subsidies for fertilisers and insecticides that 
help swell big farmers' profits; it would be 
better for farmers to make their money sell- 
ing crops in the market. But that would re- 
quire an improvement in the means by 
which farmers bring their goods to mar- 
ket—ie, say some critics of budget cuts, gov- 
ernment investment in roads, law and order 
in the countryside, and more. 

About 5!/m people are looking for jobs 
in Indonesia. In some areas jobless people 
become bandits, or start digging dangerous 
mud warrens in search of gold. If the IMF's 
forecast of 5% average annual growth is 
right, the 2m people who come into the la- 
bour market each year could find work. But 
lower GDP growth rates, say of 1-2% a year, 
could cause unemployment to double in the 
next five years. That could stir new unrest in 
a country whose social problems are already 
daunting enough. 
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American publishing 


Media madness 


NEW YORK 


64D INGO Baron Buys Boob Tube Bi- 

ble”: what a pity that one of Mr Ru- 
pert Murdoch's tabloids did not do justice 
with such a headline to the boss's takeover 
of America’s Triangle Publications, owner 
of TV Guide. With weekly sales of 17m 
copies, TV Guide is one of the world’s most 
profitable magazines. But with a price tag of 
$3 billion, Triangle is also one of the most 
expensive magazine companies. Was it 
worth it? 

Amid the present wave of publishing 
takeovers, Mr Murdoch is not the only one 
concerned with that question. Over the past 
12 months, publishing companies of all 
kinds have been fetching 30 to 50 times 
earnings. As publishing empires grow ever 
larger, their owners are still struggling to 
work out what economies of scale the busi- 
ness might offer, let alone how to tap them. 
All eyes are on Mr Murdoch for answers. 

Mr John Suhler of Veronis, Suhler— 
the corporate marriage broker that arranged 
Mr Murdoch's deal with Triangle—reckons 
there are few such economies. What media 
takeovers offer is cash and growing amounts 
of it. His firm reckons that broadcasting and 
publishing revenues grew at nearly 1196 a 
year from 1982 to 1987, and that similar 
growth lies ahead in the next five years. Pub- 
lishing revenues alone grew as fast as those 
of the electronics industry. 

Media firms' cash flows grew even faster 
than revenues. Because advertising often 
holds up well in slumps, that growth is rela- 
tively recession-proof. And because 
publishing's prosperity requires little invest- 
ment in fixed assets, much of the cash flow is 
available to finance anything from another 
takeover to the owner's executive jet. In 
many cases, publishers’ cash flow has been 
enough to cover the debt taken out to buy 
them, making growth through acquisition a 
self-financing prospect for many media 
companies. 
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Not though, for Mr Murdoch. Triangle 
has assets of about $500m and no debt, but 
its cash flow, though healthy —about $200m 
a year on sales of just over $1 billion—is low 
in relation to the acquisition price. Mr Mur- 
doch is selling other assets—including prope 
erty in Los Angeles and News Corporation's — 
holding in Reuters—to make the down pay- 
ment. And to improve the return on his in- 





vestment, he will try to combine Triangle — 


with News Corp's existing publications to — 
make a whole greater than the sum of its — 
parts. In other words, he does need to find 
economies of scale. 

One might lie in distribution. rv Guide 
sells heavily at supermarket check-outs, and 
Triangle has developed an efficient distribu- 
tion network to get it there. Some of Mr 
Murdoch's other American publications— 
like Star—might benefit from that, too. An- 
other possible economy of scale lies in ad- 
vertising, where would-be advertisers could 
be offered a package that combines space in 
Mr Murdoch's Elle with that in Triangle's 
Seventeen, thus allowing them to reach 
more customers with less bother. 

Unlike many of his competitors, how- 
ever, Mr Murdoch seems uninterested in 
trying to find economies of scale in gather- 
ing and dispensing information. McGraw- 
Hill and Dow Jones, for example, have in re- 
cent years created vast electronic networks 
into which reporters pour their work. In 
theory, the information can then be repack- 
aged for different markets at little additional 
cost. In fact, neither firm has vet found how 
to make the strategy pay off—and McGraw- 
Hill is now a possible takeover target. 

Other firms have also been disap- 
pointed by the promise of economies of 
scale in publishing. Time, Inc. has not found 
much joy in either the distribution network 
or the advertising packages it has created 
around its various titles. Should Mr Mur- 
doch find a way to make his acquisition pay, 
he may yet set off another wave of publish- 
ing takeovers. If he does not, his recent deal 
may provide a more discouraging dem- 
onstration of just how much is too much to 
pay for a publishing house. 
























































HINA’S supreme leader, Mr Deng 
Xiaoping, likes to say that by 2050 his 
n will be a “middle-developed coun- 
with an annual income per head of 
000. That is an ambitious target. To see 
' ambitious, try to make a telephone call 
“hina, or book an airline ticket, or sim- 
y. drive from one city to another. Such 
s are simple in a middle-developed coun- 
such as Spain—but still frustratingly dif- 
lt in China. 

China is determined to build the infra- 
ture that will make economic develop- 
feasible, but the task is huge. The rich- 
“part of China is Guangdong, the 
onese province next to Hongkong. It 
bout half of the 1,800 Chinese enter- 
that are authorised to trade with the 
tside world. Yet its 63m people have only 
000 telephones, compared with over 2m 
by Hongkong’s 5.6m inhabitants. 

ong alone has more than twice as 
ny private vehicles as the 258m people in 
las "prosperous" provinces south of 
Yangtze river. With paved roads every- 
the colony is literally streets ahead of 
led Canton. 

“One convincing measure e of a nation's 
elopment is its consumption of electric- 
¿China consumed only 423 kilowatt 
urs of power per head in 1986, which 
ompared with 3,327kwh for each person in 
dons and 6,810kwh for each West 
rman. Despite the almost febrile growth 
its economy, China remains woefully 
hort of what it needs if Mr Deng's ambition 
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is to come true: good roads, efficient trans 
port, adequate power and a proper telecom- 
munications network. 

To get them, China needs help from 
outside. Since 1979, when Mr Deng opened 
China's doors to foreign investment, China 
has approved 11,500. foreign-supported en- 
terprises and another 225 enterprises en- 
tirely owned: by foreigners. Unfortunately, 
few of those investors are making any 
money, apart from some businessmen from 
Hongkong who are interested in using Chi- 
na's cheap workforce for their garment and 
toy factories. | 

One of the most interesting exceptions 
is Mr Gordon Wu. His Hongkong company, 


Hopewell Holdings, is betting most—per- . 


haps all—of its future on building 
Guangdong's infrastructure. What Mr Wu 
has in mind is a superhighway. By 1992 it 
will go in a long loop through the Pearl river 
delta to link Shenzhen (the special eco- 
nomic zone on Hongkong 's border) with the 
provincial capital of Canton and the Portu- 
guese enclave of Macau. Hopewell is in part- 
nership with a company owned by the 
Guangdong provincial authorities, but it is 
Hopewell that bears the real risk, with an ex- 
posure of HK$6.8 billion ($872m). 

The reward, however, could be high. 
Winfull Laing & Cruickshank, a firm of 
stockbrokers, calculates that, even. on pessi- 
mistic assumptions about cost and traffic, 
Hopewell should recover its money on the 
first phase of the highway (to be completed 
by | i ue 1998—and make annual aos 


tic. 


HAS a uns dong 






recast is 1993, and post- J 
tax profits of HK$1.6 billion by 2019. — — 

Mr Wu's approach is consistent with 
the new fashion in infrastructure invest- 
ment in the developing world: “build, oper- 
ate, transfer”, Under this system foreign in- 
vestors take much of the financial risk, but. 
are supposed to be given every incentive to. - 
make the project successful for the country 
and profitable for themselves. 

His success in getting the contract is also 
a useful case study in what it takes to do 
business in China. He first proposed the su- 
perhighway ín 1979, and persevered long 
enough to sign an agreement in 1984. The 
financing of the deal makes sense both to his 
bankers and to his partners: Hopewell pro- 
vides the money and expertise; Guangdong 
provides the land. Hopewell will repay its. 
loans from toll charges. It will be allowed to... 
take 40% of the revenue for the first te — 
years and 30% for the next 20—after whic 
ownership of the highway reverts to the pro- 
vincial authorities. 

It could, of course, go horribly wrong. 
But Mr Wu has two important counts in his. 
favour. The first is his track record. Hope- 
well opened the China Hotel in Canton as 
long ago as 1974; its 2096 share in the 
project is often cited as one of China's few 
profitable foreign investments. In April and 
July last vear Hopewell opened the first two 
units of the Shajiao B power station in 
Guangdong, almost a year ahead of sched- 
ule. This early completion will give Hope- 
well, which hasa 50% share in the joint ven- 
ture that owns the station until 1998, a 
bonus of around HK$400m. 

Mr Wu’s. second advantage is his 
guanxi, or connections, with top leaders in 
China. Foreign companies in China are of- 
ten tripped up by the greed or bloody-mind- 
edness of local bureaucrats with whom they 
have to deal. Early this year, the bureaucr 
of Guangdong started a well-known trick 
increasing their demands in mid-contract. 
Mr Wu had an ace up his sleeve. He invited 
down from Beijing the Communist party 
general secretary, Mr Zhao Ziyang. Hope- 
well's latest interim report coyly notes: 

[n a recent meeting with top Chinese authori- 
ties, the declared policy of 'Management to 
Rest with’ the Enterprise’ was reafhrmed to 
Hopewell Management. Henceforth we expect 
that constructión work will be accelerated at all 
fronts for this much needed toll road. 


At least, then; Mr Zhao appreciates the 
value of a decent infrastructure. If there 
were mote people in China like him and 
more companies like Hopewell, Mr Deng's 
ambitions would be easier to realise. Mean- 
while, the Chinese 2 are apt to say with acer- 
tain smugness: "Even the longest journey 
begins with a single step." Ah yes, but 
China remains unrivalled in its ability to 
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America fancies futures funds 


NEW YORK 


Futures funds are booming in post-crash America because of a paradox. 
Though inherently risky, they delivered the smoothest ride through last 


October’s stockmarket crash 


N BLACK MONDAY last October, 
American investors had around $1 bil- 
ion in futures funds; ten months later, they 
have pumped in another $1.5 billion to 
these funds which gamble on the move- 
ments of commodity prices, currencies, in- 
terest rates and stocks. On top of that, there 
is another $3.5 billion (much of it offshore) 
in private accounts invested in the futures 
markets through professional traders. 
American brokers Dean Witter recently 
placed a $250m fund with investors within 
hours. The biggest wire houses, Merrill 
Lynch and Shearson Lehman Hutton, now 
have about ten funds each. 

Investors have realised that futures 
funds are not as risky as thev once assumed. 
After all, they reason, the average equity 
tund lost more than 2096 of its value in the 
crash; futures funds fell by an average of 
only 2.2%. For those traders who correctly 
sold stock indices short, the returns were 
spectacular. For example, the Tudor Fu- 
‘ures Fund rose 62% in October, and 153% 
n the ten months from January to October 
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1987. The average futures funds perfor- 
mance in 1987 is often quoted as “a rise of 
4096", which easily outperformed both eq- 
uities and bonds. 

Apart from rosy selectivity, there are 
two problems with such statistics. This is a 
relatively new industry. Public futures funds 
have existed in real size only for eight years, 
and have gathered a devoted following only 
in the past five. That is not long enough to 
draw hard statistical conclusions. The aver- 
age of all futures funds over the past five 
years is unspectacular. Since 1983 they have 
risen by 1396 annually, which is not much 
better than the Dow Jones which has risen 
by 12.296. 

Conventional wisdom has it that 80- 
90% of the punters who trade for their own 
account in futures lose money. Conven- 
tional wisdom may be right. Most individ- 
uals lack the capital and nerve to ride out 
losing streaks, and are too often looking for 
a quick and easy killing. However, futures 
funds can be a useful diversification away 
from the conventional share and bond port- 


folio, although even the most adventurous 
money managers would not put more than 
10-2096 of an investment portfolio into fu- 
tures funds. 

More commonly (but inaccurately) 
called commodity funds, some futures funds 
are run by so-called commodity trading ad- 
visers. They must be registered with Ameri- 
ca's Commodity Futures Trading Commis- 
sion (CFTC), which oversees both the 
commodity and financial futures markets. 
Despite this watchdog and the way they usu- 
ally keep between 5096 and 7096 of their as- 
sets in safe investments such as Treasury 
bills, some of these funds have a reputation 
as the preserve of the spivs of the financial 
world. That may be unfair, but—if most fu- 
tures funds have shown they can, over time, 
earn a positive return—why do they have 
such a lousy image? 

The answer is partly the leveraged na- 
ture of futures investment. Roughly $2 bil- 
lion of the estimated $6 billion invested in 
various futures funds are invested in margin 
positions.” That $2 billion is the down- 
payment on promises to sell or to buy 
roughly $30 billion worth of securities at 
promised prices. As prospective losses have 
to be met every day by margin-calls, fund 
managers who have got it wrong will be 
forced to turn quickly to their cushion of 
non-futures investments to find the money. 
That is how futures funds can be wiped out, 
and that is why most futures funds have a 
preset close-down point, usually set at 5096 
of their capital. This means that when half 
of the equity of the fund has gone the fund is 
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Fund, run by ^ and © 
Management (see box). The vast fajotity óf 
managers depend mainly on technical analy- 
sis, which means studying past price move- 
ments t to -— did ones. Moden f 


iutomatically closed. Investors have the dú- — futures funds is die large bon fees and - 
bious reassurance that they can only lose costs. This is also why they appeal to futures. 
half of their money—which is precisely what brokers, who have been rushing to launch 
happened recently to investors in funds funds in recent months to take advantage of | 
managed by one of Chicago's most famous, investors’ current enthusiasm. As a rule of- 
futures traders, Mr Richard Dennis. = | thumb, a minimum of 10% of investors" 
US Ín January. and September. 1987 Mr money goes in commissions in the first year - 
Dennis raised $115m in two funds (Dennis! of trading. Then there is a management 
Dennis Il) underwritten by Drexel — fee—which is usually about 4-696. of the 
Burnham Lambert, an investment bank. value of the fd ond a perfo e fee, _ 
th have since been suspended. Mr Dennis which varies from 10% to 30% of profits, — 
st tens of-millions when he was short of There are also the usual ‘miscellaneous — 
oonds immediately after the crash anc | Trear charges; such as front-end and back-end E 
jury bonds staged one of their biggest loads and.redemption fees. — Hn n 
n history. He again lost a bundl ei in n July ; Given jd costs, hidden and. oer b 
when he was short on silver and lo — wise, the only way to sell these funds to in- - 
gold and the market flew the other v way. * .'vestors is on their performance. Sponsoting 
Futures funds have also come in for p brokets will often allocate the fund's assets 
d |» toat least four different managers with con- 
eM: Edwin J. Elec Iton nd Mr Martin J. '' trasting trading styles. This. extends . the 
G ee a of finance at New ra - diversification principle which is at the c 
Rer — of the argument for investing in 
unds. Diligent brokers will monit i 
managers’ performance and mix caut us m. 
managers with aggressive risk-takers. © 
^ . Who are these managers who: males 
their’ living trading in and out of all kindsof — ; 
futures markets? Two of the biggest and (so E 
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>> There isa bigger worry. All futures trad: 
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When there is 


















ae spot a fashion, such as the recent run-u 
-oraj n: prices, and ride it. | 







































66) "ARKETS are designed to screw 
as many people as possible", says 
Mr Deer Borish, head of research with 
Tudor futures management. He means 
that markets usually do the opposite of 
what investors expect. Investors in Tudor 
Futures Fund, run by an aggressive 33- 
year-old trader, Mr Tudor Jones, cannot 
complain about being screwed. 
... His fund was the industry's number 
. one performer for three consecutive years 
from 1984 to 1987. It notched up a cumu- 
lative return of 1,30096 between Septem- 
ber 1984 and June 30th 1988. Last year, 
Mr Jones made between $80m-100m— 
more than anyone else on Wall Street. He 
trades many kinds of markets. His average 
winning position is held three to four 
days. His average losing position is held 
one day or less. He is not a trader who 


method is to "script" —futures-babble for 
. deciding before entering a trade when to 
| take profits and when to take losses on it. 
Mr Jones's speciality is to fix tight stop- 
. loss limits where he is automatically sold 
- out at a loss. The tighter the stop-loss 
. limit, the bigger the bet that can be made. 
But Tudor risks no more than 3% of its 
equity on any one trade. .— 

. Mr Joness track record may be out- 
standing, buf it is short. In contrast, „Mr 


A terenima: 


f far) most successful are Tudor: Future 


buys or sells and holds. The Tudor — 





Malcolm Wiener is a comparative veteran. 


He began his first public fund in 1978. To 
date it has suffered only two losing years. 
The worst year was a decline of 1296; the 
best was a gain of 80%. 
. Mr Wiener is one of the most conser- 
vative of futures managers. He invests 
only 1596 of his equity in margin positions 
and keeps 8596 in cash or its equivalents. 
He never risks losing more than 296 of his 
assets in any one position. 
A different kind of investment meth- 
odology is practised by Mint Manage- 


ment. The novelty here is that the manag- 


ers do not manage. All trading decisions 


are made by two mainframe computers | 


which are programmed to run seven auto- 
mated trading systems. 


aba 


which depends on having a small statisti- 


* favourable odds. The average loss on a po- 







Mints is a mechanistic approach 
cal edge and making trades to realise 


sition is 0.596 and the Mint system loses 
or breaks-even more than it wins. But the | 
4596 of the trades in which it makes 
money bring in two to three times the av- 
erage loss. Mint is a very long-term inves- 

| 


. tor by futures funds’ standards. Its average 


successful trade is held three months or 
longer. À losing position ís usually kept 
six to eight weeks. This means less fren- 
zied trading and thus lower transaction 
costs. 

Mint trades about 55 markets to dise 
sify risk. Crucially, Mint's three senior 
partners say they never override their 
computer's decisions. Indeed there is a- 
binding contract between them not to sec- 
ond-guess their own system. 

The impressive thing about Mint is the 
consistency of its returris. It has scored an 
average annual return of 3096 since begin- 
ning in 1981. In its worst year it still rose 
14%, and in its best year it rose 60%. It 
also has the fillip of guaranteeing inves- 
tors their initial capital back after seven 
years. This is done by purchasing zero- 
coupon bonds and holding to maturity. 

-This record is attracting investors, 
drawn. by Mint's emotionless non-judg- 
mental system. It has raised $250m in new 
money since the crash and is now manag- 
ing $575m in total, which makes it one of 
the e indastry i $ biggest. 
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M ero in 1978, Ames me- 
; B grow 10 $65 bi bil xi in E borrow- 
à a godes glowing S By the 


end of next year, outstanding Euro-MTNs 
[ ould total 1 E Pt ike comm billion.- - 2 






x co uit investors. "The be pays 
the dealing banks a fixed commission for 
| acting as a broker. Unlike commercial: pa- 
per, which typically matures in less than a 
| year, MTNs are repaid between 18 ^ 
| and 36months.  — 
| Countries, as well as corpora- 
tions, issue MTNS: In Europe-there _ 
has been a recent rash of MTN issues _ 
by sovereign states, including Spain : 
| and Belgium, but the largest issuer 
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of Euro-MTNs and one of the most — 





ene c 
eral Motors Acceptance Corpora- ^ 
tion. GMAC often has more than $1 - 
billion of these notes oütstand g: E: 

For borrowers like ON AC, tl 


active users of the market is G 


their flexibility A Eurobo ond is 
always consists of one large b a of 
debt, all of which carries the same 
P maturity. An MTN programme,:by - 
contrast, can have its repayments 
| tailored to suit the requirements of 
| the borrower. 
| For example, a finance company 
| which wants to match liabilities and assets 
| 





| could need, at a particular moment, $10m 
E. of opu) money, $18.2m of | 7-month 
| money and $79m of 23-month money. 
tile- he Eurobond market could: not 







|. coul post passe el rates at sal maturi- 
-ties to create the demand for its notes. 

| -That is precisely what GMAC does. It 
5 treats its European programme as part of a 
| “global” one. Through MTNs it shifts its 
1 borrowings between Europe and Amer- 
. ica, depending on which market is cheap- 
| est. Like many MTN borrowers with a vora- 
us appetite for debt, GMAC publishes 
_ fates daily—that is, it advertises the inter- 
‘st rates at which it will issue notes over 









The Euromarket's flexible friend 


rm note (MTN) market has — 


| tificates of depo 
< Eurobond investors—investment institu- 
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T Landon! snewish and growing market in medium-term notes is already 
| drawing business away from the Eurobond market. 


But if it is to grow 


e market's issuing cartel needs to be broken - 


MARKET FOCUS 








the full range of the MTN maturity spec- 


‘trum. Investors are free to approach.. 


GMAC, through its dealers, to buy MTNs. 
Depending on its own particular require- 


ments, GMAC will shift the rates it advèrs 
‘tises to ericóurage investors to lend at the 
 maturities it most needs. 

n the early days of the ak MTN | 





lasts. expected that the principal 
demand would come from inves- 
buying money-market instru- 
ercial paper and cer- 
sit). But traditional 








tions, Europe's central banks and the Jap- 





Total market outstandings 







anese—are the keenest investors. They 


take about three quarters of MTNs. 
— "MTNs had been slow to take off in Eu- 


-rope because investors were worried 


about an illiquid secondary market. Un- 


like Eurobonds, in which dozens of firms 
make markets, only the dealing agents buy 


MTN paper back from investors. Now in- 
vestors perceptions have changed. Last 
year's crisis in the Eurobond market 
showed that many issues were less liquid 
than had been thought; at the same time 
investors in MTNs have discovered that 
their dealing agents do provide liquidity. 
One good indication of liquidity is the 
narrowness of the spread between the bid 
price (at which a dealer will buy) and offer 


price (at which it will sell). The broad rule 





banks which dominate Euro- 
| Salomon Brothers) are all xpe 


bone and further. 


than ten bs. PS effectively 
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is that the narrower the spread, the mo 
liquid the market. For example, on B 
gian MTNS, the spread is five basis poin 
(or five hundredths of one per cent), wh 
on seasoned Eurobonds it may be 2 
points or wider. Another indicatio 
quidity is the availability of price infor: 
tion. Merrill Lynch, the American 
ment bank which 1 ‘is. the unquestioi 
leader of the MTN market, advertises M1 
prices on nine pages of the Reuters scr 
Merrill Lynch and: other i 





























































vestment. banks . pr t E 
Eurocommercial paper, wher 
petition has shaved co 


commission cartel (see chart). The de 
keep ten basis p points for each year 
MTN’s maturity: thus on a twor 
MTN they keep 20 basis points. (The 
dealer on a Eurocommercial pape 
programme would be lucky to k 
_ three basis points.) 
Competition could soon. i 
the world of MrNs less cosy. At the 
end of May, the Kingdom of Be 
gium launched a $2 billion Euro- 
MTN programme, with six deale 
Already it has borrowed more th 
$400m through the programm: 
Without it, Belgium would hav 
needed to issue more Eurobond: 
Much of the money that the King 
dom raises through its MTN pre 
gramme is then swapped into. float 
ing-rate dollars. 
Unofficially, Belgium has 
ken the commission cartel. If i 
a strong need for money and. 
dealers cannot find investors to b 
its notes, the Kingdom expects its dealer 
to underwrite the notes. And it exp Sct 
them to compete on the price at of 
they will-bid for the notes. This mean 
that the dealers may be unable to sell th 
paper without giving away some of. thei 
set commission, 
lronically, it is the lack of compete 
practices in the MTN market that has so: 
kept many borrowers out. Ás long as Eu 
robond underwriters are prepared to offe 
companies and countries money at lowe 
yields than those at which investors will 
buy—effectively subsidising borrowers’ 
out of issuing fees—MTNs will lack appeal 
for the cost-conscious treasurer who: 
needs a large block of money with a regu 
lar maturity. 




















































Kuwait for it 


: ROUND the end of August, one of the 
most ticklish reports undertaken by 


sion will drop into the lap of Lord Young, 
the trade and industry minister. It will con- 
tain the commission’s recommendations on 
the fate of a 21.7% stake in BP— Britain's 
biggest company—held by the Kuwait In- 
- vestment Office (KIO). 

The commission has to rule on two 
“questions: first, is the KIO just a passive in- 
_vestor or does it want to influence BP's oper- 
-ations? Second, is the KIO acting indepen- 
dently or is it in every sense an arm of the 
Kuwaiti government? In both questions, 
what is at issue is Britain’s national interest 
BP. 

- The Kuwaitis seem to have had little 
uck in persuading the monopolies commis- 
sion that they are merely passive investors. 
The commission has been swayed by BP's ar- 
gument that the KIO is exercising a "material 
flu ence”, Whereas BP was once thought of 
an agent of the British government, the 
ympany believes that it is now considered 
be under Kuwaiti influence. That, Bp reck- 
xs, harms its overseas operations-—espe- 
ally in America where last year it com- 
eted a $7.6 billion takeover of Standard 
Oil (formerly SOHIO) and where it now owns 
more oil reserves than any other company. 
~The commission also appears to have 








^"ment's and BP's worries that little separates 
-the interests of the Klo from those of the 
sheikhdom itself. When the Kio brushed 
aside the government's attempt.to limit its 
. stake to 20%, the government .was con- 


vinced that Sheikh Ali Khalifa, Kuwait's oil 


àritain's Monopolies and Mergers Commis- 


been won over by both the British govern- 


minister, was behind that act of molna 


In short, they feared that an OPEC wolf had. 
- been let loose in the fold of a company that « 
. produces one-fifth of Britain's oil. : 


In the next fortnight, the commission 


; will have a last chance to decide whether to 
' give the thumbs-down to the KIO. If it does, 
. the implications will be great: Kuwait may 


have to reduce its stake in BP sharply. Al- 
ready, the Kuwaitis seem nervously aware of 
the way the commission is leaning. 


On August 9th the Kio, through the - 


state of Kuwait's solicitors, announced that 


| it had entered into a deed of covenant which. ~ 
. would limit its voting rights to 14.9% of BP's 
share capital. It also said that it would not 


increase its stake beyond 21.796 and hinted 


that it might soon reduce it to 2096. The 


message to the commission was plain: we are 
a benign, long-term investor, nothing more. 
BP and Lord Young seem unmoved. 1f 
the monopolies commission is. not influ- 
enced by Kuwait's last-minute plea of inno- 
cence, what next? Lord Young could order a 
token reduction in the size of the stake—say 
to 2096, the previously ignored government 
ceiling. He could couple this with a partial 
disenfranchisement which would leave the 
KIO with, say, 1096 of BP's voting rights. But 
as that goes little further than the KIO's self- 
imposed restraint it would not satisfy Sir Pe- 
ter Walters, BP's chairman. So the. smart 
money is on Kuwait being ordered to sell its 
stake down to below 1596 within, say, a yeat 


or so, with a similar partial disenfranchise- - 


ment while it divests. 

BP's M will not end there, There 
is the little matter of easing Kuwait out. The 
KIO paid an average of ne ($1.35) for each 





s partly vaid s — £1 billio 
This s lange 1 around 


| few favours before the year is out. 


nall n 





60> a p the KIO wi vill have to cough up a fur- 
ther £1.4 billion at the end of August when 


the: second instalment on their: rotten‘ in- 
. vestment falls due. Leaving the Kio to take a 


hefty loss: might well increase the likeli ihood 
that it will sell its stake to a buyer hostile to 
pP. Yet if BP even hints at fixing a deal to buy 


` the KIO out gracefully, it could find itself del- 


uged by writs from other shareholders—al- 
ready bruised by their sagging investment— 
| alleging preferential treatment. 

BP's options are few. A share buy-back 
operation, proffered to all shareholders but. 
aimed at the KIO, would bring with it a vast 
bill for advance corporation tax—and 
would still leave the Kuwaitis with a hefty: 
loss. So Br's best option may be to line upas 
many friendly institutional investors as it 
can find to buy a slice of the KtO's stake at an 
above-market price. BP, it seems, will ow 


i 





Credit cards ii l Bri tain. | 





l Access of nerves 


C LOATED. by. onu eb profits, 
D Britain's credit-card companies are be- 
ginning to worry about the future. Higher 
interest rates are starting to squeeze their 
profit margins; and an investigation by the 
Monopolies and Mergers Commission 
threatens to loosen their stranglehold on 
the credit-card market. 
Britain's credit-cards business is domi- 


‘nated by Barclaycard and Access. Barclays 


Bank owns Barclaycard, which is also part of 


the worldwide Visa payments system. The 


other three large British clearing banks— 
National Westminster, Lloyds and Mi 
land—banded together to form a rival, 

cess, which is affiliated to- America’ S 
MasterCard. Other banks, such as 
Girobank, America’s Chase Manhattan and 
even Lloyds—-now -issue their own Visa 
cards. At the end of 1987, there were 20m 
account holders and 24m cards in circula- 
tion, 

Banks and stores charge their customers 
exorbitant annual interest rates on their 
credit-card borrowings. The banks average 
around 2396, and the stores range up to 
40%. These have produced handsome re- 
turns. Barclays had loans outstanding of 
around £2.6 billion ($4.4 billion) on credit 
cards at the end. of June 1988. Its pre-tax 
profit on these loans was roughly 2%—al- 
most four times better than on its £49 bil. 
lion of British assets. 

Yet the banks are ‘unhappy. They grum- 
ble that 4596 of Britain's 20m. credit-card ac- 
counts are. charged. no interest at all because 








-cardholders pay w 
they are biled—and Fidis ay. “nothing for 
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nk, TI means hat the people 
d pa interest on sedit card debt are 









iy C 
credit ae d to prompt payers. 
Why don’t British- banks charge all 
cardholders an annual fee for the card, as in 
| ay off the debtors a lit- 
$2 the banks (not very con- 
British’ consumers, still leery of 
ds, might be put- off them alto- 
ge st year credit cards paid for only 
& 296 of Britain's £257 billion consumer 
! compared to: cheques which ac- 
t for 39%. The rest is paid for in cash. 

- The banks’ other worry: is that the 
Monopolies and Mergers Commission 
might repeat a suggestion made after its in- 
vestigation of the British credit-card busi- 
ness in 1980—that retailers be allowed to 
charge different | prices depending on the 
be ‘ot payment. Retailers pay the credit 
ne panies an average commission of 
-Fo on the value of each purchase made by 
redit card. They could save that by offer- 
g discounts for payment by cheques— 
which cost them a flat rate of around Op 
each—or cash. 
_«Thebanks also fear that dii Monopolies 
and. Mergers Commission might, after elimi- 
nating the cross-subsidy, then put an upper 
limit, or cap, on the credit-card interest rates 
banks can charge. In America, states such as 
Arkansas have anti-usury- laws which they 
use tó control the rates on credit cards. 

In any case, British consumers are get- 
ting more financial nous and beginning to 
shop around for credit cards which carry 
lower interest rates. Chase Manhattan, : an 
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tle? Becaus s 
incingly 














































ROM now on, according to ihe ad- 
zn vertisement in the People 5 Daily, Li 
m Giese: Chen Huafeng and Zhang 
, Zhenhua won't leave home .without it. 
E in. Express, the company that has 
-hooked millions of westerners on charge- 
card « consume ism, has auet in com- 


less. ie: $5008 a year. 
be. issued only through three 
banks—Bank of China, Bank of 
unications and the CITIC Industrial 
< Bank—which will vet applicants. 

There are now 160,000 foreign-ex- 
«change savings accounts in Beijing alone; 
nationwide, such accounts were valued at 
Salom: at them end of May, up from 3n 
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ish fund management group, have launched 
credit cards which charge lower interest 
rates than the British banks. Save & Pros- 
per, which is owned by Robert Fleming, a 

City merchant bank, has 25,000 card-hold- 
ers. Chase Manhattan is issuing cards at the 
rate of 10,000-12,000 a month. The building 
societies are also muscling in on the credit- 
card market. So far this year, four have 
joined the Visa network. Halifax, Britain's 


biggest building society, is undercutting the 


banks with its rate. And this week America's 
MasterCard said. it would allow British 
building societies (and banks) to issue cards 
with its brand name. 





Wall Street 
In a rut 


NEW YORK. i 


{ILE economists chatter about full 
employment and a- booming econ- 
omy, Wal Street’s stockmarket is stuck ina 
narrow trading range with low turnover. 
The Dow Jones industrial average has never 
pushed far beyond its post-crash high of 
2028 reached two days after Black Monday. 
This hardly suggests the new bull mar- 
ket that some Wall Streeters are already pre- 
dicting. Nor does the post-October drop in 
trading volume reflect investor confidence. 
Activity (such as it is) is too often dominated 
by professional traders who invest for tech- 
nical reasons—for instance, buying stocks 
when dividends are due—rather than be- 


ainsi 


That'll do nicely, comrade 


five months earlier. Almost one third of 
the total is held in Guangdong, the prov- 
ince next to Hongkong. Even to a com- 
pany the size of American Express (1987 
revenues: $16 billion) that is not loose 
change. 

American Express reckons oss may 
be more than 400,000 international trad- 
ing enterprises in China which have ac- 
cess to foreign exchange. Cards will be 












it 
now plains large amounts’ 6 
holding off buying stocks. - 
The stockmarket's inertia con 
booming company earnings and 
nomic news. It is also beginning t 
sellers. Wall Street did not. like | 









































surprise. le came in sche middle 
auction and during a period o 
strength. Traders had assumed tl 
would not raise the discount rate b at 
did not want a stronger dollar. 
Higher interest rates make share 
where less enticing. In America, Treasi 
bonds yielding over 9%, and risk-free 
month Treasury bills yielding over 796, 
a safer bet to many investors than sh 
even though stocks do not look exp 
Dean Witter, a Wall Street st 
firm, estimates that the 500 comp: 
the S&P 500 will earn $24 a share nex 
That would put the stockmarket at cur 
prices on a price-to-earnings (p/e) ratio of 
and give it a dividend ciis of 3. 85. 





available only to c ud by these 
enterprises, and to people who have bee 
allocated a foreign-exchange allowance b 
the Bank of China, the country's c 
bank. American Express thinks this wi 
reduce the risk of default by comrades o 
wild spending sprees. It will also limit t 
immediate growth for American Expres: 
But then there are roughly another 9 
potential cardholders in China. — 
MasterCard and Visa, too, see.en 
mous potential in communist cou 
Recently, MasterCard issued its firs 
sian card to the chairman. 
Vnesheconombank, Mr Yu ? 
Visa has handed its first “SovCa 
Mr Yuri Titov, secretary of the So 
Olympic Committee. - | 
It will be a while before plastic m 
graces every Russian wallet. Cards are | 
ing issued to selected (ie, few and truste 
customers. And, for now, a card will b 
more use abroad than in Russia, where 
building a network of card-welcoming re, 
tailers will be a.slog. Russians have not ye 
quite come to terms with chequebooks. 
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Walk right in, step right on down 


stockmarket is not pricey, compared with 
the p/e ratios of 20 and over reached on Au- 
gust 25th last summer when the Dow Jones 
industrial average peaked at 2722, nor is it 
bear-market cheap. In the depth of the last 
slump, shares often yielded 6% with p/e ra- 
tios of 8 and under. 

Traders fear that the economy may be 
slowing—even though the Fed still seems 
more worried about inflation. A flattening 
or even inverted yield curve (where short- 
term interest rates nudge up towards and 
above long-term interest rates) is often a sign 
of the end of a cyclical expansion. This has 
been happening. Since the crash the differ- 
ence between long-term and short-term in- 
terest rates has halved from four percentage 
points (400 basis points) to nearly two per- 
centage points. 

Whether the Fed is right to worry about 
higher inflation is another matter. Gold 
closed on August 10th at $427 an ounce, 
compared with around $480 at the begin- 
ning of 1988. That suggests deflation not in- 
flation. Longer-term bonds, not shares, may 


be the real bargain. 





Japanese interest rates 


Intake of breath 


TOKYO 


HE increase in America’s discount rate 

by the Federal Reserve on August 9th 
leaves the Japanese authorities in a bind. 
Should they follow suit, before the yen falls 
against the dollar to a level that would risk 
stoking the embers of inflation in Japan? Or 
are they better off seeing a resurgence of in- 


flation in the United States halted? 
70 





At the back of everyone’s mind is the 
nagging worry about instability in the 
world’s financial markets if inflation wors- 
ens in America. The Japanese would hate to 
see a repeat of last October's worldwide 
crash of stockmarkets when they are about 
to sell the third 122% tranche of stock in 
Nippon Telegraph & Telephone. 

The initial reaction from the Bank of Ja- 
pan to the Fed's move was to let open-mar- 
ket interest rates rise a tad, while its officials 
ruled out the possibility of a rise in the offi- 
cial discount rate (ODR). Take that with a 
pinch of salt, say the money markets. Since 
last month, they have been expecting a rise 
in the ODR to 3% from the level of 2.5% at 
which it has stood since February 1987. The 
central bank had let short-term interest 
rates rise ever since the yen started to ease 
against the dollar in early July, although 
most recently it had moved to cap the 
increase. 

Because the yen weakened only tempo- 
rarily against the dollar beyond ¥135 (the 
level to which the central bank was prepared 
to tolerate it falling), the Bank of Japan did 
not feel that more formal tightening was 
necessary. Its caution was made keener by 
the fragility of the local stockmarket, which, 
until its biggest slide of the year on August 
10th (a modest fall by its own standards of 
615.49 points to 27,554.87), had been bob- 
bing around nervously at a record high. 

So far, the central bank has been able to 
get away with playing its only other card to 
resist a further depreciation of the yen—the 
threat of intervention on the foreign ex- 
changes. It has bluffed skilfully, keeping the 
foreign exchanges guessing by sending 
ambiguous signals through its open-market 
operations. It has to discourage markets 
from making a speculative raid on the yen, 
in which its intervention would be 
overwhelmed. 

The need to hold exchange rates stable 
around broadly current levels is felt as 
strongly at the Bank of Japan as it is in the 
Bundesbank. Both central banks fear that 
any slowing of the process of adjusting inter- 
national trade balances is a recipe for insta- 
bility in the financial markets, with the pos- 
sibility of a hard landing into recession. 
Eventually, it is felt in Japan, economic fun- 
damentals will reassert themselves and the 
dollar will weaken—probably soon after the 
American presidential election in 
November. 

The Japanese authorities will carefully 
watch the financial markets’ reaction to the 
new American trade figures due out on Au- 
gust 16th. If the trade deficit for June nar- 
rows as expected, the dollar could rise as 
high as ¥140 without prompting a rise in Ja- 
pan’s ODR, foreign-exchange dealers in To- 
kyo reckon. That thinking looks too wishful 
for many in Japan's exotic stockmarket to 
bet on it. 


eee 


Low-minded 


TOKYO 


N a slew of young high-tech com- 

panies they had backed went bust in 

the early 1980s, many of Japan's venture 

capitalists bowed out. They are now ventur- 

ing forth again—in new directions. Most are 

heading for low-tech service businesses at 
home and high-tech ones overseas. 

The outstanding stock of domestic Japa- 
nese venture-capital investment was Y241 
billion ($1.94 billion) at the end of March 
1988, up from Y71 billion in 1984. Nikkei 
Venture, a trade paper, reckons it will reach 
¥276 billion by March next year. Despite 
the chastening lessons of the early 1980s, 
there are still more than 20 venture-capital 
firms on the look-out for young compan'^* 
in which they can: become equity-holdi 
partners. 

Japan's business practice makes life diffi- 
cult for new firms and thus venture capital- 
ists. Japanese industry is dominated by inte- 
grated conglomerates which are fearsome 
competitors for small firms. They have capi- 
tal with which to grow new businesses, 
spend heavily on R&D (so they try to be in- 
novative), and they have the service and dis- 
tribution back-up that small firms often 
struggle to provide. 

Innate conservatism and the prestige of 
working for a big firm discourage small en- 
trepreneurship in Japan. Even if small firms 
do get started, they find it hard to pluck tal- 
ented researchers and managers from big 
companies. In America, the best and the 
brightest often prefer to work for small out- 
fits or themselves. 

Japanese venture-capital fund managers 
are a similarly conservative breed. They do 
not support many start-ups. They prefer 
wait until a company is several years old 4 
fore putting their money into it, and then 
seek to take it public or to arrange a friendly 
takeover by an established big company. 

One reason for this preference—for so- 
called mezzanine-level financing—is that 
many Japanese venture-capital funds are 
affiliated to securities houses or banks. 
Many of them see venture capital as a way of 
creating extra fee-earning corporate-finance 
business for those parents. 

Some venture capital firms have been 
going since the early 1970s. They include 
the industry leader, Japan Associated Fi- 
nance (JAFCO), whose biggest shareholder is 
Nomura Securities. But it was'only after the 
over-the-counter stockmarket was 
liberalised in 1983 that venture-capital busi- 
néss really started to take off. Save for 
JAFCO, the nine biggest venture capita 
funds were established after 1982. 

There was a rush to find glamorous new 
businesses to take to market in the mid 
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ultinational companies may feel spoilt for choice when looking at the 
opportunities offered by each export processing zone (EPZ) — or suspicious. 
How do you find out where you can achieve maximum competitive advantage? 
Where are the most attractive incentives and benefits? ^ — 
Where can you achieve maximum access to your target markets? 
Where is the electricity supply too unreliable? i 


Where are the most highly skilled workers and in what sectors? 


How can you be sure your information is not only reliable but also up-to-date? - 
Developments vital to your company’s long term plans are occurring now. At the same | 
time as foreign quotas and rising currency and labour rates are forcing South Korea | 
and Taiwan to move away from traditional sectors like textiles and footwear, new 
opportunities are springing up in China, Mexico, Thailand and the Dominican 
Republic. l | 5 ub: 

Tax-Free Exporting Zones: A users manual has been published to enable you to - 
take maximum advantage from EPZ s. It first chronicles their rapid growth and updates | 
you on the latest trends. It then, within a standard format, reviews conditions in each — .| 
zone within 19 countries worldwide. Written by independent researchers, economists — | 
and analysts in each country, the manual will enable you to choose the location of. 
your next enterprise. a n 

For the investor it shows where the best returns can be made — now that many © 
EPZs offer tax-free investment with virtually full retention of foreign exchange and 
unlimited capital and profit repatriation. . | 

For host countries it provides an opportunity to compare incentives and judge 
whether the benefits outweigh the costs. | uu : 

From telecommunications to the extent of local corruption, Tax-Free Exporting 
Zones: A users manual will provide you with all the essential information. Complete 
the order form below for your personal copy. 

Tax-Free Exporting Zones: A users manual | 

Special Report No. 1135. Published July 1988. 300 x 210mm 

Price: UK & Europe £200, North America US$375, Rest of World £203 
The Economist Publications Ltd., 40 Duke Street, London, WIA IDW, UK 


RDER FORM 


Tl enclose a cheque for £/US$ 
Payable to The Economist Publications Limited 


Please charge £/US$ 0 tomy C American Express — LJ Visa 
Account number 


Signature, o. CORRER HERR ERES ee 
C] Please invoice me 


Name ERRANA DEREN tet MU ee ene . Position. 
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Address 


The Economist Publications Limited, — 
40 Duke Street, London. WIA TDW, UK. 


Telephone:.01-493 6711. Telex:266353 TN .. PUBLICATIONS 


| {0 Rockefeller Plaza, 12th floor, New York. NY 10020. USA. Telephone: (212) 541 5730. Telex: 148193. 





































: Pigh tech nd obig were F : 
-tition from the. existing industry giants, and 
(b) the high yen cut into thé export earnings 


firms that were trying to’ become world 
competitors. 
Sord Connes. ‘touted as a Japanese 


America’s Apple Computer, ended by being 
bailed out by Toshiba, Japan’s second big- 
gest electrical machinery company. About 
60 others went right tothe wall. jaFCO alone 
lost ¥2.1 billion in 1985.and 1986 after 25 of 








rms it had backed went bust. 

. Now JAFCO and other venture capital 
rms are turning to lower-tech and lower- 
sk service industries, such as chain stores 
nd pinball parlours. Many funds say that 
alf their new investment is in service indus- 


think that services should offer small firms a 
etter chance of surviv: igh-tech 
nes, because the big firms advantages in 











































Waiting fi 





r SHE as of Taiwan's stock- 
. market punters now adds up to a daily 


“than $1.2 billion—the world’s heaviest af- 
ter Tokyo and New. York. This week the 
. stock index for the first time went 
~ through 7,000—a rise of 40% in the past 
month and well 
year, 

The oo stockmarket i is capitalised 
raking it the world’s 
- eighth largest, WE. 'ehind Paris and Syd- 
~ ney. Some shares are reaching daft levels. 
^ International Commercial Bank of 
. China, a Taiwanese bank, is valued 
|j at $11 3 billion—niore than Amer- 

ica’s biggest bank, Citicorp. 
. Precious little of this reflects 
. economic fundamentals. Taiwan 
. has one of Asia’s strongest econo- 
> mies, but ee in GDP Ig k: s 
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which has only 1 
ings, and actively 
1596 of their shares. Fe 
licensed... securities firms. nov | 
€ ting believe research into. Tai- 1 
| wan's notoriously unreliable corpo- 

„rate accounts is the way to attract . 















“duly worry Japan's 


of any small and medium-sized Japanese _ 


version of that archetypal garage start-up, - 


ie high-tech (and supposedly high-flying) - 


ies now, and more will be put there. They 


. turnover on the Taipei exchange of more 


ver 200% for the past. 


capital funds. 


High-risk and high-tech companies are < 


not being cold-shouldered completely. Bio- 


technology and health-care firms are coming - 
into fashion. Kawasaki Steel has tied up. 
| with Tokyo Venture Capital, an affiliate of 


Dai-Ichi Kangyo Bank, to set up a biotech 
firm called Clef. But most Japanese venture 


capital now heads abroad when it wants to _ 


invest in high-tech. 


America is the favourite destino i 
The Japanese have-noted that Mr Reagan’s. 


tax changes, which took effect last year, 


have made Ámerican venture capitalists less - 


dep to invest in tomorrow s businesses. A 
lot of Japanese companies, including me- 


dium-sized firms, are more than ready to fill ^ 
their shoes. In return, the Japanese get ac- 
.cess to. 


some of America's newest 


technology. 
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r Taiwan to burst 


breakfasts are more effective. 

They are probably right. It is not seri- 
ous business-suited fund managers who 
are propelling the Taiwan fnarket to new 
peaks, but taxi-drivers, shopkeepers and 
housewives, as well as prostitutes, whose 
business conducted from thousands of 
“barbers’ shops" is also reaching new 
heights. s 

Family incomes in Taiwan now aver- 
age $12,000 a year. Banks, already 
swamped with funds, pay only 4.2596 on 


one-month deposits. Each day, therefore, 


clients. Mos . fhink |, Champagne ces: 


| ‘Thoth the potential return on such in-s .. 
estments will be lower, that does not un: 
long-term investors. 
/. They have always been prepared to accept a 
"return roughly two-fifths of that which 
American investors expect from venture- 


ae two a start-ups, ? ^ 





the man- and woman-in-the street crowd 
into brokers’ offices to place bets that 






PS X fts a 
Ardent Computer. On August 8th it an- 





_ nounced the first fruits of this investment— 
' computer workstations designed for use in 
laboratories and the construction industry, 


which it has developed jointly with the 
American firms. Kubota is hoping for sales 


of X15 billion’ in the first full year. 


Although there will be more such tie- 
ups, Japanese investment in venture capital 
in America i is still relatively small. Of Ameri- 


- a's total of $4 billion of venture capital 
raised in 1987, foreign venture capitalists ac- 


counted for $600m: Of that, maybe $80m 


came from Japan. 
Interestingly, however, Japanese ven- 


. ture capitalists are turning their attention to 


Europe. They see opportunities in the re- 
organisation of European business in eha 
run-up to the integration of Europe’s 1 


~~ ket in 1992. jarco has already invested in 
one British firm, Celltech of Cambridge. It 


plans to launch.a ¥3 billion-5 billion Euro- 
pean fund later this Jem à 









could double their annual incomes. In the 
past eleven months, over 150,000 new 
brokerage accounts have opened. Some 
Taiwan businesses have had to allocate 


funds for employees’ stock investments to 
stop workers from sneaking off to play the 


market. 

When will the bubble bun lt won't 
say the super-optimists; after the ruling 
party's congress last month rubber- 
stamped financial and economic 
liberalisation, they think that the market 
could go to 8,000, even 10,000, by the end 
of the year. Foreigners are sceptical. They] 
say that the proposed privatisations will 

put more shares into the market 
and so drive down prices. Already, 
the four Taiwan funds (the only le- 
gal way for foreigners to invest in 
the market) are selling at discounts. 
The difference of opinion is 
showing in other ways. From 1973. 
until last May only 28 securities 
firas—including 14 banks licensed: 
as brokers—were allowed to oper- 
.ate in the Taiwan market. Now, 
new brokerage houses can be 40% 
| foreign-owned (with a 10% limit on- 
h. single foreign shareholding). 
ver, of the 66 applica- _ 
tions only two—by Britain's - 
Jardine’ Fleming and America’s 
- Bankers Trust—are from ailes] 
| ers. Most foreign professionals 
rcd < the crash i is not far away. 












‘THE ECONOMIST AUGUST 13 198 


Se m Gl —o0.—5u C PERMET A S s, 


KF 


ae m un MÀ 
" " Y] 





E 


ICE AND 


The motherhood of man 


George Bush, dese jpckscn and Deng Xiaoping share a common ancestor. 
ye fanati 


So does every : no other exp 


that we all have so many genes in common. 


thing—was it? 


NTIL a few years ago, fossil experts 
thought that the human line split up 
different races before Homo sapiens 
ved, and so the most recent common 
ancestor of men was not yet human. Molec- 
ular biologists now say that genes reveal a 
closer human family. By comparing the 
genes of modern people, one research team 
has linked everybody to a fully human com- 
mon ancestor—a woman who lived in Af- 
rica 100,000-300,000 years ago. 

Who are molecular biologists to specu- 
late on the distant past of man? For the past 
25 years they have been edging into territory 
that was once the preserve of palaeontology, 
using clues from genes and proteins to piece 
together the evolutionary history of living 
things. Although palaeontologists at first re- 
sisted rivals from another discipline who 
had the temerity to challenge their theories, 
many now welcome genetic studies as a sup- 
plement to the gappy and sometimes-con- 
fusing fossil record. Together the two differ- 
ent types of evidence can provide a more 
complete picture than either one alone. 

Genetic studies support a theory known 
„w ‘'Noah’s Ark". According to this, mod- 
ern man evolved in one place, Africa, and 
the first humans spread out and di- 
verged several hundred thousand 
years ago—relatively recently in evo- 
lutionary terms. Although other 
waves of  proto-humans spread 
around the world a few hundred 
thousand years earlier, these all died 
out, according to the theory. Some 
palaeontologists think the fossil 
record is quite consistent with this 
story. But the molecular biologists 
have not yet driven other views to ex- 
tinction, Other palaeontologists re- 
main convinced that fossils point to 
an earlier divergence of races. They 
believe the "multi-regional" theory, 
which holds that modern man 
evolved to his present glory in differ- 
ent parts of the globe. 

The standard version of this says 
that our most recent common ances- 
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ion can plausibly account for the 
What fort of a person—or 


tor belonged to a small-brained, muscular 
species of proto-human known as Homo 
erectus. The first H. erectus probably sprung 
up in Africa about 1.5m years ago, and 
quickly fanned out across Europe and Asia. 
The members of this diaspora began to de- 
velop specialised . racial" characteristics 
over the next million years, at the same time 
that they were climbing the evolutionary 
ladder to become modern H. sapiens. 

But if these scattered groups of H. 
erectus remained isolated for half a million 
years or so, why did they not become com- 
pletely different species? The multi-regional 
theory answers that humans kept a common 
identity thanks to a process known as géne 
flow. This is better known as sex: people 
from neighboring populations mixed, allow- 
ing advantageous genes—such as those for a 
large brain—to flow through all the groups. 

The multi-regional idea was prompted 
by fossils, which show that several varieties 
of pre-human "hominids" lived in Africa 
over five million years ago. The first H. 
erectus evolved from one of these, still in Af- 
rica. Million-year-old fossils of H. erectus 
have been found in China and Indonesia, 
indicating that he embarked on a first wave 
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of migration from Africa through Europe 
and Asiaovera million yearsago. ^ .— — 
The first H. sapiens appeared around 
half a million years ago. These earliest mem- 
bers of our species still looked quite differ- 
ent from people today; palaeontologists clas- 
sify them as “archaic” H. sapiens to 
distinguish them from modern ones. The : 
archaics include Neanderthal man in Eu- 
rope and the Middle East, Java Man in Indo- — 
nesia, and Peking Man in China. E 
According to the multi-tegional p : 





























populations of H. erectus in different place: 
gave rise to the various regional “archaic’ 
H. sapiens, and these, in turn gave rise to - 
modern man. Modern native Austr ri 
would have descended from Java man, and 
contemporary Europeans possibly from 
Neanderthals. Palaeontologists have found 
support for this theory in traits that appear 
peculiar to specific regions and persist 
throughout older fossils, into younger fos- 
sils, and contemporary people. In China 
both fossil man and modern people have a 
particular sort of scooped-out incisor. Both 
Neanderthals and modern Europeans have — 
long noses, and both Java man and modern 
Australian aboriginees have large teeth, re- 
sulting in protruding jaws. Also, 
palaeontologists have found ils 
that seem to have intermediate forms - 
between archaic and modern people.. 
Yet not all palaeontologtists read _ 
the fossils in the same way. Some do 
not see the fossils as intermediate — 
forms—they are usually little more - 
than small bits of skull and a few - 
teeth. And even if an older and youn- _ 
ger population share some trait, it - 
does not follow that the second group - 
descended from the first. Dr Christos 
pher Stringer, a palaeontologtist at - 
the Natural History Museum in Lon- — 
don, points out that the fact that ar- _ 
chaic Java Man and the Australian —— 
aboriginees both have big teeth does — 
not mean that Australians are descen- _ 
dants of Java Men. The two groups 
could themselves share a common an- 
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cestor with large teeth. Although other de- 
scendants of this common ancestor may 
have lost the trait, both the Java Men and 
the aboriginees kept it, possibly because 
larger-toothed people could chew up the lo- 
cal food better. 

Dr Stringer favours Noah's Ark and 
holds that the transition from H. erectus 
through archaic H. sapiens to modern H. 
sapiens took place in Africa. The first mod- 
ern H. sapiens probably looked roughly sim- 
ilar to today's races, but not at all like mod- 
ern Africans. Today's Africans, like all other 
populations, have had a good hundred 
thousand years to evolve away from the 


common ancestor-race. 


According to the Noah's Ark theory, 


the first humans stamped out the other ar- 


chaic H. sapiens living elsewhere as they 
fanned out from Africa. Extinction was the 
rule rather than the exception for most sorts 
of early man. But our ancestors did not have 
to kill off their archaic cousins in hand-to- 
hand combat. To win the evolutionary bat- 
tle, the new immigrants simply needed to be 
better adapted to their environment than 
their competitors. 

Dr Stringer argues that the fossil record 
supports Noah's Ark. Fossils of archaic 
humans from 100,000 years ago vary greatly 
from place to place; yet by 30,000 years ago 
everybody looked much the same. The in- 
crease in similarity could have happened 
when the relatively uniform population of 
modern H. sapiens from Africa replaced di- 
verse archaic peoples. Also, the oldest fossils 





Swinging down the ages 


VER since Darwin broke the news 

more than a century ago, people have 
known about their family tie to the apes. 
But most people thought that a good 25m 
years of evolution separated them from 
the last human-ape ancestor—plenty of 
time to evolve away from their hairy, tree- 
swinging cousins and toward their posi- 
tion at the pinnacle of evolution. 

In the 1960s, molecular biologists 
shook the evolutionary tree and humans 
fell off their perch. They compared pro- 
teins from humans and their closest ape 
relatives and concluded that just 5m years 
had elapsed since the line leading 
to people diverged from apes. 

The lead came from molecular 
biology but palaeontologists too 
now say their fossils suggest that 
human and ape lineages parted 
company closer to 5m than 25m 
years ago. It was a set of 14m-year- 
old fossils called Ramapithecus 
that first led palaeontologists up 
the wrong evolutionary path. 
These suggested that Ramapithec- 
us was strictly human. A closer look 
convinced paleontologists that it 
was a possible ancestor of the 
orangutan instead. 

There is worse news yet for 
chauvinist humans. At first glance, 
man's closest relatives—the chim- 
panzees and  gorillas—resemble 
each other more than either of 
them resemble man. But a bit more 
molecular biology shows that men 
may be more closely related to 
chimps than chimps are to gorillas. 
Over the past 25 years many re- 
searchers have studied several dif- 
ferent proteins and used all sorts of 
methods to reconstruct the diver- 
gence between chimps and man. 
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These studies have vielded estimates that 
range from 2.7m to 10m years ago. 

At one end of the spectrum is a Japa- 
nese study that compared genetic material 
and came up with 2.7m years. The Japa- 
nese researchers had to square their date 
with an apparently contrary fossil—a 
3.7m-year-old human-like creature named 
Lucy. Lucy’s skeleton shows clearly that 
she walked like a human. The team point 
out that although she walked upright, 
Lucy may still have been an ancestor of 
both humans and chimps. That would im- 
ply that the chimps had a taste of walking 





Family reunion 





of modern H. sapiens turned up in Africa. 

Some evidence suggests that Neander- 
thal man, for one, could not have spawned 
modern man. The evidence comes from Is- 
rael, where both modern H. sapiens and 
Neanderthals once lived. Some 92,000-vear- 
old fossils of modern H. sapiens in a site 
called Qafzeh suggest that he moved in first. 
The earliest migrating Neanderthals proba- 
bly arrived about 30,000 years later, and the 
two groups probably lived near one another 
60,000 years before the Neanderthals died 
out. So the Neanderthals arrived 30,000 
years too late to be the ancestors of Mr 
Shimon Peres. 


Neanderthal man has a reputation for 
being a rather stupid, clumsy evolutionary 
mistake, but the competition between him 


upright and then evolved to their present 
knuckle-walking form. Has evolutio: 
moved backwards? Not from the chimps 
point of view. If being hairy and walking 
on your knuckles is advantageous for 
chimps, then they would evolve that way, 
even from a more human-like ancestor. | 

Another way to resolve the 2.7m year 
date with 3.7 m-year-old Lucy is to assume | 
humans and apes began to diverge before 
Lucy was born, and Lucy was indeed part 
of the human line. After parting com- 
pany, man's ancestor may have held a 
strong affection for his sister-species, and 
demonstrated it by mating with the 
chimps’ ancestors. If they produced off- 
spring, such cross-mating would mix up 

the two species' genes, reducing the 

amount of genetic divergence visi- 

ble today between the two species. 

That would make them appear to 

have remained the same species for 

longer. For as long as one million 
years, man's upright-walking ances- 
tors would have had to continue 
his bestial pairings with the 
knuckle-walking chimps so that 
2.7m years ago, they would still be 
exchanging enough genes to appear 
as if they had not yet diverged. 

Other biologists argue that the 
2.7m year result was wrong. The 
study used a technique called DNA- 
sequencing, which involves reading 
the four-letter sequence that runs 
along the DNA. A lot of steps are 
necessary to go from a number of 
differences in a strand of DNA to a 
definitive time of divergence. 

The. molecular biologists were 
right about Ramapithecus, but 
they have yet to pin down when 
and how humans split from the 
chimp and gorilla. A clearer picture 
may emerge when they improve 
their ability to read the past by 


examining genes. | 
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of advertising practice be imposed? Wi 
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and modern H. sapiens may have been 
close. The Neanderthals' brains were just as 
big Dr Stephen Jay Gould, a 
palaeontologist at Harvard, points out that 
if the conditions had been a little different 
long ago, modern-day Neanderthals might 
today have been writing papers on their rela- 
tionship to the extinct line of H. sapiens. 


Clues from a molecular clock 

Despite 60,000 years of living side by side, it 
seems that the two groups never interbred. 
Whether our ancestors and the 
Neanderthals failed to find one another sex- 
ually appealing, or whether they mated but 
failed to produce fertile offspring is un- 
known. But if Europeans had Neanderthal 
ancestors, then their genes would differ 
more drastically from other modern popula- 
tions than they in fact do. 

Geneticists can measure the relation- 
ship between different people, or between 
different species, by comparing the differ- 
ences in the order of the four-letter genetic 
sequence written along the lengthy strands 
of DNA that make up genes. The letters— 
usually given as "A", "C", “G” and "T'— 
represent units of the chemical code. To tell 
how long ago two individuals diverged from 
à common ancestor, geneticists consult a 
"molecular clock". 

In theory, the letters of a genetic se- 
quence change at a roughly steady rate as 
mutations occur. By taking the same sort of 
gene from two different animals and count- 
ing the places where the sequence differs, ge- 
neticists try to estimate the time that has 
passed since the two had à common ances- 
tor. To work out how fast the clock ticks, 
geneticists look at species that have left good 
fossils which can give an independent 
record of when they diverged from their 
common ancestor. Genes of all species, from 
bacteria to man, tend to change at a rate of 
about 2-496 of the sequence per million 
years. 

It was a genetic study based on “molecu- 
lar clocks", conducted by Dr Allan Wilson 
and his colleagues at the University of Cali- 
fornia at Berkeley, that gave a boost to the 
Noah's Ark theory. Dr Wilson's team stud- 
ied a peculiar sort of DNA that sits in each 
cel's power generators—known as mito- 
chondria—rather than in the nucleus where 
the bulk of the DNA is stored. Although each 
person gets half of the more-common nu- 
clear DNA from his mother and half from his 
father, he gets all of his mitochondrial DNA 
(mtDNA) from his mother. So all the changes 
in the mDNA down a line of females will be 
the random code changes, or mutations, 
that represent ticks of the clock. 

The Berkeley team collected mtDNA 
from 147 people from all races and com- 
pared it by cutting it up with an enzyme that 
snips the mDNA only at those places where it 
meets a particular sequence of the coding 
letters, say GTAC. The differences between 
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sizes of the resulting fragments from two 
mtDNA samples tell the researchers by how 
many letters the two samples differ. 

The mDNA samples from around the 
world looked pretty similar. In a 467-letter- 
long piece, the average difference between 
any two people was 94 letters. The Berkeley 
team then fed all the mDNA measurements 
into a computer programmed to link them 
according to their genetic similarity in the 
simplest way. The result was a sort of family 
tree. [t was not a population tree, connect- 
ing various races, but a tree of individuals, 
connecting those people with the closest 
genes to the same branch, and linking the 
closest branches by common ancestors. 

The tree was rooted to one common an- 
cestor of all 147 people. It seems that that 


Eve ud unknown friend 


ancestor lived in Africa, because of the way 
she was related to the Africans in the sam- 
ple. Although she is misleadingly referred to 
as Eve, she was not the first or the only 
woman in her generation to have children. 
She was simply the most recent woman to 
extend a line of female descendants to every- 
one today. 

To check that they had chosen the right 
root of the tree, Dr Wilson's team tossed a 
chimpanzee's mDNA into the computer pro- 
gram. The chimp should have appeared on 
the tree as an equally distant relation to ev- 
erybody else. It did. 

Assuming that the mDNA is a reliable 
molecular clock, Eve lived 100,000-300,000 
years ago. She therefore fits in with the the- 
ory that everybody came from one group of 
modern H. sapiens in Africa. Africa should 
then sport the greatest diversity of genes— 
since its population has had the longest time 
to develop variations. Sure enough, the 
mtDNA from Africans proved the most 
varied. 

Nevertheless, several molecular biolo- 
gists and palaeontologists are sceptical 
about the accuracy of such molecular clocks. 





The clock is only a rough guide to the rate of 
random changes in genes, which are not ab- 
solutely regular. Dr Wilson checked the cali- 
bration of his mDNA clock against the well- 
documented record of when people first 
colonized New Guinea. He noted how much 
the m«DNA among native New Guineans had 
varied and estimated how much time 
needed to elapse for genes to change that 
much. His estimate was close to the time ar- 
cheological evidence shows for the first set- 
tlement of the area. So, he argues, the rate of 
change he used is corroborated. 

One puzzle: natural selection should 
make molecular clocks irregular, yet it ap- 
pears not to. Environmental pressures en- 
courage genes with certain mutations to per- 
sist and others to die out, and any influence 
on a gene's mutation would change its speed 
as a clock. One explanation for the regular 
rate of genetic change is that only a small 
portion of the genetic material actually m 
ters. It may be that the rest just lies arour 
steadily collecting mutations that have no 
effect on its owner. Free from the constraint 
of selection, most of the genetic material 
would change at random, presumably at a 
steady rate. 

Critics of the molecular biologists call 


-~ their clocks unsteady and their trees flimsy. 


The standard way to construct a tree from 
genetic data is to have a computer construct 
the simplest tree out of the enormous num- 
ber of possible arrangements. Evolution 
may not necessarily work the same way; it 
may sometimes take a tortuous path, Also, a 
program may select one tree when the next- 
best trees are only insignificantly more com- 
plex than the first choice, and these runners 
up may be completely different from the 
winner. Dr Wilson replies that even if the 
the exact structure of his family tree is 
wrong, the basic structure and the roots are 
more likely than the next best possibilities. 

Critics also point our that genes ar 
limited guide to the pathways of evolutions 
If two animals share a common genetic pat- 
tern, they could be closely related and have 
inherited the pattern from a recent common 
ancestor; or they may be only distantly re- 
lated and have inherited the common code 
from a distant ancestor. Another possibility 
is that both animals developed the same ge- 
netic pattern independently. 

Although the evidence from genetics 
suggests a relatively recent origin for man, 
the methods of molecular biology are not yet 
established enough to dispose of all opposi- 
tion. But whether or not everybody de- 
scends from a recent African Eve, both No- 
ah's Ark and the multi-regional theory 
suggest that all of today's races are closely 
related—so closely related that there can be 
only one "superior" race: the human one. 
And it is only superior for now. Given 
enough time, evolution may still put a new 
branch on man's family tree. 
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Moral quandaries on the 


Rio Coco 


US ENDS AND MEANS IN CENTRAL AMERICA. By Ernest van den Haag and Tom J. Farer. 


Plenum; 241 pages; $19.95 
TE debate on contra aid, wearily re- 


vived in Congress, grows livelier in the 
hands of academics. Two have recently pub- 
lished a joint book on the subject; but their 

»peration goes no further. They disagree 

only on the policy America ought to 
adopt towards Nicaragua, but on the role of 
government in a democratic state, the use- 
fulness of international law, and whether it 
even exists, Spiced with elegant insults, the 
exchange makes entertaining reading. 

The book begins with a chapter by Mr 
Tom Farer, a law professor and for- 
mer president of the Organisation of 
American States human-rights com- 
mission. Law, he says, must plainly 
govern domestic life or chaos will en- 
sue; but international law is useful too 
in keeping the peace between na- 
tions. The United Nations Charter, 
which prohibits the use of force 
against another state except in: self- 
defence, should benefit all nations, 
especially rich ones like the United 
States with a vested interest in the sta- 
tus quo. Yet, by supplying weapons to 
the Nicaraguan contras, America has 
travened it. Hence its censure, in 
6, by the International Court of 
ustice in The Hague. 

The International Court does 
not impress Mr Farer's opponent, Mr 
Ernest van den Haag. A law, he in- 
sists, is something that creates an en- 
forceable claim; since there is no way 
of enforcing international law, it cannot be 
said to exist. The charters and treaties be- 
tween states are less like domestic law than 
like lunch appointments. One is expected to 
stick to them; one usually does stick to 
them; but there is no penalty for standing 
people up. 

Mr Farer believes there is a sanction. A 
itate that flouts international rules loses the 
respect of foreign governments and its own 
citizens, who expect their government to 
conduct its foreign policy in accordance 
vith some idea of national morality. Mr van 
len Haag remains unmoved. Citizens 







ihould want nothing more of their foreign ` 


»olicy than national security, The western 
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allies were right to co-operate with Russia 
against Hitler, whatever. Stalin's morality; 
now that Russia is the enemy, America 
ought to enlist any available ally against it, 
including such unsavoury bands as the 
Renamo rebels in Mozambique. 

Yet the two authors have more in com- 
mon than they care to admit. Mr Farer con- 
cedes that, in extreme cases, national inter- 
est may be pressing enough to make it worth 
paying the price for breaking international 
rules. Mr van den Haag presumably would 





She's a contra too 


recommend passing up a lunch only if some- 
thing more important demands attention. 
The argument turns, therefore, on whether 
the threat to America presented by 
Sandinist-ruled Nicaragua is sufficient to 
justify the cost of arming the contras. 

Since the revolution they led in 1979, 
the Sandinists have bullied their liberal op- 
ponents, offered intermittent support to 
left-wing guerrillas in El Salvador, and ac- 
cepted Russian help in making their army 
the largest in Central America. Mr Farer 
finds two reasons for America to remain un- 
provoked. At least half Nicaragua's econ- 
omy remains in private hands, and political 
opponents do have a chance to state their 


views in the media and from their seats in 
the national assembly: Nicaragua, therefore, 
is less like Cuba than like Mexico. 

Secondly, continues Mr Farer, the 
Sandinists’ large army, and their disregard 
for civil rights, may be explained as a re- 
sponse to the military threat posed by the 
contras, not as proof of the regime's totali- 
tarian inclinations. Mr van den Haag points 
out that Cuba's revolution concealed its 
communist colours in its youth; and says 
that the contras make no difference. 

Neither author can be sure of the 
Sandinists' real intentions. Behind their dif- 
ferent hunches, however, lies a deeper divi- 
sion. Mr van den Haag argues that, once in- 
stalled, communist regimes can only be 
uprooted by force, whereas right-wing re- 
gimes, however brutal, can evolve towards 
democracy. Like many less extreme expo- 
nents of realpolitik, including the Reagan 
administration, he is reluctant to allow the 
Sandinists a period of peace in which they 
might reveal their real character. By 
the time clear evidence of the 
Sandinists’ Marxist-Leninist creden- 
tials emerges, it will be too late for 
America to do anything to prevent 
them oppressing their countrymen 
and exporting revolution to their 
neighbours. 

Yet Mr Farer protests that these 
neighbours say, in public at least, that 
they are opposed to the contra policy 
that is supposed to protect them. 
Moreover, not all self-professed 
Marxist regimes threaten American 
interests. Zimbabwe’s Mr Robert 
Mugabe is on good terms with the 
West; Mozambique’s ruling party is 
tilting westwards too, after a spell of 
sitting firmly in the Russian camp. Mr 
Farer sees as much chance of demo- 
cratic evolution in Nicaragua as in 
Guatemala, where right-wing gun- 
men treat political opponents in a 
manner which makes the Sandinists look al- 
most tolerant. 

The main threat to American interests 
in Latin America, continues Mr Farer, is not 


communism, but America’s fear of it. By — 


supporting the contras, America raises the 
hackles of Latin nationalists and encourages 
the popular Latin belief that it will not toler- 
ate far-reaching social reform. 

Pity American policy-makers. The con- 
tra policy costs them popularity. Its propo- 
nents claim that, privately at least, Latin 
governments thank them for their anti- 
Communist vigilance. In El Salvador, where 
left-wing guerrillas are most threatening, 
such claims are probably true. And a second 
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Cuba is an unattractive prospect. But Cuba 
survives only with large dollops of Russian 
aid. Does the new, cost-conscious and less 
expansionist Russia really want another 
Cuba on its books? 





The Korean war 


North and South 





Korea: THE UNKNOWN Wan. By Jon Halli- 
day and Bruce Cumings. Viking; 224 pages; 
£14.95. To be published in the United 
States by Pantheon 


HE Korean war was an exceptionally 

nasty but short conflict, fought in an ob- 
scure country, coming on the tail of the sec- 
ond world war. After months of military 
stalemate, it ended in 1953 in a ceasefire 
which left things roughly as they were before 
the fighting began. Churchill put it crisply 
and, as it turned out, quite wrongly: “Korea 
does not matter now. I'd never heard of the 
bloody place untill was 74." 

The ceasefire remains a ceasefire. In the 
minds of most Koreans the war has not 
really ended. Diplomatic and military rela- 
tions between Japan, China, Russia, Amer- 
ica and the two Koreas are still heavily col- 
oured by the conflict. 

Jon Halliday and Bruce Cumings have 
had access to sources in North Korea, China 
and Russia. Their book makes a lopsided ef- 
fort to explain the war within that context. 
In. so doing, they help to explain why the 
wounds of the conflict still cut so deep. The 
war began as an internal dispute between 
communists and anti-communists, some of 
whom had fled to the South when the coun- 
try was divided at the end of the second 
world war in 1945. It raged up and down the 
small peninsula with terrifying speed; Seoul 
was captured twice by Northern troops; 
each capture was followed by a fresh round 
of killings of civilians. Many other cities and 
villages went through the same torment. 
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Five years ago, a hugely popular television 
programme was made in the South in which 
ordinary people made appeals to find rela- 
tives still missing from the war. 

The detailed information the authors 

brought back from North Korea has a bitter 
anti-American slant. The North was 
bombed so heavily in the second half of the 
war that American pilots ran out of targets; 
casualties were enormous. Since then North 
Korea, under the bizarre leadership of Kim 
[| Sung, has become one of the most 
xenophobic countries on earth. The 
authors curiously believe that, if left 
to themselves, the Koreans would 
now be ruled by the communists. 
Like their Chinese counterparts in 
the 1940s, the Korean communists 
were the best organised of the resis- 
tance fighters against Japan—thanks 
partly, but not entirely, to Soviet and 
Chinese help. 
There is little doubt, however, that 
most South Koreans—the ones 
whose voices can be heard—deeply 
dislike communism, even if a vocal 
minority does not love the mainly 
military governments that have been 
in power since the war. The authors 
seem unwilling to observe that the 
North remains a shell-shocked fossil 
of Stalinism. It is the South which has 
emerged as a model of economic develop- 
ment for the rest of Asia and now, perhaps, 
of democratisation too. 





Ludwig Wittgenstein 


Disassembly 


WITTGENSTEIN: A Lire. YOUNG LUDWIG 
1889-1921. By - Brian McGuinness. 
Duckworth; 322 pages; £15.95. University 
of California Press; $26 


F WITTGENSTEIN had. been called 

Mueller, Schmidt or Braun, he would not 
be a coffee-table name today. But his sur- 
name jangles with the promise of learned 
Teutonic depth, so it has become a byword 
for philosophy among people who do not 
have the faintest idea what he said about 
anything. At least Einstein is widely known 
to have said that something or other was rel- 
ative to something else. 

Wittgenstein's early work was largely 
technical; and his later work, though un- 
technical, gave answers to questions that 
only professional philosophers ask. Reading 
Wittgenstein's later writings is, for a non- 
philosopher, like reading Plato's dialogues 
with everything except Socrates's replies 
crossed out. There has, until now, been no 
proper biography, but the explanation is 
mundane. Brian McGuinness, an Oxford 
don who was given access to Wittgenstein’s 


papers, is a slow worker. 

Wittgenstein was the fifth son of one of 
the most powerful industrialists in Austria. 
Three other sons committed suicide, and 
the fourth was the pianist for whom Ravel 
wrote his “Concerto for the Left Hand". 
Deep cultivation—especially musical—and 
great wealth made the family home one of 
the pre-eminent salons of turn-of-the-cen- 
tury Vienna. Ludwig went to school in Linz 
(Hitler was a fellow pupil), studied engineer- 
ing at Manchester, then philosophy at Cam- 
bridge, fought in the first world war, gave 
away his inheritance, taught as a village 
schoolmaster in Austria, and ended up 
teaching philosophy back in Cambridge. 

Guilt and self-hatred explain many of 
his restless changes of career, his desire for 
danger at the front, and (partly) his financial 
suicide. His love of machinery led to engi- 
neering, which, in an intellectual mind, led 
on to an interest in mathematics. Mi - 
ematics, like any machine, had to be 
assembled to see how it worked. Hence his 
studies with Bertrand Russell at Cambridge 
on the foundations of mathematics—a 
hair's breadth away from philosophy. 

Almost as soon as he met him, Russell 
(then 40) came to think of the 23-year-old 
Wittgenstein as the man who should take 
over his life's work. Perhaps the sharpest 
picture of Wittgenstein in this book is to be 
found in the account of his meetings with 
Wittgenstein that Russell furnished, espe- 
cially in his letters to Lady Ottoline Morrell. 
One can almost hear Wittgenstein pacing in 
Russell's rooms, highly agitated by some 
problem of logic, or life, or both. 

Cambridge 1911-13 takes up nearly a 
third of this book. It is a pity that the first 
world war takes up another fifth. Mr Mc- 
Guinness's meticulous march through mili- 
tary paperwork and dull logistics will be 
heavy going for all but the most dedicated 
army buff. He has not dared to leave 
thing out—except the latter half of Wittge 
stein's life. That will be recorded in a second 
volume. Of Wittgenstein—and perhaps also 
Mr McGuinness—the best is yet to come. 





Cricket 
Flag before 
wicket 


LEADING FROM THE FRONT. By Mike 
Gatting. Macdonald; 216 pages; £12.95. 
Att Round View. By Imran Khan. Chattc 
and Windus; 210 pages; £12.95 


HESE two autobiographies by the for 
mer captains of the national cricke 
teams of England and Pakistan provide evi 
dence that there is a special, and not espe 
cially healthy, relationship between the peo 
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Bot it mattered terribly 


ple of Pakistan and the game of cricket. 
Mike Gatting, as captain of the touring Eng- 
land team, was involved in a now notorious 
shouting match with the Pakistani umpire 
Shakoor Rana (since dismissed from his job) 
during a test match in 1987. It came as the 
culmination of a series of incidents in which 
the Pakistani umpire first seemed to give bla- 
tantly unfair decisions in favour of his own 
side, and then started shouting insults at the 
Englishmen. To some of his compatriots, 
cricket is not a sport and an international 
cricket match is not a game; it is a contest in 
which nothing less than national honour is 
at stake. 

Since in Pakistan test matches are bat- 
tles in a war, all is fair. Thus Imran Khan, a 

t sophisticated individual, can describe 

b Ahsan, a manager of a touring Paki- 
stan XI, as “an extremely patriotic man”. But 
Mr Ahsan has become infamous for saying 
that cheating "has become absolutely neces- 
sary in professional cricket today.” 

The game of cricket is not afflicted with 
this fanaticism in other cricketing countries. 
This is probably because of the peculiar na- 
ture of Pakistan's "national agenda": the 
listing of those issues which grip and stir the 
interest and emotions of the people as a 
whole. New Zealand, Australia and Britain, 
happily or unhappily, do not seem to have 
national agendas at all; there is for them no 

ssingle issue of all-embracing significance. Sri 
Lanka has just one item on its agenda, the 
Tamil problem; this is so overwhelming that 
bcricket is relegated to below second place. 
india has on its national agenda Pakistan, 
Afghanistan, Punjab, Sri Lanka, elections at 
arious levels and in various areas and, all 
Khe time, hubbub. Consequently, although 
&ricket is enormously popular, winning or 
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losing a match is not seen as a matter of na- 
tional life or death. Both Mr Gatting and Mr 
Khan have much praise for the impartiality 
of Indian umpires. 

Pakistan is a special case. It has had no 
politics for many years now, thanks to Gen- 
eral Zia's paternalistic dictatorship, which 
leaves on the agenda India and Afghani- 
stan—and cricket. Mr Khan, in a thoughtful 
chapter of general observations, says that 
Pakistan should be non-aligned in its foreign 
policy and should not have got involved in 
Afghanistan, an almost heretically indepen- 
dent point of view. 


But he is not non-aligned on Pakistan as 
a cricketing nation. In his accounts of test 
matches—and in the reading and in retro- 
spect they are much of a muchness—Mr 
Khan is out there in the field waving high 
the battle flag of Pakistan. But not, one gets 
the distinct impression, to the extent of 
cheating. He once openly reproved one of 
his players who pretended not to have 
dropped a catch. The affluent upper-class 
Mr Khan plays English county cricket him- 
self; he knows what it is like to play in a 
country where constant failure at cricket is 
simply constant failure at a game. 





Martin Scorsese v Jesus Christ 


The Last Judgment? 


HAT exactly happens in Martin 

Scorsese's new film, "The Last Temp- 
tation of Christ"? America's religious funda- 
mentalists think they know: it constitutes 
"the most blasphemous, evil attack on the 
church and the cause of Christ in the his- 
tory of entertainment." ltaly's Christian 
Democrats think they know: it is "an af 
front" to the feelings of Christians. Arch- 
bishop Roger Mahony of Los Angeles is sure 
the film should be avoided. Even Franco 
Zefhrelli, himself a film maker, will not take 
part in the Venice Film Festival because 
"The Last Temptation" is to be shown. 

These critics are united less in passion 
than in ignorance. None of them has seen 
Mr Scorsese's film. They assume, however, 
that the maker of “Mean Streets” and “Rag- 
ing Bull" might not be fitted for delicate reli- 
gious subjects. American fundamentalists 
have read two early versions. of the script, 
since superseded, which circulated among 
evangelicals last year. One script contained 
the phrase, uttered by Christ to Mary Mag- 
dalene in a dream-sequence as he hangs on 
the cross, “God sleeps between your legs.” 

According to Universal, who co-pro- 
duced the film, that phrase has been cut 
now. Some of the sequence remains. A 
rough-cut version was shown to church 
leaders in New York last month; the Episco- 
palians, in general, liked it, the Catholics 
found it offensive (passing on the word to 
Archbishop Mahony) and the evangelicals 
boycotted the screening altogether. Instead, 
they held a press conference in which, as if 
they had seen it, they condemned the por- 
trayal of Christ as “a mentally deranged and 
lust-driven man". 

Universal, weary of trying to explain 
that Mr Scorsese meant to make a devo- 
tional film, has now decided to advance the 
release date in the United States to August 
42th. (The film will be shown in Venice on 
September 7th and should reach Britain by 
Christmas.) It has taken Mr Scorsese 16 
years to get this far. For a long time, no stu- 


dio would touch his idea. Paramount agreed 
to make the film, but backed out. Even now, 
the managers of Universal's own cinemas 
are reluctant to screen it. Mr Scorsese's best 
hope lies in this early release, which will at 
least allow fact to be heard alongside ru- 
mour. If Jean-Luc Godard's “Hail Mary” is 
any guide, such films generally settle down 
to an almost normal press; indeed, after all 
the prophecies of horror, they can seem 
tame. 

One lesson of “The Last Temptation” 
might seem to be that film directors should 
avoid the subject. No portrayal of Christ, 
however insipid, has escaped controversy. 
Another lesson, however, is the curious vul- 
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nerability of film to public censorship. Cin- 
ema, no less than book-reading or looking at 
art, is an elective entertainment. It is not im- 
posed on people; they must make an effort, 
both physical and financial, to see it. The 
novel from which Mr Scorsese drew his idea, 
by Nikos Kazantzakis, is freely sold in both 
Italy and the United States. The scale of cin- 
ema is greater, and so too is its capacity to 
manipulate; that is why films are rated. But 
given a rating system, there is no need for 
self-styled censors to step in too: least of all 
in the case of Christ who, if divine, needs no 
defending. 





Hungarian culture 


ozekler-song 


VIENNA 


UGUST 10th was a wretched day for 
1,500 people who live in the little vil- 
lage of Szarazpatak, deep in Covasna 
County in south-east Transylvania. They 
were moved out, and rehoused in concrete 
apartments, in the name of an ambitious 
farmland-extension policy launched by the 
Romanian government. Once the bulldoz- 
ers come in, the outward visible signs of 
their culture—the school, the church, the 
graveyard—will disappear. 

At one time these people, known as 
Szeklers, were immensely powerful. They 
belonged to an ancient Hungarian tribe con- 
sisting of lesser noble families whose roots 
go back to the ninth century. They were 
honoured by Hungarians as the guardians of 
the frontier; but they were also regarded, 
and are to this day, as keepers of pure Hun- 
garian grammar, idiom and a specific form 
of culture. Along the bend in the Carpa- 
thian mountains in Transylvania, the 
Szeklers also perfected their own pentatonic 
form of music. This music, far removed from 
Slav melodies which, more often than not, 
were composed in minor keys, fascinated 
Hungarian travellers from Budapest. They 
were equally enthralled by the “Dance of 
Maroszek”, an old and intricate dance-form 
which every Szekler learned from birth. 

Special privileges were given to the 
Szeklers by the Hungarian crown. In the 
kingdom itself, under Hungarian law, if a 
noble family died out, the land automati- 
cally reverted to the crown. Among the 
Szeklers, the daughter could retain the fam- 
ily name and thus ensure the continuity of 
the line. The Hungarian kingdom was Cath- 
olic; the Szeklers were Calvinist or Unitar- 
ian. The idea that a Szekler would be a serf 
was unthinkable. A strong element of equal- 
ity and autonomy influenced the villages 
and the szeks, or chairs, the administrative 
title of the seats of authority in the Szekler 
counties. ! 

Romania's policy, however, is to fore 
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ibly assimilate ethnic minorities. Hungarian- 
language schools are closed down; newspa- 
pers and books are made scarce. The famous 
Hungarian-language Bolyai University in 
Cluj, the old capital of Transylvania, was 
merged in 1959 with the Romanian Babes 
University. In Hungary, a generation has 
grown up scarcely aware of the roots of its 
culture. In the early 1970s, during a meeting 
of the Hungarian Language Society, more 
than a quarter of first-year university stu- 
dents shrugged their shoulders when asked 
what language the Szeklers spoke. Now, 


thanks to a more open—and often national- _ 


istic—government policy, Hungarians are 
becoming aware of the legacy bequeathed to 
them by the Szeklers; but it may be too late. 
As the Szeklers’ own hymn has it, “Who 
knows where the future will take us on this 
hard muddy road in the dark night? God, let 


us not fall." 





Struggling after 
(Gaudi 


MADRID 


T IS in the nature of cathedrals to be un- 

finished. They are grandiose, expensive 
and usually built on impulse— whether grat- 
itude, spiritual enthusiasm or municipal 
pride. Small wonder that they often fall 
short of the original design. Notre Dame 
was originally meant to have a forest of 
spires. Lincoln's spire, when it blew down, 
was not replaced. Inside Westminster Ca- 
thedral, the luxuriant marbling ends well be- 
neath the roof of the nave. 


Oddly, modern cathedrals—curiosities 





Real dreaming spires 


in a secular age—are built with more consis- 
tency of commitment, and tend to get fin- 
ished. Now Spain is wondering whether its 
most famous half-built cathedral, the Sa- 
grada Familia in Barcelona, could not be fin- 
ished by the time Spain plays host to the 
Olympic Games in 1992. 

The Sagrada Familia has been almost 
100 years a-building. Antonio Gaudi, a 
young Catalan architect, accepted his com- 
mission in 1883. Barcelona had one cathe- 
dral already, but the rich Catholic book- 
seller who financed the second thought it 
would prove to the world the vitality of Cat- 
alan art. He also hoped to help counter the 
revolutionary ideas then creeping into the 
city—rather as baroque churches had 
helped to advance the counter-reformation. 

From the start the cathedral was pri- 
vately financed, which explains why work 
soon slowed down. Most citizens felt they 
had better use for their meagre earn 
than to pay for cathedrals. Even if unlim 
money could be tapped, however, many 
Catalans question whether Gaudi’s Sagrada 
Familia can be finished, or ought to be. 
Gaudi, the son of a smith, twisted stone as if 
it was molten iron. The facade resembles a 
stage-set for a Walt Disney fantasy: columns 
explode into palm-trees, spires taper into 
cypresses filled with alabaster doves, statues 
peep through rocks and vegetation that sug- 
gest the bed of the sea. Behind the facade is a 
building site open to the sky, bounded by 
high galleries whose supporting pillars bal- 
ance on the backs of gigantic turtles. 

Architects have tentatively continued 
work on some parts of the cathedral. When 
Gaudi died he left only vague sketches of the 
overall project, which he used to say he car- 
ried in his head. He worked like a craftsman, 
improvising as he went along. He generally 
preferred to finish one section, personally 


designing everything down to the Teg 





detail, before moving on to the next. He 
perimented with string and weights to calci 
late the stress of arches, but took few notes. 
Today's architects shy away from building 
the roof, which was to have had the highest 
spire in the world. Altogether Gaudi wanted 
12 spires, one for each apostle, with bells 
and air-conduits so that tunes could be 
"played" on them as on organ pipes. 

Some Barcelonese, weary of seeing a 
boarded-up gash in the city centre, want it 
landscaped to make a public garden; services 
and concerts could be held in the huge crypt 
underneath. After all, Barcelona's most in- 
teresting park was designed by Gaudi, who 
created his sculptures from plaster moulds 
of plants, animals and people. He might 
have preferred a garden-cathedral to a care- 
fully finished work. Dali asserted that “to try 
and finish the Sagrada Familia would be an 
act of treason; it should be left as it is, as a 
gigantic carious tooth full of possibilities, 
unless a new genius appears.” 
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England — telephone — 15D | 
6167 732004. " | 
Applications | to the Staff Offi- | 
cer, University of New: Eng- 1 


land, Armidale NSW. 2351, 


Officer. 


appropriate person t apply 
for, a post which has been 
advertised. 


ARMIDALE 
NSW 235 


INIVERSITY OFX 


| work by. visory staff and 1P8 j | 
|- agricultural economists. Ap-'|| 


The University reserves. 3 de | 





The University of Auckland 
New Zealand | ! 
SENIOR LECTURERS/LECTURERS 
IN ECONOMICS 

Two positions 

Applications are invited for two posi- 
tions in the Department of Economics. 


Applicants wishing to be considered. 
-only for the Senior Lectureship should 


clearly state this when applying. The 
present establishment of the Depart- 
ment is 17, consisting of three Profes- 
sors, two- Associate Professors, eight 
Senior Lecturers, two Lecturers and 
two Senior Tutors. The interests of the 
staff cover the major fields of macro- 
economics, microeconomics, econo- 
metrics and economic history, includ- 
ing at advanced levels the histor" ^" 
economic thought, development : 

nomics, labour economics, internal.. 


- al trade and finance, public economics 
and eco t KJ 
> completed - a PhD degree or have 


ic forecasting. Applications 
Bicomea from those who have 









equivalent research and teaching ex- 
perience in any of the major fields of 
economics, including Econometrics, 
Economic History and Financial 


Closing date 14 September 1988. 
. Commencing salary will be established 
. within the following ranges: Senior Lec- 
- .NZ$35,000-NZ$42,100 per annum. 
- itis hoped that the successful candi- 
., dates will take up the positions no later 
^ than 1 February 1989. 


Conditions of Appointment and Method 


= of Application aré available from the 


Appointments Officer,’ Association of 
Commonwealth Universities, 36 Gor- 


- don Square, London WC1H OPF; or 
.. from the Assistant Registrar (Academic 
Appointments), University of Auckland, 


.. Private Bag, Auckland, New Zea 
- to whom applications, in 
with the Method of Application, shou 


be forwarded by the closing date. 


The University of Auckland is an Equa 


^" Opportu nity Employer. 

























NT ome OF BRADFORD 


IN EC ONOMICS 


ications are invited for a temporary 


1 lectureship in Economics for one year 

| commencing 1 October 1988. The person 
| appointed will be mainly concerned with. 
"undergraduate teaching and preference: 


will be given to candidates able to teach 

international economics and intermediate. 

pee e theory. Salary on either 
£9 260-£14 500 per annum, or 





< | Lecturer A 
| Lecturer 8 £16, 105-£19,310 per annum. 


uperannuable. - 
iiher particulars and a ication 
the pepan Sec x (Ref 


e BD7 1DP. An equal op sortu- 
ra Closing date 7 Peer. 














| Y EXPERTS 


portunities for experts. in the above fields on 





, à two-year commitment and 


g ak leva nte perience. US citizenship preferred. = : 


expertise, outstan ing credentials and flexible availability... 


1 Send. résumé, specifying position of interest, to delucia and 
3 The 1139, USA 5. eio Square, ener 








POLYTECHNIC 
Part-time courses in © 
^ BUSINESS & ECONOMIC 

^ FORECASTING 
This innovative programme of study brings together the 
practical and theoretical aspects of modelling “and 
“forecasting. It is designed for those with work 
| experience as wellas recent graduates. An MSc award, or 
— .- a Diploma, or a Certificate is available, depending on the 
sued duration of aly i dance is two evenings pereweek 














Further details and application forms are available from the 
Forecasting Course Secretary, School of Economics, 
< Kingston Polytechnic, Penrhyn Road, Kingston upon 
Pmi Surre : iE. Tel:.01- De 1366 ext ab 











Agricul tural Economi st/ 
| Agriculturist 


PE Theives Megan international seeks to retain 

the services of an agricultural economist or - 

^. .  -.agriculturist to assist the agricultural 

gr director i in his day-to-day activities. The post ^ 
- will involve a mixture of administrative, 

D promotional and short term project work i 












.. Applicants should hold a degree in 
“agriculture or agricultural economics and | 
preferably a post graduate qualification. « 


The position will be based at. the Company's E 
.. Henley offices. Salary will be in.the range of 
| r to £20000 ‘and there are a number - 
i 





of Ser benefits, . 





Please write with CV t Io » Michael | Boddington; 
. Michael Boddington & Associates 

Windmill House . 

37/39 Station Road . 
Henley-on-Thames 
‘Oxfordshire 
. RG9S !AT 





MORGAN | 





WE projects. in ee TAKUAN Angola. and — 


‘expertise, a business dégree 












ns, of two to ten weeks, require technical 


* oo. | The Economic Department helps to shape the TUC's 
bargaining, labour market developments and reg 


M Maior s áreas of work include employment and t 





| Move To The Country. .. 





ES PORT did Box 94, Winchester, Virgini 




























A multinational organisationd | 
a leading international ) 
analyse and assess thes 
economic developments in the 
economies. Suitable candidate 
spent several years in the IMF 
similar organisation, have a so 
proud in model estimation an 
ave experience in decision maki 
ment, multinational corporations o 
stitutions. Fluency in key Europea 
would be a distinct idu 


This is an ouistacding Gp ! E 
date wishing to consolid iis or hert 
rience, reputation and skills i in a nest 
Position, title and compensation package are 
negotiable for the candidate with the right 
background. 


Please reply with your curriculum vitae, details. 
of your current salary and enone numbers _ 
where you can be reached during the day and . 
early evening to Box No 3603, T : Economist "m 
ly spaper, 29 St James’s Street, London SwA 




































TRADES UNION CONGRESS 


ECONOMIC DEPARTMENT - 
|. POLICY ASSISTAN 


The trade union Movement faces major challenges and oppor in the 1990s 
ackground or rapid changes in employment, industry and seal cd 

-$ policy on the economy, collective 

tion of the. S pat an public 
























wh 






"consumer and workers’ rights; economic and ind: ? 
European market; and inner cities and the role of trade unions i 
Í Detailed activi isalso undertaken in particular sectors suchas enel 
. Applicants should be educated to degree level in eco ed i 
N sisi mind and ability to write clearly and co to 

together with a commitment to the trade union Mover 
.. The salary is ona scale from £13, 107 to £17,205 incl ng ti 
: For further information and an application form please write: 
TUC, Congress House, Great Russell Street, London 
. The TUC is an equal opportunities. employer and welcom appli 
Sex, disability, marital status, ethnic origin or sexual orie 6 


The closing date for is application forms is. Frida 




























.toa forgotten village in the 
i Shenandoah Valley, 60 miles 
nörthwest of Washington, D.C. 
Lovely and historic house, built 
1851, immaculately restored, 
with 4 bedrooms, 4 baths. 
Room for office, shop. $140,000. 















For photos, etc., call owner's office: (703) 662 














THE OPTIONS CLEARING CORPORATION 
an 


The Europ ean P a 
Business dministration 2 








Five Y y Intensive Op "tions. y ork 
designed for: Dealers, Bank Offic 
Fund Mana gers, and. c orporate Tre 


* Advanced Option Stra tegies « Foreign. PS M Risk 
e Hedging. of Option Portfolios o a Pricing and Volatility 


- Special fea 'ures of the workshop - 


SIMULATED TRADING SESSIONS e PROBLEM SOLVING otc Cog d 
| DISTINGUISHED FACULTY: INSEAD FINANCE AND ECONOMICS PROFESSORS, 
d | OPTION AND RISK. MANAGEMENT PROFESSIONAI a 










































INSEAD Campus, Fontainebleau, Pane | : & 
, October 27, 1988 . "ome. 









FOR MORE INFORMATION PLEASE CONTACT: 
Carol Kohlbecker; THE OPTIONS CLEARING CORPORATION 
Tel: (312)322-7564 Fax: (312)322-6207 - Telex TIBUS 














_[ Taking the GMAT or " i ae qo E 
We CAN help - APPOINT Du MN NEAL CER 


Su ^ Write to: 
|) Graduate Tutorials, GTAC Associates, 

FRE EEPOST , London WS ABR. E 
` Tel: 01-993 3983 - d ro | 











































£650 inciüding hot < b 
Euer [Ses 
run Department Yansport Technol | 
ogy, Lou "University of reot 


, Lougnt ' Les LETI STU. 
Telephone ( x 223401. Contact | 
Caves or Eddie Gubbins 


vii auha e remo red 













Amharic” T MD i ‘Tet CBI Has # vacancy inthe industrial Policy Grodo; which. forms part of. 
YOURSELF & Persan EEFE S the CBI' s Company Affairs Directorate, for a Junior Economist. 
ONEOF em en * ; EN as This post w would suita well dios deed recent economics g cdvate keen to " ] 
40 innis | 2 Spanon M 
EULATE Ri cerman secs | 
: fet Tagalog 
IN ONLY 'eole Tat dE ua The arsine operates at the micro-econom [e 
60-80 AU CL 4 ibo OMM Structural issues, regional policy, state 


policy. The Group also handles CBI's relati 
. Development Council. 


The successful applicant will have the oppo 
across a broad. range of i issues and speciali 


. Please reply enciosing comprehensive CV d 
|... Personnel Department, Confederation of I 
abs Qe New Oxtord Street, London, WC1A 1DU. 











SOLICITOR 
| Admitted 1960, returning to 
| UK December 1988, seeks in- 
teresting non-routine le a 
| appointment. Box 3602, 
Economist, 25 St James' 3 
a London ave LHF. f 












With proven n ability fe for quant 
^ed [ie publications. Also 
and capability to participate 
with other faculty of the de 
Resource Management (Managem 
 Energy/Envi ronmental Water/t 
R(IA)308-8/88 | i 




























e Bhóne Valley, etc. From SFE 180000. — 60% credit, 
DC "at BAN interest or 5-20 years. 


- REVAC ^s. A. 


| de Montbrillant 202 GENEV. 
Tel: 4t. 2254 1940 — Fae i $4220-— fex 22090 













in Peabody. ‘Massachusetts USA 01980. 
Tel: 508-535-7310 | 
Fax: 508-535-7313 

Tic 387852 AES CORP INTL 








BRITISH AEROSPACE BA3 125 SERIES 8008 


For information about gee 


. | On behalf of our client we have been: requested t to invite. 
classified advertising ay" 
e rtu uni nities | | tenders for the above aircraft. 
















-Readers are 
| recommended 
| to make appropriate enquiries and 


3 fake appropriate advice before send- 
ing any money, incurring any ex- 


The specifications relevant to this aircraft a are as follows du * 








pense Ki entering LN pos | | Aircraft Type: 
commitment in relation an adver- ephone: 01.839 | E 
Limited ‘shall not yd liable to Li in TOONS | : Y f M uf et es 
person for or damage incurre | | . 20 wee 
} or suffered as- a result of his/her PR erint me tn: Gal | ear A anu PN EU o 
~ accepting or offering to accept an 10 Rockefeller Plaza - l | Srl E 1986 


invitation contained in any advertise- 


. New York, NY 10020 - 
-ment niai in The Economist. Te 


| Bone; E 212 541 5730 . 





wos (50 ^05 


Extras: 


Dual GNS 1000 with Vandling NDB-2 Data Bae à 

VLF/Omega Sensor; Honeywell Laser - Inertia! 
sensor; Selcal-Motorola N1 335; Dorne and. Marge 
emergency locator transmitter; British Aer 
Display System; Life rafts, 3 x 4 man; Go 
passenger cabin; Dual HE radio systerr i 
version incorporating a single stretcher; 'ight/te 
convertible interior. | TY 


All tenders are to be specified in i United States dol lars : 









. lide country house, old ned Or sea edge 
| "property in need of restoration wanted. Write 
- ME. Lil avers, 26A Astwood bee London SW7 


























- ' | Tenders close at 4pm, 4 September 1988 - 

| c Rear: A Work Eme De more sihdctive and Tenders are to be addres: ed to 

secure in their Jobs or Professions. | Aircraft Tender E 

or ee a TE eges or | C/- Price Waterh 

gen ad you job. mitay. company anba, drisi carais, | l Chartered Acedintants 

" Menymqumd | | | Southwark Towers E 
airo mo oes ee ks TM" | London SE1 9SY, England 
Se] Satie Attention: D. R. Petterson 
v PACIFIC WESTERN UNIVERSITY . | Facsimile: 00°44 ' 4 | 

GOON Sepulveda Blvd, Los Angeles, California 90049—Dept 137—USA. | The highest or any tender not n a y accepted 


JGUST 131988 











Obtain US immigration . through . 
purchase el e and were I 
warding real estate or ning o 

nar an. anc Combe i 


e agi '86- 





Paris, yerum Rona, 
Venice, Bruges, Geneva. : 3 
For details of our individual - i 
holidays to these enchanting cities M 
(please specify the city you're 
interested in), write or phone. 
Time Off 
Chester Close, London 
| SWIX 7BQ. 01-235 8070 » 


CAN 
MATION 


INTERNATIONAL 
BUSINESS LAW 


= Meetings by appointment in 
* Europe, Middle East & Asia .. 


VICK, McPHEE 


309-1111 W. Georgia Street, 
Vancouver, British Columbia - 
Canada V6E 3G7 


Telephone (604) 682-0926 — 
Facsimile: (604) 688-8615 
. Telex: 04-508813 VICMAC VCR 























129 Bayswater Road, 
Hyde Park, 
London W2 4R] 
Tel: 01-229 3654 
Telex: 268235 COBURG 

— fax: 01-229 0557 
Single: £55.00 incl VAT - 


hotel with all amenities. 











US IMMIGRATION | 

































nies, | etc. l | f ; 
ALL MATTERS HANDLED BY A E. 


Barristers and Solicitors |` 






[COBURG HOTEL | 























Double/Twin: £77.00 incl VAT | 
Extra Single: £15.00 incl VAT. | 










Facing Hyde Park. Traditional | X 








. English breakfast included. | 


ST. JAMES Nt MISMATICS COINS 


 PCGS Graded Coins only. Call or write for information on 
Individual Coins, Portfolios, and Sets: 
St James Numismatics - 
629 Camino Los Mares. 
"Suite 208 — 


San Clemente, CA 92672 
. Tel: 71 4/665-6424 
Fax: 714/661-4732 






KNIGHTSBRIDGE 
“GREEN HOTEL 


| A smali family owned hotel in Knights- 
: bridge which has been totally remodelled 
and refumished to a high standard. 


Suites £85 Doubles £70 Singles £55 inci 
VAT & SC. . | 


|| T “Acomiortabie, spotiessiy kept little hotel | 
Gak: lom the. -hean of Kneniordun ee d 


oa E 


F 6274, or write to 159 jhisbridi 
I London SWIX 7o fax 01- 5 1635. 





May we tráce your. “ancestors? 


. Debrett have traced the -ancestry of 


thousands of families from commoners 


| to kings, worldwide. Send known details 
| for free feasibility advice and leaflet to: 
. Debrett Ancestry Research Ltd, Dept.EN, 


Gordon Road, Winchester UK $023 7DD 
Tet: (0962) 69067 


. Tel: 01-937 ^ 6353/01-937 1577 


Fax: 01-938 3585 
. Tix: 914972 OBSERV G 


Single: £39 + VAT 
Double: £55 + VAT 
inclusive of English breakfast 


in London's prime residential and 
shopping area very close to excel- 


. ] lent transport facilities. All rooms 
| with bath/shower, TV, telephone, 





hairdriers, tea/cottee makers. 


International Business 


| Services 


(Swiss Bank controlled) 
@ Asset Ma 


nagement 
| 9 Company/Ti rust/Foundation 


Formation and Management in 
Switzerland or third country 
9 Trustee, Fiduciary and | 
Consulting Services for 
pease ee and financial 


1e Accounting Auditing/Ta ax- 


Planning 


1e Back-to-back operations 


^] 4BS, Bahnhofstrasse 100 

| CH-8023 Zurich/ 

| Phone 41-1-211 04 83 

E De 21175 31x 813 884 





1 ZURICH ZURICIEZUNICH | 














exa 


LONDON PROPERTY RENTALS We 
let studios/large houses to high specifi- 
cation from £150 pw to £2,000 pw. We 
hope to include you in our long list of 
satisfied customers. Please call Hen- 
riette at Orbiton Estates on tel: 44-1- 
938 2558. Fax: 441 -938 3021. 















YOUR OFFICE AWAY FROM OME 


"besos Senn Coni Co 


52, CR-8022 Zurich — —- 
Tek que 92 07 i 
| Fax: (1) ano” . Telex: ee 











AUTHORS WANTED : 
BY NY PUBLISHER | 
| Leading subsidy book publisher seeks. 
|. manuscripts of ail types, fiction, nonr. 
fiction, poetry, juvenile, scholarly and 
| religious works, etc. New authors wel- 
| comed. Send for free booklet. 


S92, Van Press, 516 W, 34th. 
Street, New t NY 310001 USA — 


OVERSEAS NEM | 
ron Taxon comis. Many atraci | 
benefits. Opportun rounation: 













, Willett Hotel, 
London SWIW 8D. 


Telephone 01-824 8415. 
Tax: 01-824 8415 
Telex 926678 WILLETT G. 


Single: £41.95 + VAT. 


Extra Single: £19.95 + VAT. 


Small character town house, off 

Sloane Square. All ‘modern. 
facilities, . - 

Full English breakfast inclusive. 

of rates. 
























87 Pont Street. 
. Knightsbridge ` 
London SW1X OBD 
Tet: 01-581 MM 
Fax: 01-589 9456 — 
Telex: 941 3498 EXECUT G Go 
Single: £49.95 + VAT —. 
Double/Twin: £64.95.+ \ AT 
Extra Single: £19.95 + V 

















value in one of the worl 
fashionable neighbourhoods, Buffet - 
stylo Engh breakfast includ 





5 | services ona. m". reliable 


Double/Twin: £49.95 + VAT. ^ 1327. Panama 9a, 
! ex: 3121 KENKA PG. Tel: 23-0834 or 
234819 (evenings 23-6779). 


"E mim RING ANALYSIS 
m ud A ict Documents: Examninerot Forged/ 


Elegance, privacy and exceptional .| 


RENTING IN LONDON? > Contact the 
rental experts Quraishi: Constantine, ~ 
London’s No 1 Estate a Tet: ds 


244 7353. 


ALL KINDS of business advice. "And. 
asset management undertaken. Write: 
to: Chiffre 22-3788/2 Publicitas 1002 
Lausanne; Switzerland. 





ST JAMES’ s, LONDON, Swit. Ser- 
viced apartments in small block close 
to Fortnum & Masons, The Ritz and 
Piccadilly. Double and twin rooms from 
£70 per night. Tel: 01-930 2241. 





FOR THE BEST DEAL IN THE AIR For 
First Class, Club Class/Concorde 
fares. Worldwide destinations. Contact 
Scenic Travel Ltd. Tel: 01-801. 7471. 
01-808 2943. IATA/ABTA members. a 





NORMANDY AND SW FRANCE. : 
barns to imposing chateau available. 
Contact Simon Hosken, 010 33 33 514 
522. 86 Avenue de la Liberation 50400, 
Granville, Normar , Francs. 








amis rOn E CONNOISSEUR. 
Made to. measure and hand cut from 
fine fabrics. Details and free sample 


materials from Seymours Shirts, Free- 


post, Dept 29, Bradford BD1 1BR. 


: one rR : « s - 
AUTHORS 
manuscripts, all types (including po- 


invited to submit 


ems), tor book publication. Reasonable 


‘terms, Stockwell, Dept 75, Ilfracombe, 
Devon, UK (Est. 1898). 





PRESTIGIOUS. LONDON ADDRESS: 
Personal/company use, Special ser- 
vices. American: Business Services. 
Tek +44-1-706. 0342. Fax: 01-706 





PANAMANIAN CORPORATIONS pro- 
ompiete confidentiality and 
iability. We offer company or 











NT ERNATIONAL TRADE. German 
business management trainee with UK 


| Diploma in Farm Management, 28, 


married, experienced in sales and com- 
pany foundation in cosmetics and agri- 


| cultural machinery in Great Britain anc 







; is now looking for a position 


2 P dna small to m edium-sized. company 


© Please. contact Box 3601, The Econo 
E Ix mist Newspaper, 25 St James's Street 
d E Londo SWIA 1HF.- 
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OUTPUT, DEMAND AND JOBS America's unemployment rate crept back up to 5.4% in July, but 
that was still well below the 6.0% recorded in July 1987. In the same month, West Germany's 
jobless rate held steady at 8.9% for the fourth consecutive month—marginally down on the 9.0% 
recorded a year ago; Canada's jobless rate rose to 7.9% from 7.6% in June, but an improvement | ers’ strike and guerrilla activity in Peru. This 

on July 1987's 9.1%. British shoppers spent exactly the same in June as they did in May this year, | has virtually closed down Peru's mining - 


LL 
— 











































| but that still left retail sales 5.8% up on a year ago. industry and halted its zinc shipments, 
. "5 change at annual rate including those from the Cajamarquilla refin- 
industrial production GNP/GDP retail sales [volume] unemployment % rate | ery, which had been producing 5,000 tonnes 
Simihst  Ayoar 3müst — yer — met 1year dates year ago | of Zinca month. Prices hit £766 a tonne last 
Austrüa — —i41 +120 w +72 510 = 04. diu Thm» BO week—up from £690 a tonne in mid-July. - 
Beigum +43 +33 w na na +41 +44 we} 103 a^ — 113 Peru is the second-largest zinc producer 
CMM AI 67 wy -—34 T5350 $2 35 45. te 79 « 91 (behind Canada) in the non-communist 
France n' .4 19 us 3-45 + 40 10. 5 d 105 xn 106 world, accounting for 1196 of output last | - 
W.Germany — 01 +35 » +57 +43 01 + 65 + 69 w B9 a 9.0 year. With strong demand from the steel- | 
Holland —50 —37 wy +37 +32 a + 32 + 98 mars 14.3 jv 14.0 galvanising sector, particularly the motor — 
Italy +33 + 54 iw * 08 + 28 w + 70 + 25 Deet 16.1 Jn’ 137 — industry, zinc supplies were already heading | 
Japan —19 .+91 wm 4113 +67 o +152 +96 i 24 m 30 Sie ay ~- 
ee eee — Tere ver for another deficit in 1988. London metal - 
Spain +158 * 66 wy na na +15.5 +14.0 or: 200 sun 20.4 exchange stocks have fallen 20% this year e 
Sweden +56 +18 w +31 +23 0 +140 — 82 ^» 13 »* 17 | ` 
izedand — 68 +57 a +13 #+33 0 - 75 Di Mart 07 Jw 0.8 
| *46 +38 wy +27 +400 +43 +58 i 84» 104 | YON Maro AME oo 
USA +46 +58 » -31 +439 @ +40... +25 wm 54 Ww 6.0 month year 
1Value index deflated by CPI Dollar index 
All items 145.7 1493 —18 +4314 


CO o IIIIIIIIIIIIIIIIIaaIaaaaaaaaaaaaaaaaasasasasasasasasasasasasassiÃħiIĖI 
PRICES AND WAGES American workers had a wage rise of 3.6% in the year to July; inflation | Food 115.3 — 1181  — 56 +365 
turned that into a real pay cut of 0.4%. Japanese workers did better: their wages climbed a hefty ne 


7.0% in the 12 months to June—a real pay rise of 6.8%. Britain's wholesale prices rose 4.5% in po 19 0137 248 















: x Nta tt 147.2 1456 -—38 + 31 
the year to July, Sweden's by 6.1% in the year to June. Holland's wholesale prices crept up 0.5% in oo See) eee ee 
the year to May; in the 12 months to July its consumer prices rose by 1.0%. ma... — 0 fe 
% change at annual rate All items 109.2 113.4 —14 =+220 i 
consumer prices* wholesale prices* wages/earningst Food 86.5 897 —52 +270 | 
3 mthst 1 3 mthst 1 3 mthst 1 Industrials 
A i l1. —————— omm. o e o 8 All 1319 1369 +12 +4189 
Australia + 70 + 7.2 fet + 94 + 7.6 ro + 7.4 + 73 tw rT eT ue T mE eo 1 
+25 +40 0 — 04 =p rp +154 + 28 oe Nas ^ 1103 1106 — 3.4 
Canada * 52 E 39 wn * 28 + 38 an + 45 + 4h ur" SELL 1556 +37 4984 
France + 38 + 26 w + 43 + 29 m * 33 + 33 ww Al i index 113.6 $173 -08 +271 
W. + 15 + 10 w +25 + 16 an + 7.2 + 28 ww Food . . 809 ^ . 908 — 46 43223 
Holland + 18 + 10 u * 24 + 05 ww + 05 + 0.9 sun È : : 
* 39 + 49 w + 50 +45 way + 3.1 + 5.9 ip’ All 197.2 141.6 17 +4240 
EH GE CEMOARRE LG 7A HO OH 
» in 5 May y T EEVEE le GRO ee nee 
Me , 
+ 72 + 69 wn + 6.0 + 6.1 im +12.6 + 8.3 ww mee > eo. ee esas 1930 1009 £33 193 
+10.0 +46 ww + 48 + 45 d +10.3 + B5 Ww» 
+ 52 + 40 in + 50 +29 w + 41 + 36 sw 


Eaman UR, monthly carnage aing excapt Australia, weekly earings; Japan, and Switzerland, monthly earnings: Belgium, Canada, Sweden and USA, hourly 





B IMPORTS In 1985 imports from newly- 
industrialising countries (Nics) accounted for 
an average of 1.6% of the total sales of 
manufactured goods in the nine oECD econo- - 
mies in the chart —up from 0.4% in 1970. 
Some of the nics’ exports saw far bigger 
gains: 11.2% of textiles, clothing, leather 
and footwear bought by Americans in 1985 
was imported from Nics, up from only 1.5% 
in 1970. Nic exports of Tvs, radios and 
communications equipment accounted for 
one in six of the sets sold in Australia in 
1985, compared with one in 900 in 1970. 
Imports of these goods rose from 0.596 of 
the rich countries' market in 1970 to an 
average of 6.496 by 1985. Over the same 
period, imports of other nic-produced electri- 
cal machines and appliances rose twenty- 
fold, to an average of 2.196 of the market. 


Footnotes applicabie to all tables. All figures seasonally adjusted except * not seas. adj. t Average of latest 3 months compared with avg. of previous 3 mos, at annual rate, na not available. 
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ECONOMIC AND FINAN ICIAL INDICATORS 


n aaaea 
NI THE DOLLAR Although the dollar has | WORLD BOURSES Wall Street tumbled 2.4% as interest rates rose. Tokyo was left 0.7% lower. 
recovered by almost 10% in trade-weighted | Fear of higher interest rates pushed Hongkong down 2.5%: Milan fell 2.1%. Australia rose 2.1% to 
terms from its low on December 31st of last | a new post-crash high, giving a total rise of 40% (in dollar terms) this year. 














year, it is still 36% below its peak in | Stock price indices % Change on 
February 1985. Two factors lie behind the Aug 9 Biss... Sad “5s one one record 31/12/87 
dollar's recent rise: the Fed has pushed up | « hugs high low week year a in$ 
interest rates, and America's trade deficit | cea —1e:8 ^ 10958 .. 177 21  —295  -—481. 42604 ^ 3401 — 
has started to shrink. Also, apart from the | geigium ^ 50006 5043.1 3084 1-168 #— 62 .-—1]7. 5969 +121t 
West German Bundesbank, central bank | canada 33100 34654 29779 — 16  — 1984 — -195 . +47 +120 
intervention has been modest in 1988. Since | France 359.1 368.5 251.3 nil -16 —220 +279 + 58 
the end of last year, the dollar has gained | W.Germany ^ 15013 1507.3 1207.9 407  -—263  -341 +15.5 — 54 
22% against the D-mark, 26% against the | Holland 284.8 284.8 205.7 + 16 —43  —148 +36.5 +11.9 
Swiss franc, and 11% against the yen and Hongkong 2604027725 222800 &— — 25 &— — 257 &— -8393 — w144 — IST 
the pound. On the other hand, the dollar has uu, I ees ee 395 HH 
ub: : : i > "E e 
ee agant acl pai i ve Singapore 1177.9" 11779 833.6 +15.  -—210  -218 +430 +400 
Me South Africa 1653.0 1758.0 1987.0 ana  -—254  -271 +146 — Of 
even higher interest rates and the recovery | Spain 300.9 301.6 2255 #15 #+ 28  -—75 4325 +198 
in commodity prices. Sweden 30527 31129 21485 -09 + 31  - 66 +407 +245 
Switzerland 559.0 559.0 466.6 $28 ^ — 181  —234 +178. — 62 
UK 1862.6 1876.0 1694.5 04 -—1B1 -208 +88  ——23 
USA 2079.1 2158.6 1879.1 —294  -—224  -236 +72: #72 
tConverted at financial rate 


i 
MONEY AND INTEREST RATES The 12-month growth of both measures of Japan's money supply 
quickened i in June: narrow M1 grew by 9.8%, broad m2 plus cos by 12.3%. Banks in Britain raised 
prime lending rates by half a point; Belgian banks snipped half a point from their prime rates. 


Money supply Interest rates % p.a. (Tuesday, except bonds which are previous Friday) 


Narrow Broadt Overnight 3 months Prime Deposits Gov't Corporate Deposits Bonds 










[M1] lending 3months long-term 3 months 
Australia +18.7 +13.4 we  1220' 13.05° 15.00° 12.95" 1204* 13.04° 1297 13.61 
Belgium + 47 +10.2 oq 5.88 7.25 9.00 6.80 7.81 B.17 706 . na 
Canada * 49 +72 wa 9.50 9.70 10.75 9.78 10.15 11.00 956 10,14 
France + 1.5 + 7.6 Ap 7.06 7.44 9.45 7:31 9.50 9.35 7.38 9.05 
W. Germany +10.9 * 65 xn 5.00 5.20 6.00 4.73 6.55 6.45 5.50 5.44 
Holland + 89 + 82 ww 3.75 5.19 7.00 5.56 6.41 6.74 5.38 6.49 
Italy + 7.2 +72 1050 11.50 12.63 na 10.73 10.92 10.63 
Japan + 98 +12.3 m 3.75 3.93 3.38 1.76 5.02 4.63 4.75 5.03 
Spain +17.8 +13.3 ap 10.47 10.66 14.50 7.50 12.41 13.25 10.25 na 
Sw na + 3.4 my 31015 11.00 1200 10.65 11.30 11.75 10.38 
Switzerland + 18.6 +11.8 May 2.69 3.88 5.25 3.25 4.17 4.50 3.81 4.62 
UK +18.6 +20.3 we 10.50 11.09 12.00 11.00 9.58 10.89 11.13 10.81 
USA + 46 + 62 Jmn 7.56 8.06 9.50 8.15 9.14 9.81 B.44 B.98 
Other key rates in London 3-mth Deor Bills 10.896, 7-day Interbank 10.9%, clearing banks’ 7-day notice 3.3%. 


rates (Libor): 3 mths 8.4%, 6 mths 8.6% 
tM? Australia, Canada, France, Sufaerand USA UK W. M3, M2 plus CDs. Definitions of interest rates available on 
: So Seer Ae wes e e T 


Sources: of Bilbao, Chase Manhattan, reves: obe aig, ), Nederlandse Credietbank, Svenska 
Credit Suisse First Boston, Wharton Econometrics. These rates Wdicdive only and cannot be constrosd as offers by these Banks. “Week before last's rates. 


TRADE, EXCHANGE RATES AND RESERVES The dollar's trade-weighted value rose 1.6% during the week—up 10% since the end of last year; the 
yen fell 0.4% during the week. Another rise in British interest rates lifted the pound to DM3.23, but it fell against the dollar, leaving its trade-weighted 
value unchanged. The pound's trade-weighted value has hardly budged since British rates began their 3} percentage-point climb in early June. 
Spain's 12-month current-account deficit widened to $1.1 billion in June; in the year to June 1987 it had a surplus of $4.1 billion. 














trade balancet current- ‘trade-weightedt+ currency units per $ currency units ‘foreign reservestt 
$bn account exchange rate $bn 
latest latest 12 balance $bn " 
P month months latest 12 mths latest year ago latest year ago per £ perSDR per ecu May year ago 
Australia — 006 » — 0.1 — B5 iw 62.8 56.3 1.25 1.43 2.13 1.61 1.38 12.2 8.3 
— 018 » — 04 + 3.6 a1 97.1 99.0 40.1 39.4 67.7 61.3 43.7 9.2 68 
Canada + 0.59 my + 69 — 78 m 85.3 79.1 1.22 1.33 2.05 1.56 1.33 12.6 4.9 
France = 0.24 wy — 42 — 46 ù 68.4 70.8 6.46 6.33 10.9 8.26 7:04 317 31,5 
W. Germany + 568 wy + 567 + 439 wu» 142.2 145.4 1.92 1.90 323 2.45 2.09 71.8 634 — 
— 047 ee + 22 + 32 o 131.1 133.6 2.16 2.14 3.65 2.77 2.36 15.9 13.2 
— 232 w — 108 + 55 on 44.8 46.6 1413 1374 2385 1820 1540 27.1 24.1 
Japan + 618 an +918 + 811 sun 240.0 214.1 135 152 227 173 147 87.2 68.8 
Spain — 180.4»  — 17.9 — 11 de 49.8 49.1 125 129 211 160 137 328'* 168 
Sweden 4 059» + 40 ~ 17 w 67.7 67.8 6.54 660 — 110° — 836 — 714 10.1 84 
Switzerland | — 062 w  -— 51! + 7729 164.8 170.1 1.60 1.58 2.70 2.05 1.74 23.6 19.8 
UK = 2.70 iw — 254 — 14.3 sn 76.6 71.9 0.59 0.64 — 0.76 0.65 42.0 29.1 
USA —10:903 wy — —1591 —1517 o 100.2 105.1 — 1o 1.10 31.1 34.8 
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* The keynote speaker will be Derek Bowden, Media Director, Saatchi & Saatchi Advert- 
ising International, London, whose chosen topic is “It Pays to Advertise: A Case Study”, 

* There will be 27 speakers plus moderators, a virtual **who's who" of the 
advertising community in Hong Kong. 

* Fourteen topics are on the agenda, plus any other subject you would like to bring 
up. You may address any question to the speaker of your choice, participation 1s 
encouraged. 

è Speakers will be available at two coffee breaks and the cocktail party following the 
seminar for any enquiries you may have. 

è [t is open to everyone. 


| would like to know more about the Advertising Seminar "Everything you wanted to know 
about advertising but were afraid to ask". Please send me your brochure. 


Name. —— 


Company 


Signature 


Society of Hong Kong Publishers Ltd. c: 
102 Yu Yuet Lai Bldg., 43-55 Wyndham Street, Central, Hong Kong. PUBLISHERS 


| 
| 
| 
: Address /— —— 
| 
| 
| 
| 





Innovation 


LORD NELSON AND MILSTAR 


Trafalgar, 1805, the battle that was to lead tc 
the eventual undoing of Napoleon, was won be 
cause Admiral Horatio Nelson had a secret weapor 
signal flags 

The technique of communicating over long dis 
tances by coded flags had only recently been inventec 
by the Royal Navy. It revolutionized naval warfare. 

The system enabled the British ships to cover 
vast expanses of ocean, looking for the enemy, while 
remaining in close contact with the fleet commander 
It also allowed tactical flexibility once battle had been 
joined. Other navies were bound by rigid battle plans 





e... councils long before the conceived, is so needed. Once in place, the satellites 
t Droadside. They were confounded by the British that make up the Milstar constellation will be able to 
d their talking flags keep all commands of our forces around the globe 
The result of Trafalgar, and in large part this in constant touch, from the President down to pla- 
mmunications system, was that Britain enjoyed toon leaders, regardless of the situation. And it will 
disputed rule of the seas and over a century of. allow the Commander in Chief to make timely, well- 
ative peace; a Pax Britannica. informed decisions 

In modern warfare, command, control, and com- What Nelson's signal flags did for Britain two 
jnication are as decisive factors as they were two centuries ago, helping to insure a century of peace, 
nturies ago and even more complex. History is pep-  Milstar can do for the West. And that is, after all, the 
red Mid] dearum of communication breakdowns object of defense 

iding to fiasco. It has been called the fog of war. 

This is why Milstar, the most comprehensive. ——rLockheed 
rvivable, and secure communications System ever Giving shape to imagination 
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What inthe world wi 







he Boeing 737 family has become 
the most popular in aviation history. 
(The Boeing 727 was No. 1 until last year. ) 
The success of the 737 family just keeps 
growing. And Boeing just keeps adding new 
tech- \ nology and advanced versions such 
as the (Sw EN 737-400 and the 737-500. 












BOEING FIZ SOO . 
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Boeing engineers still aren't satisfied. They keep m 
ing it better. 

— Over the years, new generations of the 737 fa 
We're building from strength, from an have been equipped with more powerful, quieter, 
airplane design that now enjoys the best on- more fuel-efficient engines; a new electronic cock] 
time record of any jetliner in the air. But that increases pilot efficiency and lowers maintenair 
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proved airfoils that extend range and save fuel. 

Todays result and tomorrow's goal: more comfortable, more reli- 
e, more efficient airplanes. 

Practical technology like this is just one more way were helping to 
>p flying the best travel value available. It's also proof that when it comes 
echnology, you can count on the people at Be eing to do it right. 


———— 
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No matter how long you age ordi- 
nary Scotch, it will always be ordinary. 

Which is why the words “12 years 
old" on a label aren't nearly as impressive 
as the words “Chivas Regal” 

Afterall, since 1801, Chivas Regal has 
been made from the prize whiskies of 


>». 


- 


such legendary Highland distilleries as 
Strathisla—one of Scotland's oldest. 
In fact, Chivas Brothers meticulously 


ust how long you 
S what you age. 





selects dozens of prize whiskies—each 
for a specific characteristic—then blends 
them for that consistently smooth taste. 
All of which helps explain why many 
Scotches can carry the words "12 years 
old? But only one can carry the words 


“Chivas Regal.” 
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Zia ul Haq was the necessary 
man of south Asia, and what 
happens after him is more than 11 
Pakistan's concern, page 11. The |. - 
options, page 19. ls c 


Seoul's first event 


The students' reunification 
march, page 21, needn't make 
you cancel your Olympic ticket, 
page 14. 


Food without farms 
Japan's food companies go multi- 
national, page 61, and its farms 
really may be reformed as the 


low-tech ones close, page 58. 


Bush and Quayl 
What Bush looked for in his 


| mate, page 25. Reports from 


New Orleans, pages 25-27. 


Dirty money 
Global finance helps crooks 
cover their tracks, page 65. 


Gulf rubble 


The taming of Iraq, page 16. No 
bonanzas from rebuilding it and 
Iran, because both are broke, 
page 55. 
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Today Europeans are slowly 

ind grudgingly giving up some 
of their sovereignty in the inter- 
est of prosperity. In a hesitant 
sort of a way, they are attempt- 
ing to think of themselves as Eu- 
ropean first, and citizens of a 
particular nation-state second. 
But stop one moment. 

Why do some Britons now feel 
a closer kinship with the French 
than with the Americans or the 
nadians? Is it because some- 
w there is a "them-ness" 
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the current exchange aes Payments ia Yen must be payable outside Japan. ' £ * 


lated by people from all over Eu- 
rope, can claim closer kinship 
with any West European nation 
than can those nations between 
themselves. 

Is it because of geographical 
proximity, or in economic terms, 
because of the transport cost of 
goods, that the French yearn for 
economic union with their West 


German brethren, rather than: 


with those who reside across the 
Atlantic? If the advanced econo- 
mies of the West are now primat- 
ily, and increasingly, service 
economies, transport costs must 
count for little. 

I do not know if it is psycho- 


logically or politically possible to 


create an ‘us’ gcn also cre- 
ating a "them", but if reason is 
to be our guide rather than some 
sort of instinctual territorialism, 
Europeans must try. 

Mountain View, 
California 


MicHAEL Lusk 


Sirn—Although I am a fervent 
supporter of a united Europe 
and am heavily betting on the 


prospects for 1992, I have some . 


serious doubts about the feasibil- 
ity of such àn overly ambitious 
project (as outlined in your re- 
cent series of articles). 

| live in a country (France) 


which has already proclaimed. 
the overall colour of the political. 


realities of 1992 —that is, to defy 
European government rulings- 
to-be in favour of a member- 
country's own nationalist inter- 
ests. Already signs of such a 
protectionist attitude are show- 
ing. Only a few weeks ago the 
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ue t e last week in December and d the first week in January 
ut os Printers Sdn, Bhd, Tinea Jurong, 2 Jurong Port Ro 
Lids, Repre: ‘Office, 


some 2 French cue A their 


West German counterparts— 
are not equipped with costly | 


catalysers. 


No French government will 


be able to withstand the pressure 
from angry French industrialists 
overwhelmed by eager European 


neighbours offering better and __ 
cheaper goods and services in a 


marketplace long accustomed to 
dealing with government-sup- 


| ported quasi-monopolies. And a 


fledgli ing Europe will never sur- 
vive kingpin France's defection. 
Paris 


Si&— Your view of European na- - 
tional parliaments as the equiva- - 


lent of American states does not 
think things through. 


The Utopian Europe woul dU 


consist of around 100 states such: 


as the West German Linder, . 


Scotland, Wales, Catalonia, 
Corsica, etc. These "region- 
states" would be far more inde- 
pendent politically than now, 
and paradoxically the central 
European government would be 


‘mote powerful. The only losers 
would be the national govern 
ments, whose departure from | 


their overcrowded capitals no- 
body would rue. 


Eurocrats would run a serial i 


and Mrs Oanh ' 


bank, foreign policy, defence 
(ouch!) and fiscal administra- 
tion, with the states responsible 
for health, education, some tax- 


ation, welfare: law and poden: | 


etc. 


Barcelona, 


Spain A. DONKERSLOOT 


The Swiss way 


Sir-—Despite what you say (July 
30th), the most important rea- 
son why Switzerland is unlikely 
to join the European Commu- 
nity in the foreseeable future has 
nothing to do with the free cir- 


culation of labour, or even with . 


neuttality. It has to do with the 
system of direct democracy. . 


Swiss parliamentarians go to — 


Bern in order to authorise minor 





in Switzerland is put directly be- 


fore the people for their specific - 


approval before passing into law. 


The average Swiss citizen would c “The Econom 
probably tell you that. governe | ees 





ment is much too important a 
matter to be left tor po ii 


Jurong Port Road, 


weiten dned. We 
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legislation, but only to make pro- — | Srontvatiee Their own good? Do investmen 


posals on constitutional. legis S S 
tion. Anything really important 
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Lucerne, 
Switzerland S. CLEMENTS 
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AIDS testing 








ire your article “AIDS 
ined" (July 2nd) was 
believe, - 
however, that the misinforma- 
tion it “contained will do consid- 


¿erable harm in discouraging peo- 
W. HALABI 

| diagnosis from volunteering for 
a confidential AIDS test. 


ple who could be helped by early 


Why permit Dr Lawrence 


Mike « of the Congressional. Of 
i to. estimáte about false-posit 

‘HIV tests in low-risk populations 
r when actual tests of more than 





of Technology Assessment 


250,000. low-risk people have 


shown’ not one false positive at 


Minnesota blood banks? 
OC Conr SERVAAS 
| 7 ... Editor 
Indianapolis, . "The Saturday 
Indiana . Evening Post 


Saigon arithmetic 


Si—In your piece on Vietnam 
(July 23rd), you reported that Mr 
‘have two chil- 
dren, twins, both still young". 

— I had understood, admittedly 
without scientific research, that 
twins tend always to be the same 
age. I am intrigued to learn that 


there may be exceptions. Will 


you be elaborating in your Sc 
ence and Technology section? 

Auckland, E 
New Zealand P. WOODHOUSE 
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ort No. 1135 


TAX-FREE E EXPORTING 
ZONES: A User's Manual 


| How can international companies separate fact. 
| "from fiction when deciding on offshore 
prodüction? How can developing countries tell 
whether they are being too generous with 





: opportunities exist for banks? Tax-Free 
Zones: A User's Manual is a brand 
tproviding you with all the latest 

l information you peed, including generat trends 
| and an. analysis of individual zones in 19 
countries. 5 


Í Puce including postage: £200 UK and Europe; US$3TS 
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FORWARD WITH E EUROPE 


DEA Gave idien acc ding ke k Arapar pe Xsnduntihd 
zh : Maie ae pat xs : 

sity GEN Shae vn 

ffe SHR aub cdi 


fin. pla for the D in Spring d 1989. 
new European newspaper. 
'urrently a Finance Director or Senior Adviser, you 


must be a highly qualified Accountant with extensive 
experience of strategy, financial structure and commercial 


management. - mE v 
Although not necessarily from the newspaper or - 
publishing industry, it is essential that you are fluent in 
French and English with other additional Eurot 
anguages being an advantage. 
Based in London and Paris the job will involve 
requent travel throughout Europe. 


lease apply with a full resumé and salary history to: 
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NUREYEV BREATHES 
NEW LIFE INTO THE. 
DANCERS OF PARIS 


See Look. Bowden) 
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exciting nev ( European daily newspaper which will con: sist t of four 
. colour sections and will be launched in the spring o of next year. 











Every day, THE EUROPEAN will publish a With 1992 just around the corner, 

Se on of eight broadsheet pages of THE EUROPEAN opens up a new and 
business information concerning savings, unique opportunity for those who wish to 
investment and news about the world of » communicate across Europe and advertise 
money, both globally and in Europe. their services and products. . 

The person appointed to this vital position The person appointed for this important 

will select an international team of full-time position will choose and lead a team that 
experts and distinguished contributors who will create a new dimension in advertising. 
will make this section essential reading for Applicants must be fluent in one other major 
all those who need to know the state of Europe an ] anguage apar í 1 nglish. 






-finance around the world. 


5 Applicants must be fluent in one other major 
European language apart from English. 








Salary and related benefits will be in line with comparable international orga 
Initial salary will be determined by qualifications and experience. 


Applicants should send current curriculum vitae and recent sa history, before 
15 September 1988, in confidence to:- | 


Robert Maxwell, Publisher 
THE EUROPEAN 
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pi: "Director of Admi 
who reports directly to the DirectorGenera. — = = 


“Background 


ILRAD is supported by the Consultative Group for. inte 
located in Nairobi, Kenya. ILRAD has.a manaa to de 
livestock diseases and OCUSes On rese int ary 

. afe a Severe constraint on livestock prod 
Laboratory has 60 internationally recruited staff and 350 loc: 


Do sh E PERSON AL EFFECT IVENESS modern well-equipped laboratories with ” mepa si i nae 2. 
| d e 
t iien confidential process 
-bookan exploratory meeting with | | ! 
Peter Gardiner-Hill or Peter Needham. di em qiue 


VU and travel; uA S TV UT s 
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Lost linch-pin 
OHAMMAD ZIA UL HAQ was a dic- 
tator. To say that is not to be needlessly 
rude, but simply to draw attention to the 
problems that are bequeathed to a dictated-to 
country when the dictator goes, suddenly, by 
murder or not, on an otherwise eventless af- 
ternoon. Not in every case: the word dictator 
is a loose one. Russia and China are in a 
ad sense dictatorships, their policies 
ted by the inflexible will of one man. But 
both countries have surrogate dictators in re- 
serve, lots of them, maybe with some ideas of 
their own, but men in general sympathy with the system they 
serve. The death of a leader, however suddenly, even by vio- 

lence, may not change all that much in those countries. 

Zia of Pakistan was not like these men. He was not the 
head dictator at the top of a pyramid of learner dictators. He 
was Pakistan's one and only. In a way he was of an older breed 
of strong men, reminiscent of those of the 1930s in Europe 
who came to power on the debris of ruined democracies. He 
even looked old-fashioned, isolated, taking the salute from 
what he regarded as a grateful nation. He did not look like a 
product of the casual 1980s, as rumpled Mr Gorbachev and 
chain-smoking Mr Deng do. 

Worse, from the point of view of Pakistan's stability, he 
claimed not to believe in dictatorship. In Indonesia President 
Suharto says the army is going to run things forever. It is an 
unlikely view of the future, but at least everyone knows where 
-~ top man stands. Nobody quite knew where Zia stood. 

ien he came to power in an army coup in 1977 he promised 
w nand over power to civilians in due course. He promised 
many times, and many times changed his mind. During his 
period as Chief Martial Law Administrator the depressing 
joke was that the initials really stood for "Cancel My Last 
Announcement”. 

The civilian government he at last allowed to take office, 
after an election in which political parties were banned, had 
little real power. When the prime minister of that govern- 
ment, Mr Mohammad Khan Junejo, had the temerity to act as 
though he really were the country’s chief executive, he and 
his cabinet were sacked by Zia. That was last May. What fol- 
lowed was a repetition of Zia’s previous agonising about if, 
and when, to hold another election. He put off the date until 
November, busting the constitution, and again stipulated 
that parties would be banned from putting up candidates. 

Critics of Zia described him as wily. The apparent wiliness 
may have been simply the result of uncertainty about how to 
run a country. Those who met him spoke of his kindness, his 
forthcoming manner, his willingness to hear the other view. 
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He was not alone in despising mere po iti- 
cians. But he was sensible enough to recognise 
that he could not run Pakistan by prear- 
ranged formula. He had come to it late, but he 
was still only 64, and many of the world lead- 
ers who came to see him were older, some- 
times much older. ` TE 
Things were getting better in Pakistan. 
The prisons had been emptied of politics l 
prisoners. The president was trying to recon- 
cile the demands of Islam with the needs of a 
modern state. Was it too much to ask every- 
one to be a bit more patient? Yes, he did have a fatherly way; - 
but it was the way of a possessive parent unable to believe that 
his children could take responsibility for their own lives. Par- 
ties? What do you want parties for? He spoke to his people as 
though they were infants asking for sweets. 3 
Now daddy is dead. Amid the many eulogies, the majority 
of them sincere, there will be a feeling among many Pakistanis 
that perhaps they will now be allowed to grow up. This is 
growing-up time in Pakistan. It will be best if the election 
planned for November is allowed to go ahead, if political par- s 
ties are allowed to contest it and if the government whi ho 
emerges is not entirely subservient to soldiers. That part of 
Zia’s indecision should be vaulted over. 


The man who held it together z 


Such a government will have some difficult decisions to make, 
and quickly. Zia not only left Pakistan without any obvious 
replacement, he died at a moment when it is at a particularly 
awkward stage of transition. For years the Russian occupation 
of Afghanistan was the single event that dominated Paki- 
stan’s foreign policy. To a large extent the problems arising 
from the occupation produced their own decisions. A close 
relationship with America was top of the list. Pakistan’s inter- 
minable disagreements with India had to be cooled and if pos- 
sible put aside for another day. The Afghan refugees had to 
be provided with sanctuary, and those Afghans determined - 
to fight the Russian occupiers had to be provided with the 
means to do so. M 
Things look different now. The United States, while it 
seems willing for the present to continue to provide generous - 
amounts of aid to Pakistan, is not going to be as attentive to 3 
the country once it stops being a front-line state. A future - 
government of Pakistan will have to deploy much skill to re- 
tain America's comforting interest, particularly after the de- - 
parture of President Reagan. Being a genuine, if struggling, 
democracy would help. H^ 
India is nagging again, over what it claims is Pakistan's - 
11 
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es Pakistan is making. India recognises the Russian- 
-ked Afghan government, Pakistan does not. As for the 
Afghan refugees, so far they show little sign of going home— 
and won’t, understandably, until most of the fighting ends in 
their homeland. 
.. Zia was a fighter. His politics was flawed, but he was an 
able soldier. His predecessor, Zulfikar Ali Bhutto, who chose 
Zia as army chief because he thought he would be pliant, was 
happy to have his army run by a competent soldier who then 
ngenerously executed him. When the Russians started to 
ull out of Afghanistan in May, Zia's professional instinct was 
» get the guerrilla armies to move in fast and seize the to 
possible Kabul itself. Pakistan's army was ord 
e guerrillas maximum support, providing th 
best weapons, offering them expert advice, if nec 


Not Always This 



















































RY out these two thoughts. Ic is basibie to give Western 
Europe the military protection it needs with a smaller 
y than the one its (and America's) taxpayers now have to 
support, so long as a few commonsense conditions are met. It 
is honourable for Western Europe to pay rather more of the 
cost of that protecting army, large or small, so that America 
can pay rather less. To this newspaper, both those proposi- 
tions seem self-evident; yet the NATO alliance is still staring at 
them with dropped jaw, which makes Mr Mikhail Gorbachev 
ok virtuous about army-cutting and American politicians 
'row even more irascible about burden-sharing. 

. No later than the end of this year, the alliance needs to 
ave got itself organised (a) to tell Mr Gorbachev what the 
West proposes about conventional disarmament in Europe, 

o that he is no longer the only one making suggestions about 
and (b) to define, in some detail, how the European mem- 
ers of NATO can henceforth do more to defend themselves. If 
his is not done by the end of the year, the West will be 
nding Russia a propaganda victory on the first issue, and 
king an anti-European explosion in America on the sec- 
d. In an ideal world subject (a) would be settled before sub- 

ect (b); to make clear the size of the burden that needs to be 
hared anew. It will not be, because talks about cutting both 
ides' armies in Europe will take a. long time, and may never 
get anywhere. The two subjects should nonetheless be tackled 
-ogether, and now. 

- First, a reminder of why it is necessary to reallocate the 
ost of defence between Europe and America. The reason is 
not that the Americans will necessarily start pulling their 
oops out of Europe if nothing is done. Whoever wins the 
esidency i in November, the United States may flinch from a 
nilateral withdrawal, because i in the end its sense of respon- 
ibility may overcome its pique. The real reason is that the 
statistics shame Europe into doing something. 

oo The Americans sperid upwards of $100 billion a year on 
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Pur ab separatism and about the nuclear weapon part ‘in the: 






0i is staring dumbly at two big questions that need urgent answers 






ghting. 
The aim of keeping p pressure on the Russ ans was 
the specific plan has not so far worked, in part o ie 
guerrilla leaders in the field were divided about it. Its main 
effect has been to make it possible for the Russians to com- 
plain that Pakistan was violating the Geneva agreement un- 
der which they were pulling out. Zia the soldier did not have. 
time to think again. Still, he did as much as anyone to make: 
Afghanistan untenable for the Russians. Among all the re- 
grets about his premature death, one will be that he was not 
able to witness the logical end to his endeavours. ; 
The passing of Zia the dictator. will not be regretted. vis | 
the sometimes confused human being will be recalled with 
affection. Zia the soldier has a decent place in the momentous 








. recent history of the region. He did more than most to save it 


from Russia. That is not a a bad epitaph. - 


the defence of EAN dus total duas budgets of ihe H 
EEC countries which belong to NATO came to not quite $140 
billion last vear (and that included British and French spend- 
ing outside Europe). The 2-212% of its GDP that America puts 
into protecting Europe is as much as the GDP percentage of all 
Italy's or Denmark's defence spending, and almost as much as 
West Germany's, Holland’s, Belgium’s or Norway's. It is no 
good for Europeans with an average GDP of $13,000 a year to 
explain that Americans on $18,000 a year do a bit less than 
half the defending of Europe, when they themselves have no 
soldiers guarding America—and leave America to look after 
most of Europe s interests s outside Europe. 


Before patience snaps - 


One way of putting things right is E TATAN to do mi 
outside Europe: for instance, by financing a French-Britio.- 
Italian aircraft carrier squadron for work in the Indian Ocean 
and the Pacific. But the Europeans can also take over some of 
the job now done by the Americans in Europe. The Ameri- 
cans need to keep a big contingent in Europe, but it does not 
have to be the present 343,000 men. The figure has gone up 
and down over the years, and could fall:to 250,000 now and 
still leave the American commitment to Europe plain. 

This could either save the Americans money, or enable 
them to re-equip the men who leave Europe for possible fights 
in other parts of the world. Of course, the Europeans would 
have to plug the gap. They can do this perfectly well if they sit 
down and agree who. needs to do what, measured in infantry 
brigades and tank units and air force squadrons. Britain's 
armed force in Germany has been pinned down in such terms 
since 1954. Other Europeans can do the same: They should 
not say they cannot afford ity They can, to save their self 
respect and to avoid a snapping of American patience. ; 

Naturally, o g the burden à would « come easier rif the 



























int possibility that an East-W 
armies. from one end of Europe to the other. Such a deal 
- would save money for everybody. It would mean fewer mili- 
tary jets howling over German villages. But its chief virtue is 
that the Americans could then spend less on Europe without 
the Europeans having to spend so much on making good. 
| 1 ng agreement from the Atlantic to the Urals 
stringent tests. It must not cut the American 
that magic minimum. Mr Gorbachev will 
y out his promise of “asymmetrical” cuts, so that 
pact s army ends up no bigger than NATO's. Both 
must be allowed some flexibility, so that if (say) 
or Poland walks off in a huff its friends can fill the hole. 
ie whole thing must be 9596 checkable, and the devil is in 
the details of verification. But if those conditions are met, the 
two root-and-branch objections the sceptics still put forward 
are not enough to destroy the idea's attraction.. 
... Objection number one is that geography tilts any deal in 
Russia's favour, because if the agreement collapsed Russia 
d bring troops back into Europe more easily from east of 
tne Urals than America could from across the Atlantic. That 
is true, but not a clinching argument. If the Americans could 
keep their share of the permitted armoury of tanks and guns 


























A balanced budget is not reason enough to ignore a growing trade deficit 





T] WO new statistics this week on the British economy: the 
“A volume of retail sales soared by 2% in July; and the gov- 
ernment's own budget showed a surplus of £3.2 billion in the 
first four months of the financial year, as large as the total the 
Treasury officially expects for the whole year. On the face of 
it, Britons are having it so good that they can fill the govern- 
ment's coffers with tax payments and still have enough cash 
empty the shops as well. Yet much of the shoppers' zeal is 
reserved for imports, taking the external current account 
deep into deficit. The City, brought up on a string of balance- 
of-payments crises, is alarmed. Mr Nigel Lawson leaves his 
garden in Leicestershire only to reassure the local radio sta- 
tion that all is well. | D s 
- The chancellor has one good reason to stay calm, though 
he is combining it with other arguments that sound impor- 
tant but are really sophistry. The good reason, worth repeat- 
ing at least once a month, is that a current-account deficit is 
not always a disaster. At a time when other governments are 
urging the United States to reduce its trade deficit, it requires 
no great brilliance to spot that they must reduce their own 
countries’ surpluses or even themselves go into deficit. On 
that count, Britain’s deficit is a help. 
= Now for the sophistry. Treasury officials are quick to 
point out that the United States had a deficit for most of the 
nineteenth century. It was financed by foreign capitalists at: 
tracted by the high returns on investment in a young country. 
This investment boosted America’s output and exports and. 
allowed it to service, and ultimately repay, its debts. 
















lest deal might cut both sides' 




















external deficit as surely as it can to the gas indu 






































n Euro 
weapons could be flown over pretty 
versus-Urals disadvantage would pre 
Objection number two is mori 
policy of stealthy violation (as its K 
violates the anti-ballistic-missile © 
harder to rouse public opinion int 
than it is now: The oh-don’t-worry 
ful extra argument if it could po 
NATO to have more than a fixed n 
or whatever. This is a brow-furrow 
over any arms-control agreement. Che 
but what do you do if the checks b 
The only answer to that is another qt 
ting deal to be ventured between a d 
ship, because the democracy finds en 
After nearly 40 years of NATO, 
Gorbachev may offer a-small variation 
The defence of the democratic part 
brilliantly these 40 years. It may now be px * 
cheaply, and more fairly to Europe's American pat 
only if NATO wakes up to the need to put new ideas to 
and to itself. p uu X Se 


and so on in stockpiles: i 


Throughout the century, its tiny government borrowed lit 
or nothing. By 1918 America was no longer in hock to otl 
and went on to become the world's biggest. creditor, O 
when President Reagan started borrowing did the foreign d 


icit return, this time in virulent form. | 
Identity parade "E | EN 
At this point, the argument gets a trifle technical. By at 
counting identity, a country's current-account deficit 
difference between domestic savings and investment. 
ain’s current-account deficit, just like America’s, re 
excess of domestic investment over saving. With o 
difference: whereas America's external deficit in the. 
years has been caused mainly by a rise in government borr 
ing (a form of negative saving), Britain's public sector i 
balance, perhaps even in surplus. Hence the British curr 
account deficit is entirely a private-sector phenomenon, 
excess of private investment over private savings. d. 

. Now the debate gets controversial again. Mr Lawso 
gues that what the private sector does with its money 
affair. If its investment cannot be financed domestically 
will be financed from abroad. The current-account deficit 
flects the flood of capital into an old country regaining its zi 
As such, it is a sign of theeconomy's strength. Once ministe: 
have set a responsible fiscal policy, they do not need to wo 
about private savers and borrowers. The government's. 
philosophy—public bad, private good—can be applie 
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street full of houses. 
— Would that things were so simple. Coming from a chan- 
cellor who has a firmer grasp of economics than any of his 
. predecessors, the Lawson view is strangely half-baked. For a 
‘start, it is odd to claim that the deficit is a sign of private- 
sector strength. On that argument, pity poor Japan: its gov- 
ernment budget is also in balance, so its huge external surplus 
- presumably reflects the well-known frailty of its private sector. 


Investment as normal 


The second flaw in Mr Lawson's argument has to do with 
investment. It would be easier to justify importing foreign 
capital if British investment was being massively increased. It 
isn't. This year's total will probably be 21% of GDP, exactly 
the average of the past 20 years. True, the investment is now 
more efficient: industry's rate of return on capital is at its 
highest level since 1964. But the rise has been a step change 
that is almost certainly over. It may be safe to import increas- 
ing amounts of foreign capital into an economy where the 
investment ratio is rising and/or the rate of return is rising. 
-. Since neither of those conditions applies to Britain today, re- 
lying on foreign capital for more than a few years is merely to 
store up trouble for the future: witness America now. 


Seoul's first event 


. 
j 


these be the tear-gas Olympics? Anyone watching 
V V this week's televised scenes of students rioting in Seoul, 
- barely a month before the Olympic games are due to open 
there, could be forgiven for thinking so. Even the irrepress- 
ible Baron Pierre de Coubertin, the Frenchman whose lobby- 
- ing got the modern Olympics going in Athens in 1896, might 
- feel discouraged. He intended the games to show that the 
passions of nationhood and politics could be calmed by inter- 
. national athletic competition: 
Let us export our oarsmen, our runners, our fencers into other lands. That 
is the true Free Trade of the furure; and the day it is introduced into Eu- 
rope the cause of Peace will have received a new and powerful ally. 
-. Well, nice try. Like most well-meaning efforts to do away with 
politics and the nation-state, this one had the opposite effect. 
The Olympics have become a grand whispering-gallery that 
‘collects and focuses the world's political murmurings. The 
-. 1936 games in Berlin gave a hint of what Naziism had in store. 
- In Mexico City in 1968 200 or more demonstrators were shot 
-. dead by the security forces only ten days before the games 
opened; the long decline of Mexico's ruling party had begun. 
-. [ncensed by the invasion of Afghanistan, the Americans and 
. some of their allies boycotted the Moscow games in 1980. Re- 
. turning the compliment in the depths of the second cold war, 
— Russia and its friends spent the summer of 1984 away from 
~ Los Angeles—where America, standing at its tallest under 
.. Ronald Reagan, was showing that in a privatised Olympics 
even the host city could turn a profit. 
‘ South Korea does not care about making money out of its 
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Neither local students nor North Korean terrorists are likely to ruin the Olympics 


ud 


The biggest fallacy in the Lawson version of benign ne- 
glect is that the chancellor’s words have not (thank heavens) 
been matched by his deeds. He has pushed up interest rates 
by almost half this summer, with bank lending rates rising 
from 712% to 11% in just ten weeks. Publicly, he did so as 
proof of the government's anti-inflationary resolve; but the 
effects go to the heart of the debate on the external deficit. 

The usual sequence of events that ends in higher inflation 
runs as follows: (a) aggregate demand outstrips supply; (b) to 
make up the difference, trade goes into deficit; (c) the ex- 
change rate slides, pushing up import prices; (d) at about the 
same time, prices and wages start to be bid up. It does not 
matter a jot whether (b) is rephrased to say that foreigners 
supply capital: the statements are identical, and choosing one 
rather than the other does nothing to alter the next stages 
leading to inflation. All that matters is that a government 
should act to restrain demand so as to correct (a) if it is to 
prevent the higher inflation of (c) and (d). 

Mr Lawson has done just that. His dearer money has 
come too late to head off a small rise in inflation, but i 
probably enough to cool the economy later this year and most 
of next. The cooling will affect prices. It will also affect the 
external deficit. There is no need to pretend otherwise. 








Olympics, which will be the biggest ever, with 161 countries 
sending athletes and perhaps 2 billion people catching a tele- 
vised glimpse of the proceedings at one time or another. The 
South Koreans pray for an uneventful show, like Tokyo’s in 
1964, to mark their entry on to the world stage as an almost 
developed and democratic power. They dread that instead 
they will get a combination of Mexico City’s 1968 hometown 
riots and Munich's 1972 terrorist ruin. Both could happ 
but if the whispering-gallery is doing its job it should end up 
saying that these are the peace-and-prosperity Olympics. 


What East Asia whispers 

Take prosperity first. Over the past 30 years South Korea has 
been one of the most fabulous economic success stories of all 
time. It will export more in the next eight hours than it did in 
a year in those days. The economy has grown by 8% a year 
since 1958, so today real GNP per person is six times what it 
was then. The wealth is spread evenly: South Korea has one 
of the most equal income distributions of any country at its 
level of development, and a young South Korean has a better 
chance than any youngster except an American of getting 
some university education. 

These are not benefits that the rioting students feel grate 
ful for. For a time in the spring of 1987 they were joined or 
the streets by middle-class parents who liked the money ir 
their pockets but had had enough of the generals on thei 
backs. Two free elections later—one in December that mad: 
the ruling party's Mr Roh Tae Woo president, and one ir 
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N Koreans whom the rioters seem to admire are 
kier proposition. The North is cruel and mad: it sent an 
assassination squad all the way to Burma to dynamite the 
~ South Korean cabinet in.1983, and its agents blew up a Ko- 
 rean airliner last November. It is also a failure: it was richer 
_ than the South 30 years ago but now has a GNP per person 
. only a third or a fourth as big; and it has persuaded only five 








- America’s contingency fees for lawyers would work better in a British setting 


YN BRITAIN the parents of a man who has suffered brain 
A damage through a hospital's negligence. tramp through 
lawyers' offices for five years before finding someone who will 
take on his case. In America manufacturers of small aircraft 
say that unlimited legal-liability for defects in their products 
has brought their industry close to collapse. The legal systems 
of the two countries really are that different. In American- 
English the term “liability crisis" means legal-insurance pre- 
miums that are high enough to drive companies, or doctors, 
out of business. In British-English it means thousands of peo- 
ple being denied compensation for injuries: the thousands 
who are neither poor enough to qualify for a public legal-aid 

heme, nor rich enough to bear legal costs themselves. If 
x^itain and America were now to learn lessons from each 
other, both crises could be mitigated. 





: have been deterred; nor have all those who deserve 
. compensation received it. On the other hand, the costs of the 
-system are huge. In 1978 a Royal Commission found that it 
_cost twice as much to run England's tort law as was paid out in 
awards to those who had been injured. | 
c So junk tort? There are various possible replacements. 
ritons who are injured by criminals can apply for compensa- 
n from a state fund. Insurance against injury could be made 











other world-class losers (among 
to stay away from the Seoul gar 
yearning in the South for more n 
North. That, plus a fear of terrorism 
President Roh to offer a summit mee 
the North Korean leader (see page 21 

It is improbable, but the erratic N 
























munist reform are bringing to Eas 
next century turn a by-then all-cap 
scene of fierce balance-of-power s 
ought to be calm and abundance in 
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have been injured without any need to show faul 
bedrock of tort law) on the part of the injurer. ° 
All such options suffer from defects—not least. 
they are too soft in the way they apportion blame. At pr 
the cost of liability for accidents is distributed (however 
ily) by the private sector through the mechanism of insurat 
prices charged for goods and services. To drop : Of 
mean that instead of paying for the cost of accidents thro 
the price mechanism, consumers would pay for it throug 
taxation or mandatory premiums. The new compensati 
system would probably be administered by state agencies w 
all the implied scope for inefficiency and abuse. n 
Moreover, any new form of compensation would h 
many oddities as the tort system. Should it be limitec 
dents? Why should the state compensate those who 
an arm in an industrial injury, and not (for examp 
who have been born with an arm missing; or those wh 
the use of an arm through disease? RE 























Using incentives o» R3 
Tort is probably the least bad compensation system yet 
vised, and will not be replaced in a hurry. The challeng 
reduce its absurdities. In Britain this means giving lawy 
incentive to represent people now excluded from the 
That can be done by allowing contingency fees—the Am 
can system under which a lawyer gets paid nothing if he los 
a case, but a proportion of any damages if he wins it, ; 

There are two objections to contingency fees. The first 
that they encourage "ambulance chasing"—sleazy la 
pestering the victims of accidents and their families. In B 
the lawyers’ professional bodies should be able to pol 














gency es bid u up 
lamages awarded, and hence legal-insurance premiums. 
mid-1986 America had had more than 2,500 damages 
ards of more than $1m; Britain hardly any. 
.. Here, America should borrow the features of the British 
ystem that would make mega-awards unlikely. Juries in civil 
ses are all but unheard of in Britain; in posed they are 
andard. A jury is more likely to be swayed by emotional 
rguments and by the wealth of a corporate defendant; less 
kely to think of the broader consequences of a particular 
ward, and to stick to a consistent "tariff" in setting it. 
ranted, judges in America reduce absurd awards; but juries 
the pace. America should, like Britain, keep juries only for 
iminal cases. It should do the same with "punitive dam- 
ges”, likewise rare in Britain. “Punitive damages" are what 
hey say they are: a punishment. Punishing people is the job 
f the criminal courts, not those determining civil liability... 


he taming of Iraq 


excesses. Secondly, it is sid, conti ; 







































TE EN one bogey vant: people look for another. As 
V. the Gulf war moves towards j its end and the fear of Iran 
triumphant fades, the world is turning a nervous eye on the 
Iraq that now looks so tough. During the war Iraq was backed 
by the West, and by pro-western Arabs, as the lesser of two 
local evils. Now the. pro-Soviet, : vitriolically anti-Israel, re- 
gional bully of the mid-1970s is emerging from the memory- 
store. Will peace bring out the old Iraq? Probably not: Iraq 
as changed and, with a little help, can stay changed. 

: -The memories are fearful enough. Iraq threatened to in- 
ade Jordan to help the Palestine Liberation Organisation 
gainst King Hussein in 1970. Its claim to the bit of desert 
:cupied by Kuwait required British troops to go to Kuwait's 
id in 1961, and sent Iraqi troops on a small invasion in 1973. 
raq led the move to expel Egypt from the Arab League after 
he Camp David peacemaking with Israel in 1978. The Iraqis 
ere long Russia's closest ally in the Middle East. Such an 


early ten times the size it was 15 years ago. 
. But Iraq was then a resentful country. It was offended by 
\merica’s preference for Iran and Saudi Arabia as the West’s 
in friends in the region, and turned to Russia partly to 
ck a snook at America. Its aggressive ways may have re- 
ected the government's worry about the fragility of a Sunni- 
un, Shia-majority Muslim country with a separatist Kurdish 
yinority. Pugnacity in the Gulf and anti-Israel shouts helped 
o distract attention from the domestic opposition. 
lraq has put on its new face, some say, because the war 
orced it to make new friends. That is only half-true. It began 
o change before it attacked Iran. When the Russians cut off 
id during Iraq's 1974-75 war against the Kurdish rebels, the 
qi government learnt that it was foolish to put all its eggs 
nto. one sare basket. In 1979 it criticised Russia’s 
Afghanistan... The familiar. jockeying between 








country c coming out of the Gulf war isn’t the one that started it 


raq would be far more alarming now: its 775,000-man army is. 





feas, bui risa of Yo b en This means. that no sible 
lawyer pursues an absurd case in the hope that his opponent _ 
will settle out of court—as many do in America. The risksare — 
too great. They would, moreover, be dace in Britain if - 
the British costs system went hand-in-glove with contingency . 
fees (because the losing lawyer would not only have no com- 


i pensation for his de time, but would have to pay his oppo- ` 


nent's costs as well). The British approach to costs providesa — 
lawyer who has a reasonable but not cast-iron. case with a. 
powerful incentive to settle before trial, which is where the — 
tort system gets really expensive. ` 

American contingency fees put the market to work in dis- 
pensing civil justice. Britain's cost and award-setting system is 
needed to ensure that that market isn't a. travesty—one in 
which lawyers win exorbitantly and lose painlessly. x 








Iraq, Syria d BOE pur bay: at the head a the move to 
make Egypt respectable among Arabs again after the Egyptian 
peace with Israel. All this started before the Gulf war, - 
Certainly, bad times in the war accelerated the change. By 
1982 President Saddam Hussein was reluctantly accepting the 
idea of “a secure state for the Israelis". The closing of Iraq's 
oil pipeline through Syria and the blocking of the Gulf to its 
tankers forced it to look for oil outlets through Saudi Arabia 
and Turkey. These things, as well as everybody’s fear of the 
ayatollahs’ Iran, brought the Iraqis credits and military intelli- 
gence from the United Siate and buckets of money from the 


Gulf Arabs. 


Wars do change things 


Peace is unlikely to reverse the process. The war has tàugl. 
the Iraqi government that its Shias are more loyal than it had - 
feared. The Kurds are still a worry, but Iran may no longer be 
in a position to. help them. President Hussein's government - 
has tightened its grip on the country and, barring an assas- 
sin's bullet, looks like surviving. The war has also proved that, - 
in tough times, Iraq needs its pro-western neighbours. Pipe- 
lines are tying it north, south and west: an expanded one 
through Turkey, a. new one. through Saudi Arabia due to be | 
completed next year, a planned one through Jordan. Iraq will — 
have to stay friends with those countries in order to protect 
its bank balance. An Iraq with such friends is unlikely to re- 
turn to its passionate old rejection of Israel. 

Iraq will probably keep its distance from Bus: The West 
can help by being more tactful, short of conceding its feelings _ 
about who started the war. Iraq has the world's second largest 
oil reserves, and the biggest Arab population east of Egypt. It 
is proud of beinga serious place. It should not be justa hole in 
the democratic world | c st po Lu Coe a y 
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- Canadian Financial Post and Les Echos start the FT's 
. network of national business dailies. 


ourth FT printing plant on stream in France complements those in 
. London, New Jersey and Frankfurt. 
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Business has never been better in 
New Mexico. It may be the best place 
for your business and your family. 

e New Mexico's 14 institutions of 
higher learning produce a highly 
skilled, educated and stable labor 
force acclaimed nationally for its out- 
standing productivity. ¢ A unique 
spirit of cooperation between private 
business and New Mexico's 
local and state govern- 
ments has helped foster 
growth in new industries 
including biotechnology, 
advanced medical diag- 
nostics, micro-optics and 
agribusiness. * The Rio 
Grande Research Corridor 
stretches over 340 miles 
and is home for industries 
that make New Mexico 





New Mexico. 





NEW MEXIC 
land of Enchantment 
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a world-class leader in advanced 
science and technology development. 
e New Mexico is rich in living history 
and multicultural experience. Santa 
Fe, the oldest capital in the U.S.A., 
is also recognized as a center for the 
arts. * From the Rocky Mountains to 
the Rio Grande River, New Mexico is 
a land of spectacular contrasts with 
a pleasant year-round 
climate and a broad 
spectrum of recreational 
activities, including 
.12 major ski areas 
and many fine golf 
courses. * Want to 
know more? Contact 
the State of New. 
Mexico's Economic 
Development and _ 
Tourism Department. 






















Behind Zia, the unknown face of the man who has taken eu 





Au 


What Zia leaves behind 


HEN Pakistan's President Zia ul Haq 
. V was blown up in a military aircraft on 
August 17th, he left his country with two 
options. Pakistan's generals could seize the 
political reins they had let half-drop. Or Pa- 
kistan could return, after 11 vears, to full de- 
mocracy. The ambiguous half-dictatorship 
in which Pakistan has recently been sus- 
pended is unlikely to continue, if only be- 
cause it is hard to imagine that anyone but 
Zia could maintain it. Whether he was mur- 
dered, and if so, who killed him, may help 
decide which way things go. 
President Zia died along with more than 
30 other people, including the American 
ambassador, the head of the American mili- 
tary mission in Pakistan, and 20 high-rank- 
ing Pakistani officers. They had just taken 
off from an air base near the Indian border. 
They had gone there to watch a demonstra- 
tion of America's M1 tank, which Pakistan is 
thinking of buying. 
They were travelling in a Hercules c-130 
transport, one of the stablest and solidest 
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aircraft there is. An accident is conceivable, 
but only just. These machines do not just 
blow up, strewing wreckage over a wide area: 
and they take some destroying, since they 
are designed to keep flying even with their 
rear ramp down. Days before the explosion, 
Pakistani intelligence had reportedly given 
warning of an attempt on Zia's life. An anti- 
aircraft missile cannot be ruled out, but 
seems improbable. A bomb might have 
been planted on the aircraft: security on mil- 
itary flights for virs is, oddly, often laxer 
than for a run-of-the-mill airliner. 

Hearing the news, Pakistan went quiet; 
ten days of mourning were declared. The 
manner of Zia's death may polish his mem- 
ory. “We browns get very sentimental when 
people leave the world," said one opposition 
politician. 

It is hard to tell who will inherit power. 
The old government continues in a care- 
taker role. A state of emergency has been de- 
clared, and a council of bureaucrats, politi- 
cians and military men set up to administer 






it. The new president, the 73-year-old Mr 
Ghulam Ishaq Khan, is the greatest old bu- 
reaucrat of them all. At one time President 
Zia's finance minister and latterly chairman 
of the Senate, he has been running civil ser- 
vice departments for nearly 20 years. 

If he bothers to choose a prime minister 
(Zia had been doing without one), it will 
probably be Mr Aslam Khattak, who was 
Zia's "senior minister". But the strongest 
men under Mr Khan are likely to be two fig- 
ures on the emergency council: the foreign 
minister, Mr Yaqub Khan, an ex-general; 
and General Fazle Haq, the chief minister of 
the North-West Frontier Province. 

Will the election Zia had promised for 
November take place? When he took over in 
1977, he said he would hold an election in 
90 days. It came in 93 months. He had rea- 
son to hesitate: Miss Benazir Bhutto, daugh- 
ter of the man he executed, was planning to 
fight that election; and she, people reck- 
oned, wanted to avenge her father. Miss 
Bhutto could not be expected to show much 
sympathy for the president—and didn't: “I 
do not regret the death of Zia," she said. 

If the constitution is followed, a party- 
based election will go ahead. Miss Bhutto 
stands a chance of winning. Such a result 
would displease some powerful people: some 
in the army, some in business (who have 
never forgotten her father's nationalisa- 
tions) and some religious leaders (who do 
not want a woman running the country). 

More immediate threats—from the Af- 
ghan regime, riots in Karachi or Pakistani 
separatists—may lead the soldiers to decide 
that their unpredictable country needs a 
strong hand just now. Yet the generals lost 
many of their number in this disaster. The 
new chief of staff hails from what was East 
Pakistan (and is now Bangladesh). He does 
not belong to the Punjabi clique that has 
run the army, and, as a strictly professional 
soldier, is not itching to take over the 
country. 

How frayed the soldiers’ nerves are will 
depend on why Zia died. The usual suspi- 
cion of Indian intentions is as strong as ever, 
but India had little to gain from seeing Zia 
killed. India has, for domestic consumption, 
blamed Pakistan for its difficulties in Pun- 
jab; but it quietly admits that, if the Paki- 
stanis were giving Sikh separatists much 
help, the violence would be worse. 

Other possible murderers are Pakistani 
drug barons and discontented officers. And 
Pakistan has its own separatists: in Baluchi- 
stan, where guerrillas waged war in the 
1970s, and in Sind, where riots spurred Zia 
to call elections in 1985. But no Pakistani 
has claimed responsibility for the growing 
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number of bombings around the country. 

The blame for these has generally been 
pinned on the Afghan government, which 
has suffered much and would have suffered 
more from Zia's steely support of the Af- 
ghan guerrillas. Since the Russians began 
withdrawing in May, the Afghan govern- 
ment has been in increasing danger (see 
box). Pakistan had promised to stop acting 
as a conduit for arms to the guerrillas. But a 
side deal between Russia and America al- 
lowed each to go on supplying its friends if 
the other did; and Zia made sure the guerril- 
las got everything they needed. 

Pakistani politics is tied to Afghani- 
stan's turmoil. Zia sacked his prime minis- 
ter, Mr Mohammad Khan Junejo, in May 
partly because Mr Junejo differed with him 


Theirs for a day 


ATEVER now happens to Paki- 

stan's support for the Afghan guer- 

rillas, their war against the Soviet-backed 
government of Mr Najibullah will go on. 
Even before the loss of Zia the guerrillas 
needed to make up their minds about 
what military tack they were going to take. 


Now the need is more pressing. 
The struggle over 


off guard. 


— — ———————————————— 


E turning back for the Russians now 


20 


strategy was 
sharpened when the guerrillas scored 
their first big success since the Soviet 
army started its withdrawal. Kunduz, a 
provincial capital of perhaps 20,000 peo- 
ple near the Soviet border, fell to a force 
of guerrillas loyal to Mr Ahmad Shah 
Massoud, the leading commander in the 
north-east. They struck on August 10th, 
two days after Russian soldiers had left, 
and caught the Afghan government forces 





over Afghanistan. Mr Junejo and many of 
his colleagues believed the president's sup- 
port for Islamic fundamentalists among the 
resistance, and his insistence that the guer- 
rillas should push on to take big towns, 
would embroil Pakistan too deeply. They 
blamed the Afghan government for an ex- 
plosion last April at an arms depot near Is- 
lamabad in which hundreds died. 

Many Pakistanis suspect Afghanistan of 
being behind the explosion that took their 
president's life. If it was, the Afghan guerril- 
las will anxiously be watching Pakistan's 
new rulers. No Pakistani waved the banner 
of the Afghan resistance as vigorously as Zia 
did. Will caution make his successors furl it, 
or anger make them take it up? 

Phar o OS eS. 


Japan 


Rumbles from 
Fukushima 


FROM OUR TOKYO GORRESPONDENT 


FACTIONAL feud in Fukushima pre- 

fecture is acutely embarrassing Japan's 
ruling Liberal Democratic party. That might 
merely be an entertaining if malicious sum- 
mer diversion, except for one thing. It is fur- 
ther jeopardising both the government's 
proposed tax reform and the future of the 
prime minister, Mr Noboru Takeshita. The 
antics in Fukushima show how close Japa- 
nese politics is to becoming obsessed and 





[t was a cheeky triumph: places in the 
south or east of the country, near Paki- 
stan, were more obvious targets, and the 
guerrillas had previously taken nothing 
larger than a village. It was also, it seems, 
short-lived. Five days later the govern- 
ment claimed to have retaken the town, 
and by Thursday nothing had happened 
to disprove the government's story. Al- 
though this was a setback for the guerrillas 
(and a misfortune for the townspeople, 
"liberated" twice over), Mr Massoud was 
probably not too perturbed. Besides 
mocking the government by grabbing the 
town, Mr Massoud may have restocked 
his arsenal. He takes pride in being "sup- 
plied" mainly by the Russians. 

The debate among the guerrillas over 
how they should conduct the war will now 
intensify. It surfaced in May, when the 
Russian withdrawal began. Egged on by 
President Zia, Mr Gulbuddin Heck- 
matyar, the least compromising of the 
seven leaders of the Afghan resistance alli- 
ance, vowed to take Jalalabad, near Paki- 
stan's border, by the end of May. This, he 
said, would demoralise the Afghan gov- 
ernment. He was overruled by field com- 
manders, who doubted that they could 
capture and hold the city, and who did 
not want to cause heavy civilian casualties 
by trying. 

The argument runs deeper than that. 
Mr Heckmatyar wants to consolidate his 
position before the military commanders 
in the field decide who should run Af- 
ghanistan after the Russians have left; 
with Zia gone, he is liable to feel even 
more urgency about doing so. This ambi- 
tion presumably lies behind his desire to 
capture a large Afghan city so that the alli- 
ance's "transitional government" can es- 
tablish itself there as a rival to the Soviet- 
backed one in Kabul. It would then be 








able to seek international recognition and 
reconstruction aid. 

Other members of the resistance, in- 
cluding Mr Abdul Haq, the leading com- 
mander in the Kabul area, object that the 
"transitional government" is unrepre- 
sentative. They also fear that an alterna- 
tive government would distract attention 
from the struggle to overthrow the com- 
munist regime, and could lead to perma- 
nent division of the country. Mr Haq 
wants the guerrillas to concentrate on tak- 
ing Kabul, that being his home ground. 
Mr Massoud, who belongs to the Tadzhik 
minority based in the north-east, natu- 
rally favours giving the attention to his 
own patch. 

The Soviet commander, Lieutenant- 
General Boris Gromov, claims that the 
Russians have fulfilled their pledge to pull 
half their troops out by August 15th. This 


_indeed seems to be so. He also said that 


his men have evacuated all but six of Af- 
ghanistan’s 31 provinces. They are likely 
to leave even those before the snow falls in 
December, and well before the February 
deadline set by the peace treaty. The mili- 
tary course that the guerrillas adopt, or 
fail to adopt, in the next few months 
could decide what sort of Afghanistan the 


Russians leave behind. | 
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paralysed by the question of tax reform. 

Why the fuss? Alchough the opposition 
Socialists may win the upper-house par- 
liamentary seat that is being contested in 
one of the by-elections in Fukushima on 
September 4th, the prefectural governor- 
ship will certainly go to a Liberal Democrat. 
But the ruling party has been nervous about 
by-elections ever since the Socialists won a 
victory in Iwate prefecture in March 1987. 
That dished the sales tax proposed by Mr 
Takeshita's predecessor, Mr Yasuhiro 
Nakasone. It also dished Mr Nakasone as 
prime minister. 

The Liberal Democrats live in dread of 
"another Iwate”. Now they see the horrid 
sight of two members of their own party 
contending for the Fukushima governor- 
ship. One is Mr Toshio Hirose, a former of- 
ficial in the construction ministry, a fief of 
the Takeshita faction. The other is Mr 
isaku Sato, vice-minister of finance, whose 
at the ministry, Mr Kiichi Miyazawa, is 
also his faction head. Both men have mem- 
bers of parliament from Fukushima constit- 
uencies championing them at the party's 
highest levels. 

At first, party headquarters in Tokyo 
endorsed Mr Hirose. It did not want Mr 
Sato to seek the governorship, because to do 
so he would need to resign his upper-house 
seat in parliament, thus necessitating a by- 
election to replace him. Mr Sato, unde- 
terred, did just that, running for governor as 
a Liberal Democratic independent. 

For months, senior Liberal Democrats 
tried to keep this local farce from taking on 
national proportions. Mr Shintaro Abe, the 
party's secretary-general, made vain at- 
tempts to get both men to withdraw in fa- 
vour of a compromise candidate. The main 
opposition parties enjoyed all this so much 
that they pulled our of the race so as to leave 
the two Liberal Democrats free to do each 

er down. 

Here the tale takes a distinctly Japanese 
twist. Mr Hirose made a deal with the Social- 
ists, obtaining their support in return for his 
disavowal of the prime minister's proposed 
consumption tax. This was seen as treachery 
by his Takeshita-faction supporters at party 
headquarters; some of them have called for 
his expulsion from the party. Yet he has 
such strong local support that the prefec- 
tural party has refused to cancel its endorse- 
ment of him. It has blocked attempts by 
party headquarters, which had since 
switched to Mr Sato, to get its new cham- 
pion more backing than Mr Hirose. 

The results of the Fukushima by-elec- 
tions, both of which are expected to be 
close, will be announced just as Mr 
Takeshita enters the final stretch in his at- 
tempt to get the tax-reform legislation 
passed. Senior Liberal Democrats are com- 
ing round to the idea that they will have to 
ram the reform through during the current 
special 70-day session of parliament (which 
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the opposition parties continue to refuse to 
discuss it. Those parties had got the session 
bogged down by demanding to discuss other 
matters, including the revelations of dubi- 
ous share dealings in the month-old Recruit 
Cosmos scandal by the secretaries of Mr 
Takeshita and other politicians. 

When the session resumes on August 
22nd after a ten-day break, the opposition 
parties are likely to go on slowing down par- 
liamentary business as much as possible. 
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With a general election due next summer, 
the Liberal Democrats do not want to let the 
tax-reform debate drag on into next year's 
regular session of parliament. However, they 
have to be sure that they can carry the whole 
party with them in a showdown. Fukushima 
is raising doubts about that. The betting is 
still that tax reform will squeak through, but 
it is getting to look like a very narrow 
squeak. And doubts about Mr Takeshita's 
ability to provide leadership when it is 
needed are beginning to rise again. 





The Koreas 


As Seoul holds its breath 


SINGLE telephone line connects Seoul 

and Pyongyang, the capitals of South 
Korea and North Korea. It is used only by 
top officials. The amount of use it gets is as 
good a measure as any of the state of rela- 
tions between the two Koreas. The line was 
installed in 1972 amid euphoric talk of 
reunification of the peninsula. It was cut 
four years later after two American soldiers 
were killed by North Koreans. It was recon- 
nected in 1984 when the two countries dis- 
cussed economic co-operation. The line has 
been buzzing over the past few weeks: once 
again, the dream of reunification is being 
talked about. 

South Korea has been doing most of the 
talking. On August 15th President Roh Tae 
Woo said he wanted to meet the North Ko- 
rean leader, Mr Kim Il Sung, "to work out 
practical ways to bring about national inte- 
gration’. On the face of it, this is something 
new to call up the North about. Although 
the idea of a summit has been talked of in 
the past, the South has never been enthusi- 
astic about it. The South's view has been 


that the two countries should first do their 





best to make contact at a lower level. 

This has made sense. The Koreas are ut- 
terly isolated from each other, deprived of 
any form of connected public service: not 
just of a proper public telephone link, but 
even of direct mail, Summits are grand af- 
fairs, usually a kiss to mark a warming rela- 
tionship. South Korea has little to kiss the 
North about. It lost part of its cabinet to a 
North Korean bomb in 1983. Only last No- 
vember North Korean agents were blamed 
for blowing up a South Korean airliner, kill- 
ing the 115 people aboard. 

President Roh's gesture to “all my fellow 
Koreans in the South and the North" has 
more than a touch of anxiety about it: a plea 
to the North to do nothing to harm the 
Olympic games that start in Seoul on Sep- 
tember 17th, only four weeks away. It is diffi- 
cult to exaggerate the importance South Ko- 
rea attaches to the Olympics. President Roh 
this week called the games “a springboard 
for our leap into the developed world". 

The North contemplates this proposed 
leap with envy, fuelled by a sense of its own 
humiliation. In the eight years Seoul has 
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FROM GUREASTASUUCÓRBHESPONDENT 


NOUTH KOREANS are not the first to 


~ the Chinese market. They will not be the 
= last to find out how hard it is to do busi- 
ness there. But they have special reasons 
for trving. The closer they are to China 
- economically, they reckon, the weaker will 
be China's political ties to North Korea. 

China and the South have no diplo- 
matic relations, but trade between them 
has heen growing since the late 1970s and 
will spurt this year. Each is probably 
among the other's top ten trading part- 
ners, though most of their trade goes 
toundabout, by way of Hongkong ot lapa- 
nese trading houses. cee re-ex- 
port $ statistics s provide. the only hard fig- 


1987. Add in the 
for direct trade and trade via 
Oni in 1987—and total 
rade may have been $2 billion last 
ear. That e be at least three 
imes the value of last year's trade 
tween China and North Korea. _ 
~ So far this year, trade between: 
‘China and South Korea via Hong 
"kong has been running nearly a 
"third higher than last year. Direct 
‘trade and trade by way of Japan 
have been growing even faster. Pri- 
ate economists reckon that the 
"two countries. will do business 
worth $212 billion-3 billion. in - 
988, and that for the first time 
‘China will buy more than it sells. 
South Korean exports of manufac- 
tures have done well. China wants 
high-tech devices such as telephone 
switches from South Korea, in ex- 
change for corn and coal. Japanese 
technology, grudgingly transferred, 
is too complex for the Chinese. 

Direct trade has been building 
up steadily since 1985, when Im 


— preparing for TN Olympics, ; North Ko- 
'ea has done its best to sabotage them: try- 

"ing to persuade other communist countries 
“to boycott them, and, when that failed, de- 
manding to co-host the games, an impossi- 
. ble request that threw the Olympics com- 
mittee in Geneva into a tizzv. Even now, 
with the Olvmpic torch about to be lit, 
- North Korea is engaged in a war of nerves. 
„On August 16th it turned down for the 
" umpteenth time an invitation to take part in 
‘the games. But it said it might change its 
mind if talks between parliamentarians from 
the North and the South went well. » 





village of Panmunjom on August 19th, are” 


shina prefers the capitalist Korea 


be mesmerised by the possibilities of 


how two-way trade — 


How the traffic moves 


Trade flows and investment locations 


These talks, due to be held at the border - 


tonnes of Chinese anthracite arrived at a 
South Korean port. It should grow faster. 
Last month a twice-monthly container 
service from Shanghai to Pusan was inau- 
gurated. For now, it sails via Japan under 
the Hongkong flag; so will a monthly ser- 
vice to be started later this year between 
Qingdao and Pusan. But both sides are 
prepared for more. The Chinese now 
seem ready to see South Korea named as 
the destination on bills of lading. The 
South Koreans are building new ports 
specially for the China trade at Kunsan 
and Ásan on their west coast. 
"Investment is flowing across the Yel- 

low Sea, and know-how with it. Five years 


. ago Daewoo, a Korean conglomerate, dis- 


guised itself. behind. a Hongkong-Ameri- 
can front. organisation to set up a pini 
venture in Chipa, as omn peas: 















Source: Institute ef Developing Economies 
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another placatory gesture by the South; it 
reluctantly agreed to a meeting it thinks is 
pointless. The South turned off the loud- 
speakers it uses to hurl abuse across the bor- 
der and optimistically hoped that the North 
would do the same. The North made it clear 
that it wants as much intimidating noise às 
possible. As a preamble to the pariiamen- 
tary talks it proposed that a group of stu- 
dents from the North should meet a delega- 
tion from the South in the demilitarised 
zone near Panmunjom. 


Some radical students in South Koteá i 
warmed to the idea. Their flirtation with the- — 


North dates from the days of Mr Chun Doo 


. Hwan, President Roh's predecessor, whom cra 





operation | is now coming. Out into the 
open—though the first freely. acknowl- 
edged project is in South Korea, a plant at.. 
Kumi to build colour-television tubes. _ 

Some 80 more joint ventures are under 
discussion. They will produce cars, televi- 
sion parts, refrigerators and other such 
humdrum luxuries in China. Electronics. 
may come next, and perhaps services. Ko- 
rean airliners will be allowed into Chinese 
airspace next month, to bring athletes for 
the Olympic games. Direct flights could 
be next, instead of the route by way of To- 
kyo or Hongkong. 

The South.Koreans seem ready to 
travel. They sent a private trade delega- 
tion to Shandong province in June; their 
deputy economic planning minister, Mr 
Moon Hi Gab, visited Beijing last month 
for a United Nations Development Pro- 
gramme seminar; and their arms salesmen 
will be in Beijing in November for a weap- 
ons fair. Two years ago any of this, and 
especially the minister's trip, would have. 

been unimaginable. 

The Chinese are seeing. how far 3 
they can go without risking a big 
row with North Korea. In the early. 
1980s the North persuaded the 
Chinese not to expand their trade 
with the South; the North still ob- 
jects, though the Chinese listen less 
carefully. Stiil, all the joint ventures 
with.the South have so far been 
made on the Chinese side by prov- 
inces or firms rather than by the 
Chinese government itself. — 

China and South Korea will 
probably exchange trade represen- 
tatives after the Olympics, though 
with the usual indirection. A Chi- 
nese province (maybe Shandong) 
will open an office in Seoul and a 
South Korean front organisation 
will be set up in Qingdao. There isa 

precedent. -Japan's . big-business. 
organisation, Keidanren, was setup | 
in China before diplomatic rela- | 
tions were established. | 
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they detested. Anyone opposed to Chun 
could not be all bad, they decided. The pro- 
North movement, although now smaller, 
still attracts those who are anti-government, 
any government, lt shelters under the re 
spectable banner of reunification, which, af- 
ter all, is what the president says he wants. 
The 4,000 students who set out from Seoul 
for the border carried banners saying "Let's 
reunify the peninsula". . They were written in 
3 ‘the students assured 











red:.in our blood, 
onlookers. 

Most of the jos were. stopped well 
short of the border by South Korean police- 
men, who showed. that e even. in. these demo- 





not neglected. Only four students from the 


South managed to the reach the bridge over 
the Imjin, the border river, and they were 
disappointed: the North Korean students 
on the other side had tired of waiting and 
had gone home. A North Korean spokes- 
man blamed “American imperialists and the 
traitor Roh Tae Woo". But from the 
North’s point of view the aborted meeting 
had been a success: another upsetting day 
for the South in the run-up to the Olympics. 
The students have said they will not 
make trouble during the games: even the 
hotheads are being awed by the occasion. 
North Korea may behave too. Worries 
about a terrorist raid on the Olympic village, 
or, even more bizarre, a plan to flood Seoul 
by opening a dam, may come to nothing. Af- 
ter all, in the classical Olympics the warring 
states of Greece put aside their spears to 
throw the discus. 
Whatever happens, the real test of how 
ch the Koreas want closer relations will 
come after the Olympics, when the spotlight 
will not be so harsh. A summit may still be 
far away but President Roh's more modest 
suggestions, made in July, sound at least 
plausible. These include trade and more 
family visits between North and South. The 
South may gradually become convinced that 
the North no longer wants to reunify the 
peninsula by force, as it aimed to do in 1950. 
The rest of the world would give its 
blessing. Any softening of the bitterest and 
at present most dangerous division between 
the communist and capitalist camps, one 
that has made terrible enemies of two coun- 
tries that share the same language and the 
same culture, would let the superpowers and 
the rest of East Asia breathe a little easier. 
Still, it has not happened yet. Hello? Hello? 
Speak up. This line's a bit faint. 





igapore 


3ey' ll vote, but 
he'll win 


LIGHTNING-QUICK election will 
take place in Singapore on September 
3rd, parliament having been dissolved on 
August 17th. Short though the campaign 
will be, the prime minister, Mr Lee Kuan 
Yew, has long been making his plans for this 
lection. There can be no doubr that his 
eoples’ Action party will retain the power 
ft has held ever since 1959, In the outgoing 
iparliament there was only one opposition 
member; before the 1984 election there had, 
Wor years, been none. Nevertheless, this elec- 
kion may provide some indication of the 
strength of a growing core of dissent. 
During the past year the government 
thas shown new signs of nervousness. It has 
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been stamping down hard on opposition, 
jailing its critics and restricting the circula- 
tion of foreign publications whose coverage 
of the island-state's affairs it found unpalat- 
able. Singaporean newspapers have long 
since become too tame to print any criticism 
of Mr Lee's government. 

Many ordinary Singaporeans still praise 
the old master for the economic miracle he 
has worked. Singapore's combination of a 
thriving economy with a pleasant and mod- 
ern air has earned it the nickname of the 
Switzerland. of Asia. National pride is 
strong, as was seen last week during the 
Singaporeans’ enthusiastic celebrations of 
their national day; and national pride and 
support for Mr Lee have long gone together. 
All the same, a feeling that Mr Lee's hand is 
becoming too heavy may mean more votes 
for the maligned opposition. 

But the opposition's chances are not im- 
proved by its having splintered into more 
than 20 parties; nor by the fact that many 
people fear their votes can be traced. One of 
the opposition figures who would like to 
fight this election is a lawyer, Mr Francis 
Seow, who was jailed, and then released, af- 
ter talking about Singapore's affairs to an 
American diplomat. The government has 
been hounding him consistently and may 
now plan to embarrass him: it has brought 
six charges of tax evasion against him. 

After the election Mr Lee is expected to 
relinquish the prime ministership, making 
way for a new generation of leaders groomed 
by him. Barring accidents, the next prime 
minister will be Mr Goh Chok Tong, who is 
now the first deputy prime minister. Mr Lee 
says frankly that Mr Goh was not his first 
choice. He wanted the education minister, 
Mr Tony Tan, to take over; Mr Tan was re- 
luctant to accept the honour. Others were 
ruled out: the foreign minister, Mr Supiah 
Dhanabalan, because, according to Mr Lee, 
Singapore's large Chinese majority is not yet 
ready to accept an Indian leader; the second 
deputy prime minister, Mr Ong Teng 
Cheong, because of his imperfect command 
of English. 

Mr Lee, however, will remain in charge. 
He has no thought of giving up as the ruling 
party's secretary-general; and a bill is in the 
works under which control of foreign-ex- 
change reserves, and of top civil-service ap- 
pointments, will pass to Singapore's presi- 
dency. That has hitherto been a mere 
ceremonial post, but it is being reshaped as a 
powerful one to fit it for a new occupant: Mr 
Lee himself, who, as he told the nation in a 
speech on July 14th, intends to “have the 
last word on policy". In that three-hour 
speech Mr Lee also said that people who 
thought he was retiring should have their 
heads examined. "Even from my sickbed, 
even if you are going to lower me into the 
grave, and | feel something is going wrong, | 
will get up.” 





Sri Lanka 


It still looks like 
no change 


FROM OUR SRI LANKA CORRESPONDENT 


ATEVER chances Mrs Sirimavo 
Bandaranaike has of becoming Sri 
Lanka's next president have been somewhat 
improved by the defection to her party of 


Mr Ronnie de Mel. For ten years Mr de Mel — 


was finance minister in the government of 
President Junius Jayewardene. He was a na- 
tional asset, persuading aid donors and for- 
eign investors to keep the cash flowing to his 
hard-up country. In January he fell out with 


Mr Jayewardene, calling his ruling United — 
National party undemocratic. Through a se- 


ries of constitutional wriggles, the govern- 





Shall I stand? 


ment has managed to avoid calling a par- 
liamentary election for 11 years. 

Mr de Mel announced last week that he 
was rejoining Mrs Bandaranaike's Sri Lanka 
Freedom party, which he had deserted in 
the mid-1970s. He. will lose his parliamen- 
tary seat under rules brought in by the 
Jayewardene government, but should regain 
it at the general election due next August. 
He may not have to wait even that long. A 
presidential election will probably be held in 
December, and the parliamentary election 
may bé brought forward to coincide with it. 

Mrs Bandaranaike and Mr de Mel be- 
lieve that Sri Lanka is itching for a change of 
government. This, though, is far fróm sure, 
particularly if Mr Jayewardene stands again 
as president. The constitution limits him to 
two terms, but it would take only some mi- 
nor tinkering to let him run for a third. The 
smart money of business backers says he 
will. The old man—he is 81— prefers to 
keep everyone guessing. 

He would be hard to beat. The ísland's 
whole political structure has been built 





ASIA 


around the man who helped to found the 
United National party in 1946, before inde- 
pendence from Britain. He led it to its big- 
gest election victory in 1977, and took on 
the new executive presidency with its sweep- 
ing powers a few months later. 

Admittedly, Mrs Bandaranaike is no 
lightweight. She was the world's first woman 
prime minister, leading two administrations 
in 1960-65 and 1970-77. A commission set 
up by Mr Jayewardene to inquire into al- 
leged misdeeds of her previous administra- 
tion banned her from standing in the presi- 
dential election of 1982. Though in her 
seventies, she remains hungry for power. 
How she would use the power is unclear. 

In a way now grown familiar around the 
world, the socialist policies of her govern- 
ments led to economic constriction and to 
shortages which swept her out of office. Her 
Freedom party had another setback in July 
when the government held on to three out 
of four seats in by-elections. She had hoped 
for a large protest vote by Sinhalese who dis- 
like the 50,000-strong Indian peacekeeping 
force brought into Sri Lanka last vear to 
help subdue the Tamil Tiger guerrillas in the 
north and east of the island. The Tigers are 


Burma 





at bay but not yet tamed. Even so, the India- 
Sri Lanka agreement no longer seems a 
handicap for the government. The parlous 
state of the economy, caused by five years of 
civil war and the consequent loss of tourist 
revenue and increase in defence spending, 
might have given the opposition an open- 
ing, but apparently did not. 

This disappointment seems to have 
forced a rethink in the Freedom party. It 
had previously been offering portfolios in a 
future government to the anti-agreement- 
with-India Janatha Vimukthi Peramuna 
(People's Liberation Front), if the Front 
stopped killing pro-agreement politicians. 
Mrs Bandaranaike may now try to make a 
deal with Sri Lanka's third political force, 
the pro-agreement United Socialist Alli- 
ance, whose presidential nominee is Mrs 
Bandaranaike’s daughter, Chandrika. 
Daughter is unlikely to challenge mother. 

At a conference of Asian historians in 
Colombo President Jayewardene confessed: 
"No one knows how the people think. | 
have been in politics for the past 50 years 
and | am no better in this respect than when 
| started." The opposition's best hope is 
that the voters will suddenly turn fickle. 





A one-party state of chaos 


HE notion of Burma as a land of gentle 

people, devoted to quiet veneration of 
smiling Buddhist images, has always been ill- 
founded. The country's history before the 
British came was notoriously bloodstained. 
When the British conquered it in the nine- 
teenth century they met prolonged resis- 
tance. The opposition in the 1930s to colo- 
nial rule was marked by a fair amount of 





Not such a navel-gazing lot 
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violence. The invasion by the Japanese in 
1942 and their eviction three years later left 
the country full of weapons. And, since it 
became independent in 1948, no govern- 
ment in Rangoon has ever been able to 
bring peace to the whole of Burma. 

At least 3,000 people died in the five- 
day rioting that broke out in Rangoon and 
other parts of the country on August 8th. 


Accurate information is scanty: Burma hac 
been virtually sealed off from the outsid: 
world by the socialist-cum-nationalist re 
gime of General Ne Win, who seized powe 
in 1962. The mounting unrest the govern 
ment faces has largely been caused by its di 
sastrous economic mismanagement. Thi 
has even brought acute rice shortages—to : 
luxuriantly fertile country that used to be ; 
big exporter of the stuff. 

General Ne Win's decision in July t 
hand over the leadership to Brigadier-Gen 
eral Sein Lwin only made things worse.Thi 
second general was a particularly unhapp 
choice because he had been held responsibil 
for the brutal treatment of demonstrator 
earlier this year. By August 12th the nex 
demonstrations, in which Buddhist monk 
as well as students were prominent, hac 
forced him to resign. For a time calm re 
turned to Rangoon's crumbling streets, bu 
soldiers and tanks stood by to discours- 
fresh protests. The army-dominated Bur 
Socialist Programme party promised that i 
would choose a new leader on August 19th 

The leading candidates included th: 
vice-chairman of the State Council, Mr Ay: 
Ko, who enunciated some of the economii 
reforms that the party considered at its Jul 
congress, and the former defence minister 
Mr Kyaw Htin, who might be rated a mid 
dle-of-the-roader by present Burmese stan 
dards. Other apparent possibles were thi 
prime minister, Mr Tun Tin, and the nev 
defence minister, General Saw Maung; las 
week they angered the demonstrators by is 
suing an unconciliatory message. The fac 
that Ne Win is now 77 did not rule out th: 
possibility that he and his fellow-general: 
would decide he should come back. 

What seemed almost certain was tha 
the successor would be a man closely identi 
fied with the Ne Win regime's blunders 
This is not what the Burmese who have beer 
out on the streets in the past weeks ha 
mind. Such a man would be unlikel, .. 
make the bold changes that are needed. | 
the next president is to beat General Seir 
Lwin's 18 days in power, he will have to in 
crease rice supplies in the cities quickly, wir 
confidence in the government's commit 
ment to economic reform, and start to lea 
this one-party state towards democracy. 

When he resigned, General Ne Win sug 
gested a referendum on ending one-part 
rule. The party rejected the idea; but the stu 
dents are now demanding a multi-party de 
mocracy. Similar demands are being newh 
reiterated by leaders of the rebellions amon; 
Burma's minority peoples, which have sur 
vived many vears of increasingly brutal re 
pression. And on August 17th a proposa 
that an independent "people's consultativi 
committee" should be formed to supervise : 
transition to democracy was made public b» 
the daughter of Aung San, the national her 
who was murdered by his rivals in 1947. 
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AMERICAN SURVEY 


Meet Dan Quayle 





George Bush takes his turn 


NEW ORLEANS 


Not since early March has there 
been any doubt that the Repub- 
lican party would nominate 
George Bush as its candidate for 
president. Trained on suspense- 
ful soap operas, the television-watching pub- 
lic has therefore shown little enthusiasm for 
up sultry summer campaign. He set out to 

eate some artificial suspense for the con- 
vention in New Orleans by not revealing un- 
til he had arrived in New Orleans aboard a 
rear-wheel paddle steamer that his running 
mate would be Senator Dan Quayle of 
Indiana. 

Mr Bush's campaign managed the sus- 
pense well. For weeks it fed the eager press a 
diet of rumours and hints. Campaign work- 
ers were told which names to promote each 
day. The list grew steadily longer, partly to 
conceal the true favourites and partly to flat- 
ter those mentioned. Several candidates 
ruled themselves out. Governor Jim Thomp- 
son of Illinois said he did not want to miss 
his ten-year old daughter's growing up. Gov- 
ernor George Deukmejian of California said 
he would do more good governing Califor- 
nia. Senator Alan Simpson of Wyoming 
said his plain speaking would make him a 
liability and promptly illustrated his point 
by calling for a tax increase. 

By the time the convention opened, the 
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rumours had taken on lives of their own 
though they kept returning to Senator Bob 
Dole, the runner-up of the primaries. Repre- 
sentative lack Kemp seemed near the head 
of the list on Saturday: a well known, blow- 
dried Reagan surrogate. On Sunday Senator 
Dole was the obvious choice again. On 
Monday Senator Quayle's name was sud- 
denly on every lip. That night a brief rever- 
sion to Dole fervour was checked by the sen- 
ator himself, who said of Mr Bush's 
deliberate indecision: "I don't care for it 
frankly", thus reminding everybody of his 
too-free tongue. On Tuesday morning Sena- 
tor Pete Domenici's advantages were sud- 
denly apparent: Catholic, western (New 
Mexican), solid. It took no more than an oc- 
casional nudge by Mr Bush's lieutenants to 
keep this rumour mill spinning until Mr 
Bush arrived that afternoon and revealed 
his choice. The stratagem worked. For the 
audiences back home it was as absorbing as 
Kremlinology after the death of a Soviet 
general secretary. 

The choice of Mr Quayle contrasts with 
Governor Michael Dukakis's choice of Sen- 
ator Lloyd Bentsen. While Mr Dukakis 
reached to the moderate wing of his party (if 
moderation means towards the middle of 
the political spectrum), to the South and to 
experience in the hope of enhancing his 


electoral appeal, Mr Bush reached to the 
right wing, the Midwest and to youth. Sena- 
tor Quayle is 41 years old, full of boyish en- 
thusiasm for the causes of a true Reagan Re- 
publican: he opposes abortion, distrusts 
treaties with the Russians, favours the Stra- 
tegic Defence Initiative and school prayer. 
The scion of a newspaper-publishing family 
and one of the heirs to a fortune of at least 
half a billion dollars (which does little to 
dent Mr Bush's wealthy patrician image), he 
has proved adept at winning elections ever 
since 1976, when he upset a long-established 
Democrat and was elected to the House of 
Representatives in his 20s. In 1980 he de- 
feated a popular incumbent senator, Mr 
Birch Bayh; in 1986 he was re-elected with a 
remarkable 6196 of the vote. 

His skill on the hustings is put down to 
energy and a bouncy populist style at the mi- 
crophone, his access to newspaper pages, his 
pretty family and his own good looks. In one 
campaign his literature compared his looks 
to those of Robert Redford so freely that Mr 
Redford objected. Taking a somewhat sexist 
line, some Republicans were arguing that 
the good looks will help lure women voters. 
Mr Quayle's staunch opposition to abortion 
(which Mr Bush once favoured—before his 
son adopted an unwanted child) may repel 
Just as many women. 

Mr Quayle can point to no great 
achievements while in Congress, but the 
Bush campaign likes to stress that he is a re- 
former, who pushed for changes in the Pen- 
tagon's procurement habits. And he drafted 
a bill to encourage training for the unem- 
ployed by the private sector. Mr Bush also 
hopes he can shore up support in the Mid- 
west and the farm belt, where the Republi- 
cans have looked weak in recent months. 
Yet if the old saw holds true that a running- 
mate can help carry only his home state, Mr 
Quayle will be of little use: there was never 
any danger of the Republicans losing Indi- 
ana. The choice of the right vice-president 
was never likely to win Mr Bush the election 
(though choosing a bad one could cost him 
it). Barring scandals, Mr Quayle will soon 
drop from view, except during one televi- 
sion debate with his opposite number, Mr 
Bentsen. But Mr Bush, by covering his right 
wing with the choice of Mr Quayle, is freer 
to adopt moderate positions that he hopes 
can lure voters who are leaning towards the 
Democrats. 

After two successful elections, the Re- 
publican party was less afraid than the Dem- 
ocrats had been to show its internal divi- 
sions. The result was a convention in which, 
in contrast to the Democrats, substance tri- 
umphed over style. Many of the speakers 
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cument that the Democrats had written 
‘themselves. They praised the detail and 
ourage of their own platform, which was 
x times as long and considerably n spe- 
ifc. It reflected the conservative hold on 
he party, opposing abortion and calling for 
:hool prayer and "star wars". Mr Bush suc- 
essfully asked for more moderate language 
n AIDS, the environment and child care, is- 
ues where he recognises that government 
enerosity will be popular. Two members of 
he platform committee, led by Senator 
owell Weicker of Connecticut, held out for 
a still more liberal policy towards abortion 
and AIDS victims. But they were conspicu- 
ously alone. They recognised the futility of 
asking for a debate on the floor of the con- 
vention, where the delegates were markedly 
more conservative than the rank and file of 
the party. 

_ Compared with the Democrats who at- 
tended the convention in Atlanta, notice- 
ably more of the Republicans in New Or- 
ans were white, male, Protestant, wealthy 
and married. They considered Mr Bush to 
be a middle-of-the-roader and made plain 
heir preference for a right-wing running 
te: Mr Kemp, Mrs Jeane Kirkpatrick or 
he runaway favourite of badge-buyers) 
ieut-Colonel Oliver North. A group called 
he Coalition for a Winning Ticket threat- 
ened to organise support for a different can- 
didate if Mr Bush chose aman from the mid- 
le of the road, The choice of Mr Quayle 
dispel led such criticism. 

- Yet there was something héirabt and 
defensive about the Republicans that the 
Democrats did not share. They were well 
aware that the opinion polls had been run- 
ing against their candidate for several 
onths, despite an apparent narrowing of 
egap.as the convention approached. They 
new they had to do more than stand on Mr 
Reagan's record, however proud they are of 
that. The electorate may feel prosperous and 
safe, but it is clearly in the mood for change. 
“This election will bring change," says the 
Republican platform, "The question is: will 
it be change and progress with the Republi- 
cans or change and chaos with the 
Democrats?" 

— This was partly why the party chose as 
its keynote speaker Governor Tom Kean of 
New Jersey—to put flesh on the bones of 
this “change”. His fame rests not on his ora- 
tory, but on the reforms he has fostered in 
New lersey and on his consequent ability to 
win votes in cities, among blacks (60% of 
whom voted for him in New Jersey in 1985) 
and among union members: his so-called 
politics of inclusion. He eschewed the end- 
less game of Carter-bashing. “We won't 
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and replaying the last election.” He pro- 
ceeded to outline the value of urban enter- 
prise zones, accountability in schools and 
clean beaches. He came as close as any 
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| NEW ORLEANS 


MONG American cities, New Or- 


leans is not the natural habitat fora... 
tional 
prosperity for which the Republicans 





| | 
| Republican convention. The' na 


| take credit is not self-evident in a graceful 
|! bur indolent city with a rate of unem- 
| ployment. twice the national average. 
| Conv entiqnesrs who rapturously ap- 
Mr Pat Robertson as he 
preached ihe virtues of the narrowest 
|. family values, turned for their rest and 
recreation to streets that tempted with 
adult fun. The locals who welcomed their 
idi qud visitors. with banners and 
warmth and Dixieland b ands are them- 
selves. mostly Democrats. — — 

Never- Rd New Orleans. and the 
licans enjoyed one another's cóm- 
3 ee a little at the bawdiness 

and ji nky sleaze of Bourbon Street, the 
Republicans turned happily: 
hunting and the legendary glories of New 
Orleans Creole and Cajun cooking. Res- 
taurant name-dropping competed with 
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speaker to finding a way to call for change 
without criticising the present adminis- 
tration. 

Most of the Republican akn chose 
to avoid personal attacks on Mr Dukakis, 
who is less known but seems more person- 
ally popular in the polls than his rival. The 
most egregious exception was Mr Alexander 
Haig, who—over protests from the conven- 
tion chairman and the Bush camp—de- 
scribed the Democratic ticket as like a bat 
that lives in dark, damp caves up to its navel 
in guano. For the rest, the Republicans 
chose to portray the Democrats as closet 


tax-raisers and disarmers, disguising their 


souvenir ' : 
"s Mine. 





political gossip—though generous pri 


vate hospitality, the odd working-hours 


of a political convention (timed to coin- 
cide with prime television watching) and 
the instinct of convention-goers to herd 


inside hotels kept most restaurants fairly 


empty. Since so much of America has 
been a bread-oven this summer, most of 
the visitors could take New Otle "ans 
steamy i cu heat in their stride, ora 
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paid as well as.tt 
“but the Republicans, quicker off 
the mark, made this impossible by insist- 
ing on six weeks’ unrestricted access to 


" IT URE (VENT IOK UKEAPACE Maa 
EEI PA TEO A 1 





true intent behind a bland exterior. Re: 
ring to the delicate colours of the Der 
crats convention hall—the Republican C 
was garish—Mr Kean ridiculed their "pa: 


patriotism”. - 


Though the first day of the conventi 
belonged to Mr Reagan and an alrea 
brewed nostalgia for his presidency (see n 


article), the rest of the week belonged to 
vice-president. Mr Bush is firmly in cont 
of the party machine, as he demonstrated 
steering the platform committee in the 


rections he wanted. Bur he does not h: 


the same grip on the delegates’ minds. | 
] Pat Robertson's: | 
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the Superdome before their convention 
began. The city is dreaming of a financial 
return for its hospitality that goes far be- 
yond the short-term benefit of attracting 
thousands of people. About 45,000 came 
to town, only a tenth of them delegates 
and their substitutes. At a slack time in 
the tourist season, they were expected to 
stimulate some $1 35m of economic activ- 
ity, including $55m in direct spending. 
Hope lies in the army of pressmen who 
descended on the city, roughly four for 
every delegate. Without anything very 
absorbing for most of them to report, it 
was assumed, correctly, that many of 
them would earn their way, and fill their 
time, by pontificating on the city—draw- 
ing a picture of the place, it was hoped, 
that would bring a lengthening queue of 
tourists knocking on the door. 

The image of New Orleans as a fun- 
city for grown-ups who care for jazz, good 
food and drink and elegant buildings is 
pretty firmly implanted. The city wants 
to show that it is also clean and safe and 
has something for everyone. That is 
harder. To help the idea along, hundreds 
of volunteers embarked on a vigorous 
clean-up before the convention. They 
scrubbed and they burnished, planting 
blossoms and banners where once there 
had been graffiti and litter, banishing the 
smell of Dixie beer with scented oil, chas- 
ing the cockroaches, or most of them, 
back into their holes. The sanitation 
crews, and an augmented police force, 
worked overtime. Taxi drivers, some of 
them a bit sulky about it, were sent on a 
three-hour charm course. Even the 
badges, sold with other kitsch stuff near 
the Superdome, had to pass a good-taste 
test (a badge attacking Mr Edward Ken- 
nedy failed the test—but sold the best 
[2 under the counter). Mrs Peggy Wilson, a 

co-chairman of the host committee and 
the sole Republican on the city council, 
was heard, in a moment of exuberance, 
to tell a foreign reporter that there were 
no prostitutes in New Orleans. 
All this wholesomeness is to attract 
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terness between their two camps in the pri- 
maries and distrust Mr Bush’s moderation. 
Mr Robertson himself chose not to criticise 
Mr Bush, and instead gave a long speech 
containing his greatest hits from the cam- 
paign trail, much as the Rev Jesse Jackson 
did in Atlanta. 

Mr Bush turned to one of Mr Reagan’s 
best and most florid speech-writers, Mrs 
Peggy Noonan, for his own inspiration. He 
is at his best with a well-prepared text. For 
the most part, though, Mr Bush and other 
speakers were careful to appeal over the 
heads of the delegates to the television audi- 
ence at home and especially to those 
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more visitors, particularly convention- 
eers. New Orleans is already quite a pop- 
ular convention city, but the size of the 
convention centre (a relic of the finan- 
cially disastrous World's Fair held in 
New Orleans in 1984) is being doubled | 
to accommodate even more. Yet some | 
conventioneers, particularly religious | 
ones, do not spend much money. So 
New Orleans is selling the idea that fam- 
ilies, as well as just the grown-ups, should | 
spend their holidays in Louisiana. True, | 
New Orleans is not climatically at its best 
during the summer school-holiday 
months. But it is building an aquarium | 
on its polished-up riverfront as an extra 
lure for bored children. And promoting | 
its unwickedness. | 
Turning the place into a slick 
Disneyland, snort some locals. Not yet, | 
by a long chalk. The city’s lazy, decadent | 
Mediterranean ways, including its lovely 
long lunch-hour, will take time a-dying. | 
But New Orleans, no longer able to make | 
a reasonably good living out of its natural 
geographic endowments—its oil and its 
port—is beginning to realise that it 
needs to be more businesslike about | 
tourism. And these changes, important | 
in themselves, coincide with a radical 
break in the bad old tradition of a Louisi- | 
ana government run in roguish wavs. | 
Governor Buddy Roemer, who took 
over this year, has been cutting costs, try- | 
ing to balance his books. With strong 
support from the New Orleans chamber | 
of commerce, he will be introducinglater | 
this summer a tax-reform proposal that 
raises Louisiana's absurdly low property 
taxes. Clean state government and a ti- 
dier tax code will, the chamber hopes, 
persuade businesses to settle in New Or- 
leans. Few do so, at present. But the Re- 
publican convention brought a rich vein 
of chief executives to town. They have 
been courted assiduously. Can they be 
persuaded to think of New Orleans as 
the place where one gets entrepreneurial | 
briskness as well as Hurricanes, that po- | 
tent local mixture of rum and fruit? | 
| 
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damned elusive Reagan Democrats, who the 
polls say are keen to return to their original 
party. It was just as well they did, for the 
sound system in the convention hall was so 
bad that many delegates could not hear the 
speeches at all, and returned to their hotel 
rooms to watch the events on television or 
try to get a glimpse of Arnold Schwarze- 
negger at a party given by the gun lobby. 
(Under pressure from his in-laws, the Ken- 
nedys, Mr Schwarzenegger did not stay 
long.) Substance may have its little victories 
over style, but politicians come second to 
movie stars. 
























Ronald Reagan 


The last hurrah 


NEW ORLEANS A 


HE speech he gave for Mr Barry Gold- 
water in the presidential election of — 
1964 brought Ronald Reagan his first fame. _ 
Conservatives loved it, but most Americans 
rejected Mr Goldwater as an extremist and _ 
Mr Reagan as a second-rate Hollywood - 
actor. Y 
On Monday Mr Reagan was back, say- 
ing much the same things as.he did 24 years _ 
before. He was applauded to the echo by Re- 
publicans of every stripe, and probably by a " 
lot of Democrats watching television as well. 4 
Whereas Mr Reagan 24 years ago had dwelt 
chiefly on the possibilities that lay ahead, he _ 
was on Monday able to talk of his - 
achievements. À 
Many factors have played a part in the 
transformation of American politics over ~ 
the past quarter century. One of the biggest 
of them is Mr Reagan. His performance in 
New Orleans—the things he said in his 
speech to the Republican convention and - 
the things he left out—help to explain the 
change. | 
The debogeyfication of Mr Reagan be- 
gins when he comes to the platform—or, 
more significantly, to the television screen. 
He is a cheerful, confident type, reassuring, 
unthreatening. He puts people at their ease. 
In this, the manner of his delivery is often 
more important than what he is saying. His 
speech on Monday, for instance, contained 
more than its share of end-of-term reporting — 
("nearly half of all mortgages taken out on 
family homes in 1986... were actually old — 
loans being refinanced at the new lower 
rates"). It could perhaps have said rather _ 
fs 
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more about Mr Bush (“George played a ma- 
jor role in everything we've accomplished"). 
It was rich in sentimentality and clichés so 
banal as to sound crass (“Twilight? Not in 
America. Here, it’s a sunrise every day’). It 
did not matter. His words were delivered 
with such relaxed charm that he could have 
said the world was square. But Mr Reagan 
also knows what his audience wants to hear. 

Attacks on the opposition ("those lib- 
eral elites") are obligatory. So is a joke or 
two ("I can still remember my first Republi- 
can convention. Abraham Lincoln giving a 
speech that sent tingles down my spine"). 
Mr Reagan's most effective joke is the self- 
deprecating one. Above all he understands, 
as perhaps neither Mr Bush nor his Demo- 
cratic opponent does, that the ideology of 
America is populism. The basic document 
begins "We, the people", as he pointed out 
to the convention, and sprinkled through- 
out his speech were other references to the 
selfsame people, those who take pride in 
their individualism and remain ever-suspi- 
cious of governments. “I believe that God 
put this land between the two great oceans 
to be found by special people from every 
corner of the world," he declared. 

He did not declare how practice, par- 
ticularly in recent times, has departed from 
theory. Yet part of Mr Reagan's appeal is 
that his zeal is tempered by caution. Ameri- 
cans like to hear all those attacks on commu- 
nism and big government. They also like to 
know that the third world war is not about 
to break out, and that the government will 
continue to send out the social-security 
cheques and the farm subsidies no matter 
how big the deficit may grow. Most dele- 
gates, who had come to New Orleans to 
nominate a man whose career has been 
largely built in government service, showed 
no signs of unhappiness that Mr Reagan's 
administration is now firmly in the hands of 
practical men like Mr George Shultz and Mr 
Frank Carlucci. 

Of all Mr Reagan's qualities, the most 
obvious, his niceness, may be the most po- 
tent. Mr Reagan says some of the same 
things (about bureaucrats and liberals, for 
example) that Mr George Wallace used to 
say, but without any of the unpleasantness. 
Thus he makes people feel unashamed of 
views (about the poor or the unemployed) 
that might otherwise have embarrassed 
them. He has made it respectable to be a 
right-wing Republican. 

Although it was Mr Reagan's hardline 
views that caught the eye of conservatives in 
1964, it was his niceness that won him the 
election in 1980. Many Americans that year 
were longing to vote for him rather than the 
dispiriting Mr Jimmy Carter, yet nervous 
lest they should elect a crazed anti-commu- 
nist actor who would plunge the country 
into war. When they saw him on television, 
it was his amiability that came across, reas- 
suring the viewers that he was not, after all, 
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so frightening. Mr Reagan's affability is 
disarming. 

The party managers were worried this 
week that the presence of Mr Reagan in New 
Orleans during the convention would con- 
tinue to overshadow that of his loyal subor- 
dinate, as it has done so completely for the 
past eight years. They therefore ensured 
that Mr Reagan would leave town the day 
after he spoke, exchanging hails and fare- 
wells at the airport in a brief ceremony de- 
signed to show the two men as equals. In 
fact, Mr Bush may be more than the equal of 
Mr Reagan in terms of intellect and adminis- 
trative ability. In terms of his rapport with 
Americans, however, Mr Reagan may have 
no equals for years to come. 





The contras 


Victims of 
politics 


OR the Nicaraguan contras waiting anx- 

iously for good news from Washington, 
this has been a puzzling and deeply discour- 
aging week. True, on August 10th the Sen- 
ate passed, by 49 votes to 47, a carefully con- 
structed bill drafted with Republican co- 
operation to provide $27m in new 
humanitarian aid, starting on October Ist. 
The bill also promised the release of $16m in 
military aid already stored in Honduran 
warehouses—if the president requests it and 
Congress passes a joint resolution approv- 
ing his request. 

But the approval of the bill by the White 
House, which had been expected, was at the 
last moment not forthcoming, much to the 
indignation of Senator Robert Dole, the Re- 
publican leader, who had put his best efforts 
into its passage. Consequently the vote for 
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the bill lacked Republican support. And the 


House of Representatives is in any case un- 
likely to approve the release of arms to the 
contras. 

The Democrats in the Senate had good 
reason for supporting the bill. It would have 
done something to paper over the differ- 
ences between Governor Michael Dukakis, 
their presidential candidate, who opposes 
more arms for the contras, and his running 
mate, Senator Lloyd Bentsen, who supports 
them. The bill might also do something to 
defuse the issue in the South, an important 
battleground in this year's elections. In the 
South the contras are more popular than 
they are in other parts of America, largely 
out of fear that a Sandinist victory might 
send floods of refugees into the southern 
states. 

The bill has defects which the Republi- 
cans were not slow to point out. It was at- 
tached to the defence appropriations bi" 
which is almost certain to be vetoed becau 
President Reagan is opposed to some of its 
other provisions. If the Democrats were in 
earnest, the Republicans argued, the bill 
should have been attached to the emergency 
spending bill which is certain to be passed 
promptly. The administration and some Re- 
publicans also complained that the proce- 
dures laid down for getting even humanitar- 
ian aid to the contras were unsatisfactory. 
They pointed out that the CIA, which alone 
could protect the aircraft bearing supplies to 
the contras, would be allowed to do so only 
if Congress approved a new request by Presi- 
dent Reagan for military aid. 

So the first serious bipartisan effort in 
years to tailor a programme of support for 
the contras has collapsed. As Senator Nancy 
Kassebaum, a Republican, observed, We're 
really bankrupt in policy at this point and 
back to zero again." For the contras this 
may be a last straw. 
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The press 
Daily medicine 


DETROIT 


HAMPAGNE corks popped on August 
8th at the Detroit Free Press when the 
newspaper learnt that it had been saved by a 
decision by Mr Edwin Meese, the now-de- 
parted attorney general. Mr Meese had 
ruled that the paper and its competitor, the 
Detroit News, could merge their business 
operations, while maintaining separate news 
staffs, under a joint operating agreement. 

The ruling saved the 157-year-old Free 
Press; its corporate owners, Knight-Ridder, 
had said that they would otherwise close the 
paper. But not everyone was pleased. Some 
critics worry that Mr Meese's decision could 
spell the death of truly competitive 
newspapering in. the 20 or so other cities 

at still have fully independent rival news- 
papers (New York, Boston, Los Angeles, for 
example). The ruling, say these critics, 
means that papers that are not strictly fail- 
ing can now more easily get together to 
monopolise the local market for print 
advertising. 

The crux of the matter is whether the 
Free Press was actually a failing paper, the 
test that, under the Newspaper Preservation 
Act would grant it an exemption from mo- 
nopoly rules. There is no doubt that the 
newspaper has been losing money (more 
than $100m since 1979), but so has its rival, 
the News ($50m). The losses, say the critics, 
come from a foolish competition between 
the two papers and an unwillingness to oper- 
ate in a profitable manner. Several times 
during their intense newspaper war, the 
Free Press has edged ahead of the News in 
circulation. When the newspapers first re- 
quested permission to operate jointly in 
86, the Free Press was behind by fewer 
n 5,000 copies. 

Mr Morton Needelman, an adminis- 
trative law judge, and the Justice Depart- 
ment’s own anti-monopoly division advised 
Mr Meese to reject the newspapers’ request, 
Mr Needelman saying that Detroit was a 
plum market with huge profits to make if 
the papers were run sensibly. Mr Meese ig- 
nored their advice. He was convinced that 
the Free Press could do nothing to reverse 
its losses, and felt that not granting permis- 
sion would have led to a newspaper monop- 
oly in the city. 

The result is that it may now be easier 
for newspapers to claim that they are failing 
and thus be granted an exemption from the 
monopoly laws. Mr Robert Picard, editor of 
the Journal of Media Economics, says Mr 
Meese's ruling means that declines in cir- 
culation or advertising are no longer neces- 
sary to show that a newspaper is failing. Sim- 
ple proof of financial loss should suffice. 

The Justice Department counters that 
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Mr Meese’s ruling is more complex than 
that. It requires newspapers to prove that fi- 
nancial losses are irreversible. The govern- 
ment does not expect a long queue of pub- 
lishers at the Justice Department requesting 
joint operating agreements. 





Farm workers 


Grapes of wrath 


SAN FRANCISCO 


R CESAR CHAVEZ, the Hispanic 

leader of farm workers in the West 
and South West, has embarked on what may 
be his last crusade. He is now 61, in poor 
health and enfeebled by a month-long hun- 
ger strike. This is designed to call attention 
to the use of five pesticides in the produc- 
tion of grapes which he considers particu- 
larly toxic to pickers and consumers. During 
the 1960s and 1970s he inspired the low- 


paid seasonal workers on western farms, 





most of them Mexican immigrants, to form 
a union to demand higher wages and decent 
working conditions, just as industrial work- 
ers do. A decade ago they did so with some 
success. 

His United Farm Workers of America 
has since fallen on hard times. Mechan- 
isation of harvesting and a continuing flood 
of new immigrants have undermined its 


power. So has the resistance of the state's — 
Republican administration to the union- ~ 


isation of seasonal farm workers. The state 
Labour Relations Board, manned by Repub- 
lican appointees, has been slow to approve 
union election results, to check contract 
commitments and clear complaints. The 
union has only 31 contracts with growers to- 


day, compared with 100 in its early days, - 


None of these is with the growers of grapes 


for the table (as opposed to those for wine), - 


although this $190m a year industry is the 
largest employer of agricultural workers in 
California. Dues-paying members are said to 
have fallen from 60,000 to 15,000. 

A four-year-old campaign to persuade 
consumers not to buy grapes has not had 
much effect. Sales remain high as state 
health officials insist that the pesticides used 
on grapes for the table meet state standards 
and pose no threat to farm labourers or con- 
sumers. But Mr Chavez's fast may not be in 
vain. Recently he was visited by the Rev 
Jesse Jackson. Mr Jackson has promised to 
fast for three days and to persuade others to 
undertake similar fasts. Some figures from 
the flm and television worlds have made 
similar promises. 

Moreover, Mr Chavez's crusade comes 
at a time when Californians are particularly 
sensitive to the risks to health posed by the 
use of chemicals by the food, tobacco and 
liquor industries. The five chemicals Mr 
Chavez believes are dangerous to agricul- 
tural workers and to consumers are captan, 
dinoseb, methyl bromide, parathion and 
phosdrin. Two years ago dinoseb was 
banned by the federal Environmental Pro- 
tection Agency, though it changed its mind 
later. 





Historic preservation 


Hallowed ground 


UFFS of the- American Civil War are 
having a whale of a time. It is 125 years 
since the war reached its height—two of the 
most important battles, Gettysburg and 
Vicksburg, were fought in July 1863—and 
celebrations and re-enactments have been 
taking place just about everywhere the minié 
balls flew. New books on the war have been 
published (we review one this week on page 
19) and Civil War re-enactors have found 
themselves on television and in the press. 
Add to this the smell of victory in Con- 
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Looks like a great place for ^ condo 


gress. On August 10th a large majority of 
the House of Representatives voted to buy 
some 600 acres of land next to the Manassas 
National Battlefield Park in Northern Vir- 
ginia in order to save it from being devel- 
oped into a shopping centre. 

The bill must be approved by the Senate 
(where support for it is not quite as strong) 
and pass President Reagan's desk (where a 
veto has been suggested). But if it is enacted 
it will immediately strip the land from its 
current owners, the developers, with the 
promise of compensation to be worked out 
later. It would also close down two roads 
that now run through the battlefield park. 

The two battles of Manassas that were 








Weaver's trade 


CHARLESTON 


OR more than 300 years, blacks in 

South Carolina's lush low country 
have made baskets, weaving the long 
stemmed sweetgrass that grows near the 
beaches into marvellous containers. His- 
torians say the first basketmakers most 
likely came from the rice-growing areas of 
Africa. South Carolina's rice planters pre- 
ferred to buy slaves from regions where 
people knew how to cultivate and "clean" 
the grain, for which a special sweetgrass 
basket was used. 

Today, many of those slaves’ descen- 
| dants make their living from the baskets 
(they are widely sold in Charleston's mar- 
ket area and from crude stands along 
| nearby Highway 17). Mount Pleasant, a 
few miles north-east of Charleston, is said 
| 























to be the only town in America to support 
a community of basketmakers. lt has 
about 100 weavers. The business is a fam- 








ily affair: women do the weaving, men col- 








fought in 1861 and 1862 (they are known to 
northerners as the battles of Bull Run) were 
important. The first ensured that the newly 
formed Confederacy would not succumb at 
the first shot; the second set the stage for the 
South’s later invasion of the North. The 
area was rural then, but just close enough to 
Washington, DC, to permit the city’s elite to 
ride out to watch the first battle, assuming 
wrongly that the northern army would send 
the untrained rebels a-packing. Today, Ma- 
nassas is suburban, surrounded by housing 
estates and shops. It is a dormitory for fed- 
eral bureaucrats. 

The argument over the proposed shop- 
ping centre has gone on for some time and 





lect the reeds, young boys and girls are 
taught the craft. 

But the twentieth century is now en- 
croaching on the age-old trade. Beach- 
front development along South Caroli- 
na's coast is cutting the supply of the grass 
and the weavers’ access to it (private land- 
owners do not take kindly to their expen- 
sive property being invaded by the 
weavers’ menfolk). Not wanting to lose 
their livelihood, the weaver families-have 
banded together to try to secure contin- 
ued access to the reeds. 

At a recent meeting in Charleston 
with state government officials, the 
weavers got some succour. There were 
various suggestions made to help them 
out, Among the proposals were setting up 
a co-operative to collect the sweetgrass, 
experimenting to see whether the grass 
can be persuaded to grow in other spots 
and protecting the reeds by designating’ 











Sweetgrass transformed 





attracted a wide range of comments and 
commentators. It has included charges that 
the area designated for the mall contains un- 
marked Civil War graves (a claim denied by 
those in favour of the mall), Others have ar- 
gued that there is enough development in 
the area already and that more rural land 
should be set aside for recreation. Support- 
ers of the shopping mall, notably a majority 
of the Prince William County’s board of su- 
pervisors, have cited economic reasons for 
developing the land (the county officials say 
they need the added tax revenue to help 
them handle the rapid growth in population 
in the area). 

The Washington Post’s pacifist colum- 
nist, Mr Coleman McCarthy, even chimed 
in with the argument that a battlefield is not 
worth preserving." “What’s so special about 
land where the basest drives of human hate 
and military violence were vented?” he 
asked. 

Debate in the House revolved as mu 
around the methods being used to secure 
the land as over the issue of preservation it- 
self. Opponents questioned the propriety of 
the federal government simply taking pri- 
vate property away from its owners. Others 
argued that the decision to agree on com- 
pensation later might mean that the govern- 
ment will end up paying far more than the 
$10m that the land cost the developers. 

For now, however, the preservationists 
and Civil War fans are carrying the day. lt 
remains to be seen, however, whether in the 
end they will win what Mr Donald Hodel, 
the secretary of the interior, has dubbed 
"the third battle of Manassas”. 





— Ba —— 





them on the National Register of Historic | 
Sites. Meanwhile, the South Carolina 
Coastal Council; a state government 
agency, has promised to train its people to 
recognise sweetgrass when they see it. In 
principle, this means that when develop- 
ers come calling for permits to build 
beachfront flats right on top of the reeds, 
the answer may be no. 
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Africans who can be saved, 
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ing them want to grow food 






Why do some African governments stick to tough economic reform, and 


others 
that retorm has its best 


ive it up? The ta fetibaces of Ghana, Zambia and Nigeria suggest 
chance in disastrously poor countries which 


ave 


new military governments and are of no interest to foreign powers 


EEK ye first the political kingdom”, 
said Kwame Nkrumah, Ghana’s first 
president. Black Africa's liberators, he 
meant, should not worry unduly about eco- 
nomics. Most took his advice, so kept the 45 
black countries south of the Sahara in pov- 
erty and penury. Disaster at home and debts 
abroad have driven more than half of them 
to seek financial help from the mF and the 
World Bank. In return they have adopted re- 
form programmes that usually require them 
to let the market set prices and to liberalise 
trade, devalue their currencies, cut food sub- 
sidies and sack civil servants. 

Such reforms hurt, and the people who 
get hurt put pressure on their governments 
to go back to their bad old ways of extrava- 
gance and state control. A few governments 
that have not been able to stand the pres- 
sure have given up the attempt altogether; 
most have plodded on, with varying deter- 
mination. Politics makes the difference. 

@ Ghana, which led the revolt against eco- 
nomic reason, now gets full marks for trying 






THE ECONOMIST AUGUST 20 1988 


to restore it. The country began life in 1957 
with a GDP per person roughly the same as 
Mexico's and South Korea's. For the next 
25 years its people's real incomes fell by an 
average of 196a year. Flight-Lieutenant Jerry 
Rawlings removed a dictator in a coup in 
1979, then handed power to a civilian gov- 
ernment whose lazy corruption disgusted 
him so much that he overthrew it in 1981. 

Mr Rawlings still flies the banner of 
revolutionary socialism. But within two 
years of his second coup he had called in the 
IMF and asked for the full dose of economic 
medicine. The main aid donors, who had 
virtually abandoned Ghana, remained sus- 
picious. But the World Bank wrote him a 
policy which included devaluation, the abo- 
lition of petrol subsidies and price controls, 
and massive sackings of public employees— 
and lent him a little money. 

Five years on, the Ghanaian cedi is 
worth a sixtieth as much against the dollar 
as the government had pretended it was 
worth in 1983. Import prices have shot up, 








and 81,000 civil servants have been sacked. 
Things are tough, but better: since 1983 real 
GDP has grown by an average of 6% a year, 
cocoa producers get more than half as much 
again as they used to, foreign-exchange 
earnings are up, and the World Bank is 
backing a job-creation programme. 

e Zambia, in 1981, signed an agreement to 
borrow 1 billion dollars from the IMF over 
three years—the largest sum the Fund had 
handed over to a black African country. 
President Kenneth Kaunda's reform pro- 
gramme was Washington's showpiece. 

In 1986 the government cut food subsi- 

dies again. Riots in the copper-mining towns 
killed at least 15 people. The government 
slapped the subsidies back on, and made 
matters worse by nationalising private 
maize-milling companies. It stopped trying 
to keep the currency at something like its 
market price, decreed a new, higher, ex- 
change rate and sent the IMF advisers home. 
Zambia was declared ineligible for any more 
loans first by the Fund, then by the Bank, 
then, this year, by America. 
e Nigeria, black Africa's biggest oil pro- 
ducer, owed about $25 billion in foreign 
debts when Major-General Ibrahim 
Babangida took it over in September 1985. 
The government had stopped paying its 
bills. Industry, without spare parts or raw 
materials, had stopped working (unemploy- 
ment tripled berween 1979 and 1986). Low 
producer prices had crushed the farmers. 

General Babangida, proclaiming na- 
tional independence, rejected a loan, on the 
usual stiff conditions, from the ime. His own 
reform programme was written with help 
from World Bankers. The currency has been 
devalued to less than a quarter of its official 
rate at the end of 1985. The bureaucracies 
that controlled agriculture and licensed im- 
ports have been abolished. 

The ie liked it, as far as it went. But 
petrol still costs less than ten American 
cents a litre, after a 396 price rise in April. 
Even that tiny increase brought the big 
unions out on strike, and university stu- 
dents rioted. This year's budget was some- 
what reflationary, so the IMF worries that re- 
form is faltering—and the Nigerians are still 
not paying their commercial debts. 


Who gets hurt? 


In the long run economic reform promises 
good things for everybody except the cor- 
rupt. In the short run the chief gainers are 
farmers, as food imports get dearer and pro- 
ducer prices for crops rise. Three-quarters of 
all black Africans live in the countryside, 
and most of those are farmers; but they are a 
weak lobby, scattered in small villages, ill- 
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trade unions and unaccus- 
ed to joining political parties. 

- Abolishing subsidies on food and 

I hurts the urban poor; raising im- 
port prices hurts the urban bourgeoi- 
e. If the townspeople riot, or plot, 
hey can bring governments down. 
ambia, its agriculture neglected, is - 
e least rural country south of the 
ahara. Almost half its people live in 
lie towns around the copper mines, 
eady to riot. 

Just as dangerous to reform, and 
ven more open in their self-interest, - 
re the soldiers, civil servants and 


m 


anding out foreign exchange and 
mport licences. Zambia has been run by the 
me party and by the same people since 
957, That well-established clique was as 
een to undermine the reforms as were the 
ioting mobs. In Ghana, on the other hand, 
succession of short-lived rulers had repeat- 
sacked swarms of civil servants to make 
m for their own relations. The Ghanaian 
aucracy was not competent even to de- 
its own interests. ` 

Ghana has done well because its aaier 
$ complete. After the drought and forest 


THE fastest-growing economy in Af- 
- K rica, if one may be slightly vague 
; bout geography, wants to play Hong- 
kong to South Africa’s China. The gov- 
ernment of tiny Mauritius, 1,500 miles 
© from South Africa's coast, argues loudly 
for sanctions against apartheid —which i is 
not. surprising, in view of Mauritius's 
mixed-race population and the benefits it 
expects from South Africa's isolation. But 
ve Mauritians do not necessarily act as 
they advise. 

Much-colonised Mauritius got its 
name from the Dutch, who called the 
place after Prince: Maurice of Nassau; its 
most widely spoken international lan- 
> guage from the French; and the bulk of its 
. population by grace of Britain, which im- 

. ported Indian workers after slavery had 
been abolished. Mauritians óf Indian ori- 
gin are peaceably jumbled together with 
= those of European, Chinese, African and 
. Arab descent—let alone the population 
générale, whose racial origins are wonder- 
fally confused. The Indians run the gov- 
rnment, the Europeans big business and 
he Chinese the shops. 
In the 1970s the island had a classically 
. vulnerable economy: a single product and 

export—sugar—whose price was being 
dragged down by world overproduction. 


: Instead of borrowing their way deeper 
= 
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A decade of decline 
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fires of 1983 no imports at all were on sale in 
Accra; a World Banker, deprived of toilet 
paper and imported food, put it bluntly: 
“When the rich can’t eat and can’t shit, 
even they start wanting change.” Those who 
fiddled foreign currency might smuggle in 


an air-conditioner, but there was no electric- 
ity to make it work. Not even Zambia is that . 


far down the pit, and the rich in Nigeria can 
still have a good life, even though national 
income per head (in terms of dollars) is only 
a third of what it was three years ago. 
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One naughty way to salvation - 


into trouble, the Mauritians decided to 
copy the East Asian tigers and set up an 
export-processing zone E with 
generous tax incentives. (They also ran a 
startlingly successful campaign to cut their 
birthrate.) Foreign investment came from, 
among others, South Africa. Manufac- 
tured exports are now worth more than 
twice those of sugar. The economy has 
been growing at 5-796 a year for four 
years. The island makes anything from cut 
diamonds to gumboots, but its big success 
has been cheap clothes. 

Success breeds envy. The quotas im- 
posed by rich countries are now starting 
to restrict Mauritian exports of clothes, so 
it is looking for other ways to earn a living. 
To attract new capital for diversifying its 
industry, it is setting up a stock exchange 
later this year. To encourage banking, it 








4 os Nigeria-watching bankers 


could blame hes mess on. a Gores gov- 
ernments. Experience helped too. Mr 
Rawlings blamed "bad men" for the 
economy's failures, and jailed some 
traders; but the second time round he 


29] knew that IMF policies, as well as 


moral uprightness, are needed for 
43] . success. President Babangida served 
in previous military governments and 
saw them mess things up. 

are 
gloomy because President Babangida 
49} seems sincere in promising a return to 


E democracy by 1992, and has already 


4. held some local elections. He has dis- 
` qualified all previous and present of- 
fice-holders (including himself) from politi- 
cal life. But wheel er-dealers in the tribes and. 
the mosques, the universities and the 
unions, ran the old political parties, and are. 
waiting to bring back the old cheap-har@ 
currency-for-the-few regime. 
Honest governments can offer nastier 
medicine. Mr Rawlings and his senior ; 
ciates live simply, and are consic 
President Babangida's team is- 
sleaze of the elected civilians who ran Nige- 
ria in the 1970s. The reputation of President 
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relaxed exchange controls in this year's. | 
budget, and plans to abolish them alto- | 
gether within. few years. Allthisis meant | 
to tempt in money frightened away from | 
South Africa by the threat of further sanc- 
tions. The Mauritian Trade Office in 
Johannesburg has been shipping i in inter- 
ested businessmen. i 

The government's pursuit of Sade i 


- African money carries a political risk. | 


Mauritius's main parties ate all called "so- | 
cialist” or “militant”, or both; and in Oc- 
tober last year the foreign minister made. gh 
an eloquent and vitriolic attack on South | 
Africa in the United Nations, calling for 
tough sanctions. The prime minister, Mr 
Aneerood Jugnauth, whose Militant So- 
cialist Movement dominates the ruling co- 
alition, was therefore embarrassed when it 
emerged in January that he had made a 
secret trade agreement with South Africa. 
He then enraged his critics further by a 
fast move to grab air traffic to Australia, 
when South African Airways was banned. 
from landing there in October 1987: the 
Australians agreed to let Air Mauritius fly 
to Sydney and Perth, so it now serves 
South African passengers. 

Mr lugnauth is unlikely to dinge 
course. Too much South African money 
is looking for a friendly nearby home, and 
Mr Jugnauth: is determined to sustain a 
growth rate that earns him plaudits from 
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Kaunda's entourage makes calls for austerity 
sound like hypocrisy. 

Well-timed luck is what reformers need 
most. After years of drought, Ghana had 
good rains soon after its reforms were intro- 
duced. Zambia’s copper slumped as Presi- 
dent Kaunda tried to get his reforms going. 
Since he stopped the reforming the copper 
price has shot up, but Zambia cannot afford 
to pay for spare parts or skilled white min- 
ers, so production is falling. Nigerians blame 
their calamities on the oil price. 

t reformers do not need is the secu- 
rity of a foreign paymaster. The United 
States considers Egypt and Sudan to be geo- 
politically interesting, and they are therefore 
the two highest aid recipients in Africa. 
Both their economies badly need reforming, 
but both are resisting IMF and Bank pressure 
because they think they can rely on their 
rich friend to bail them out. 





-mexico 


When top dogs 
fall, they get bitten 


FROM A CORRESPONDENT IN MEXICO CITY 


HERE was not much real venom in the 

cries of “Judas” at the first meeting of 
Mexico's new Chamber of Deputies on Au- 
gust 15th. Their target was Mr Darwin Gon- 
zalez Ballinas, who had defected from the 
ruling Institutional Revolutionary party 
even before taking up the seat he won in Ju- 
ly’s election. Some of his former party col- 
leagues were also wondering whether they 
have a future in the PRI. 

Because the election cost the party its 
previous unquestioned pre-eminence, it can 
no longer reward the disciplined loyalty it 
' iÀmands. Mr Gonzalez says he went over to 

Ir Cuauhtemoc Cardenas's left-wing Na- 
tional Democratic Front because it "repre- 
sents the true hope for change". He may 
have had a more obvious motive. The elec- 
tion showed that most voters in the state of 
Tabasco, which he represents, are disen- 
chanted with the PRI, so leaving the party 
seemed the best way of looking after his own 
future. The pri’s former director in Tabasco, 
Mr Andres Manuel Lopez Obrador, had al- 
ready defected to the Front, and taken many 
of the PRI’s local activists with him. Mr Lo- 
pez will be the Front's candidate in the com- 
ing election for the state governorship. 

Mexico's president-elect, Mr Carlos Sa- 
linas de Gortari, will have to cope with the 
novelty of a serious opposition. Noisy street 
demonstrations have been demanding the 
annulment of the election, on the ground 
that it was rigged. In the new Congress the 
president's PRI outnumbers the opposition 
by barely 20 seats; and Mr Gonzalez is un- 
likely to be the ruling party's last defector. 
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Mr Salinas's calls for "modernisation" and 
"democratisation" are a threat to many of 
its old hacks. 

Some PRI people have already been sac- 
rificed on the altar of modernisation. The 
party let Mr Raul Sifuentes Guerrero be its 
candidate for deputy in the northern state 
of Coahuila in return for his loyally giving 
up the mayoral candidacy to a party nomi- 
nee from Mexico City. He lost. 

Other people, however, President-elect 
Salinas cannot afford to alienate. Take Mr 
Guillermo Jiminez Morales, who was ac- 
cused by modernisers of trying to rig the 
election in Mexico City, where he is the PRI's 
president. He was dissuaded from his fraud- 


Di 


The left shows its teeth 


ulent intentions, but at a price. He is now 
the party's leader in the Chamber of Depu- 
ties. It was the party's old guard in some of 
the most backward areas of Mexico that 
gave Mr Salinas his narrow victory. The 
modern cities, by and large, supported the 
opposition. The Great Moderniser will not 
be allowed to ignore that. 

With such a slim majority in Congress, 
Mr Salinas may find he is the prisoner of in- 
terest groups within his party. He has been 
trying to charm the octogenarian labour 
leader Fidel Velazquez, whose Mexican 
Workers’ Confederation is godfather to 
about 50 PRI congressmen. Mr Velazquez 
campaigned hard against Mr Salinas’s nomi- 
nation for president, and accepted it only 
with warnings that the workers’ tolerance of 
austerity has limits. The oil workers’ and 
teachers’ unions have about a dozen con- 
gressmen. The unions’ patience is already 
thin. This week they were persuaded to re- 
new an unpopular agreement to hold down 
wages and prices. Real wages have been cut 
by half in less than five years. Mr Salinas will 
not find it easy to demand another slice. 
ae t 





Latin America 


Not again, please 


Aj yen the past few years the blossomi 
economies of Western Europe id 
North America have made it hard for gov- 
ernments there to lose elections. In Latin 
America the economies are sagging and the 
voters are defecting. The average Latin is 
poorer now than he was in 1980. Most Latin 
governments have prescribed, with varying 
consistency, painful economic medicine. 
The voters are turning to left-wingers who 
promise sweeter drugs. 

Mr Rodrigo Borja was sworn in as presi- 
dent of Ecuador on August | 1th. His prede- 
cessor was Mr Leon Febres Cordero, a 


favourite of the Reagan administration and - 


the International Monetary Fund—but not 
of many Ecuadorans. The candidate Mr 
Febres Cordero backed came third in the 
election. 

More voters favoured Mr Abdala 
Bucaram, the runner-up; he is a left-wing 
populist whose antics at one moment 
seemed likely to bring the army out. The 
new president is moderate by comparison. 
While saying that foreign banks should 
share responsibility for the country's debt, 
Mr Borja does not threaten a moratorium. 
But he has lost no time in marking his dis- 
tance from the policies of Ecuador's previ- 
ous government. He has quickly restored 
diplomatic relations with Nicaragua's left- 
wing Sandinist rulers. His inauguration was 
attended by the greying doyen of Latin 
American communism, Mr Fidel Castro; it 
was his first trip to South America for 17 
years. 

In Mexico it was the left-wing opposi- 
tion that provided the big challenge to the 
ever-ruling Institutional Revolutionary 
party in July’s elections, not (as most people 
had expected) the economic rationalists of 
the right. In Argentina, where elections are 
due next year, the populist candidate of the 
opposition Peronist party, Mr Carlos 
Menem, seems likely to win. He thinks the 
ruling Radical party has been unduly kind to 
foreign banks, though he too denies that he 
is plotting a moratorium. 

Venezuela’s next president will be 
elected in December. The favourite is Mr 
Carlos Andres Perez, best known for his 
nationalisation of the oil industry when he 
was president in the 1970s. These days he 
promises to take a tougher line with foreign 
banks than does the present government. 
His chief opponent shares much of his ideol- 
ogy. The record of Bolivia's government, 
which has cured 20,000% inflation, will be 
put to the vote next year; the verdict will 
probably go against it, and in favour of the 
left-wing opposition. In Brazil the fortunes 
of the left-wing populist Mr Leonel Brizola 
brighten as the prospects for the economy 
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irbtn Helis Aa Garcia. The cart 
s been hyper-inflation, which encourages 
> Peruvian right to hope it might win the 


ight, however, Peruvians will pick. a man 
urther left than Mr Garcia. Peru's next 
esident could well be Mr Alfonso 
rrantes, a Marxist. 

. Pessimists see a pattern in Latin Ameri- 
n politics. Badly run economies lead to 
lections in which disgruntled electorates 
te for candidates who offer to make life 
emporarily easier, meaning (mainly) left- 


90 presidential election. If the polls are 





wing Se The army - gets 


mess of the economy, apart from doing 
other things people dislike. So democracy 
comes back and, the economy still being in a 
mess, the centrists who first inherit it come 
under challenge from candidates who offer 
to make life easier . | 

But the gloomy pattern leaves room for 
hope. These shared histories may have 


cand after a time starts throwing the le fewing o OL 
‘rascals out. The army then makes its own 


taught this decade’s left-wingers to recognise - 


the cost of defying generals and foreign 
banks. Might the air dires be 
stopped? 
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AYBE, if the shooting stops, Visit- 
. ing Angola will get a little easier. It 
ould not be much harder. Anyone who 
ants to drop i into Luanda for a few days 
needs permission from the government 
efore applying for a visa. Catching an 
ngolan minister at a cocktail party 
broad is usually the best way to fish for 
n. invitation, although one successful 
applicant asked an East Timorese ac- 
uaintance to speak to a chum in Mo- 
--tambique who knew someone in Lu- 
| anda. Obrigado comrade, as they say in 
|. the former Portuguese colonies. 

| ^ Patience is the key to many Middle 
| Eastern countries. Iraq tends to keep a 





then announces that the visa has been 
- granted and the flight leaves in 24 hours. 
: You may not want to stay long, because 
the government insists that. anyone who 
spends more than five days in the coun- 
try must have an AIDS test. Certificates 
from foreign hospitals do not count. 
Other Middle Easterners demand 
faith. Saudi Arabia is said to have re- 
| fused a diplomat. who, required to state 
.. his religion, wrote “atheist”. He was per- 
. suaded to pretend to Christianity for the 
_ sake of his career and country. 

.. Timing is everything on the Trans-Si- 
; berian Express from Beijing to Berlin. 
; The Russians require both. Polish and 
.. Mongolian visas before they will issue a 
: transit visa. Passengers in Beijing scurry- 
| ing between the two consulates discover 
_ that the Mongolian one is open for half 
.an hour twice a week, They then spend 
two mornings trying to get into the So- 
viet consulate by noon—once to drop off 
-the passport, and again to pick it up. 

cc Officials on the Zairean side of the 
Congo. river insist that passengers cross- 
ing on the ferry must have a laissez- 
passer as well as a Zairean \ visa in order to 
get into o their country. Either can 1 be ob- 





< visa applicant waiting for a year or so and - 





tained at the Zairean consulate i in. NE. 3 
ville, but not both: the consulate claims - 
one of them is redundant. The attitude 
of their colleagues on the opposite bank i 
may be influenced by the government's. 
wish that visitors should take the ten- _ 
minute, $350, Air Zaire flight to 
Kinshasha—for which a laissez-passer is 
unnecessary. | 

For sheer volume of useless paper- 
work the prize must go to Burma. The 
entire one-hour flight from Bangkok to 
Rangoon is consumed with filling out - 
forms; there is no time for lunch. It is all 
part of the Burmese government's vain 
attempt to fight the black market. 
Money, watches, cameras are carefully 
tallied—but all for nought, for a visitor 
can acquire enough Burmese kyats to 
travel in style for a week by selling. at 
Rangoon airport the whisky and ciga- 
rettes bought duty-free in Bangkok. 

Burma's preoccupation with smug- 
gling is matched by American worries 
about green, growing things. One return- -| 
ing American citizen conscientiously ob- | 


have it confiscated because she did not . 


have a permit for the earth. 











pressures for more sanctions agait hst 
South Africa is growing, and the limp 
ones already in force may be starting to 
cause some trouble for the South African 
economy. On August [1th the American 
House of Representatives. passed a bill that 
would require complete disinvestment by 
American firms from South Africa (new in- 


 vestment has been forbidden since 1986), 


ban most trade (rather than just South Afri- 
can exports that annoy protectionist lobbies 
in America) and end almost all military and 
intelligence co-operation between the two 
countries. The next day South Africa an- 
nounced a folderful.of regulations designed 
to soften the effects both of existing trade 
sanctions and of businessmen's reluctance 
to bet on South Africa's future. 

The American bill will probably be wi. 
tered down by the Senate. But the Demo- 
cratic majority in Congress seems deter- 
mined that sanctions should be stepped up, 
and so does Mr Michael Dukakis, the par- 
ty's presidential candidate. The South Afri- 
zans are right to be alarmed. Last year their 
exports to America were worth just over half 
their average annual value in 1983-85; gov. 
ernment-imposed sanctions and consumer 
boycotts were the main reason for the dra- 
matic fall. 

South Africa made it up bye exporting to 
countries that had not imposed sanctions, 
especially Japan. The new American bill, 
however, provides for (admittedly, rather 
tricky) retaliation against countries which 
profit by snapping up the business that 
American firms turn down. The South Afri- 
cans protest that America should not pre- 
sume to regulate the world’s commercial 
morals; but Japan's government is warnine 
its businessmen that trading with South A 
rica may get impolitic. 2 

Until riots engulfed many of South Afri- 
ca's black townships in late 1984, the coun- 
try could afford to lose a few exports to the 
sanctions lobby. Foreign firms were eager to 


_ invest in South Africa, so a current-account 


deficit could be painlessly balanced out by a 
surplus on the capital account. Since the up- 
rising, however, the United States and a 


number of other countries have stopped 


new investment in South Africa. 
. Businessmen do not need much re- 


Meridie. Involvement in South Africa costs 


European and North American companies 
so much goodwill among customers and 


shareholders that two-fifths of them have 


. | . disinvested. Western banks still provide the 
tained an Agriculture Department per- |} 


mit to import a potted plant, only to f 


South Africans with short-term credits to f- 
“hance trade, but that is small relief. Despite 





East Asia, South Africa's 
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FROM A CORRESPONDENT IN KHARTOUM 


| he before the downpour of August 
| 4th-5th dumped six times as much 
| rain on its capital as fell in the whole of 
| 1987, Sudan did not work. The drains, 
| the power supply, the transport system, 
| the bakeries were often out of action. So 
| was the government and its civil service. 
| The latter are even worse off now. They 
| cannot cope with acres of thick, sucking 

mud and vast stagnant pools where, only 
| two weeks ago, stood solid houses or 
| shacks of mud and rags. 

More than 100,000 homes have been 
| destroyed, and maybe 1.5m people left 
| homeless. The effort to help them works 
no better than anything else, Com- 
passionate foreigners have sent tents, 
food and medicine. The government says 
it needs much more. The donors, official 
and charitable, look on, dismayed, and 
wonder where their shipments have gone. 

The helpers’ main concern, but not 
necessarily the government's, is for the 
hideous squatter camps, swelled in recent 
years both by drought and by the efflux 
from the civil war in Sudan's south. The 
rural poor, their cattle stolen and their 
crops withered, have drifted to the dim 
lights of the big city. The government 
wants them to stay away, and knows that 
the better the camps, the more will come; 
so 700,000 or more destitute Sudanese 
live without electricity, sewerage or a sure 
water supply. 





try will have trouble servicing its debts. That 
might make even trade-credits harder to get. 

Hence the new regulations. The govern- 
ment hopes to keep imports out with a new 
batch of tariffs: 110% on cars, 6096 on lux- 
“ury foods, 20% on imported capital goods. 
Hire-purchase, which makes foreign goods 


all too tempting to South Africans, has been 


made more expensive. South Africans who 
live abroad but have assets in South Africa 
will in future be entitled to take out only 
R300,000 ($125,000) a vear at the usual ex- 
change rate; anything they earn beyond that 
must be exchanged at a lower rate, and may 
. not be allowed out at all. 

The new controls were announced by 
.Mr Barend du Plessis, the finance minister. 
- He sides with those South Africans who be- 

lieve that the best answer to sanctions is to 
do without the outside world: rather than 
worrying about its export earnings, South 
Africa should make the goods it needs at 
home. Other South Africans, including the 
central bank governor, Mr Gerhard De 
Kock, reckon that this policy of "inward 
industrialisation" would be suicidal; they 
are furious with the government's new mea- 


36 


Aa = 


Sudan’s head under water : a 
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The settlements were already a na- — 


tional embarrassment. The rains have 
made them a disgrace. The vacant plots 
the squatters occupy lie mostly on the low 
land near the Nile. The floods reached 
even more of them than of Khartoum's 
settled people. The government's first 
idea was that it would look after the peo- 
ple in legal settlements, leaving the squat- 
ters to the foreign agencies and charities, 
which are better equipped and better. 
organised. But the relief supplies are 
enough for barely a fifth of the squatters. 

The government now says it will try to 
help everybody. There is little sign of in- 
tention turning into practice. Trucks in 
working order are scarce. The few to be 
seen on the move drop impossibly small 
amounts of grain or inadequate numbers 
of tents in areas where thousands are liv- 
ing in the open. Even more people at once 
rush in to share them. 

Conspiracy theorists claim, with little 
evidence, that the supplies go to the black 
market or to army messes. Straight poli- 
tics is a likelier explanation of why the 
flood's poorest victims are not getting 
much help. Aid is channelled to neigh- 
bourhood committees through political 
parties. Most squatters are animists or 
Christians recently arrived from the 
south, and have no parties. Settled peo- 
ple, by contrast, can look to the populist 
Islamic Front, a member of Mr Sadiq el 


sures. One newspaper complained that, in 
helping to cut South Africa's remaining 
trade links with the world, Mr du Plessis had 
joined the sanctions lobby. 

The free-traders would like to tackle the 
trade deficit by raising interest rates and al- 
lowing the rand to depreciate. The ruling 
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And not a drop to 
Mahdi's jumbled coalition government. 

Being criticised by foreigners irritates 
the government, especially when the crit- 
ics are aid people who ride around in four- 
wheel drive vehicles while government 
ministers’ old Mercedes break down. 
Even more, the government resents hav- 
ing to face the people it would rather for- 
get. Mr Sadiq and his defence minister 
(who heads a committee set up to deal 
with the floods) have both: met hostile 
crowds in the inundated areas. 

In 1985 widespread discontent drove 
President Numeiri from the dictatorship 
he had held since 1969. Nobody is likely 
to drive Mr Sadiq out just yet. The army, | 
itself divided into factions, would presum- 
ably prefer to leave the mess to the civil- 
ians to sort out. It is hard to see how the 
present team, or anybody else for that 
matter, can do it. 





National party's appetite for economic regu- 
lation reminds them of its past attempts to 
regulate society: even the government now 
seems to realise that apartheid, leave asi 
the question of its morality, is impossible 
administer. 

The free-traders argue that the same dif- 
ficulties will apply to these regulations. They 
also fear that tariffs on capital and interme- 
diate goods, which make up four-fifths of 
South Africa's imports, will hurt South Af 
rican industry, and so retard growth. That is 
no small matter. The country's population is 
growing by 2.596 a year, and this vear the 
economy will probably grow at the same 
rate. As time goes by, a dearth of new invest- 
ment will slow things down still further. If 
black unemployment grows, so will black 
unrest. 

Nobody expects things to get better un- 
less South Africa regains the favour of for- 
eign businessmen and banks. This prompts 
the free-traders to say that the economy will 
not recover until the government is willing 
to risk bold political reform. Judging from 
that Washington vote, they may be right. 








EUROPE 


Behind the master s back 


FROM A MOSCOW CORRESPONDENT 


OOR Mikhail Gorbachev: the minute 

his back is turned, one of his supposedly 
loyal lieutenants whets a knife for it. 

It was while Mr Gorbachev was in Yugo- 
slavia in March that the notorious "Nina 
Andreveva letter", later condemned as an 
anti-perestroika manifesto, was circulated to 
Soviet newspaper editors with the recom- 

endation of the official Tass news agency. 
It also apparently had the blessing of Mr 
Gorbachev's conservative number two, Mr 
Yegor Ligachev. Its publication in a conser- 
vative newspaper was followed by a painful 
silence of several weeks until Pravda pub- 
lished a counter-attack composed by the 
Gorbachevists. An uneasy truce ensued. 
Now much the same has happened again, 
with one of the same leading characters play- 
ing the same role. 

Hardly was Mr Gorbachev off this 
month to his holiday dacha in the south of 
the Soviet Union than Mr Ligachev—who 
is officially in charge of Kremlin business 
while the boss is away—was at it again. On 
August 5th he delivered a pugnacious 
speech in the city of Gorki, where he went 
on a well-televised walkabout. Among other 
things, Mr Ligachev said that anything like a 
western idea of the marketplace was incom- 


Ligachev stings 
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patible with true socialism. Since a. sharp 
move towards market economics is the 
centrepiece of what Mr Gorbachev is trying 
to do, this was no doubt intended to sting. A 
few days later one of Mr Gorbachev's closest 
advisers, Mr Alexander Yakovlev, felt the 
need to make two speeches, in the Baltic 
capitals of Riga and Vilnius on August 10th 
and 12th, to try to undo the damage. 

Unusually, the bickering on this occa- 
sion reached into the field of foreign policy, 
and in particular the ideology on which for- 
eign policy ought to be based. At the end of 
July a conference had been held in the So- 
viet foreign ministry, attended by senior 
ministry men, diplomats on leave from posts 
abroad and other officials involved in the 
subject. The foreign minister, Mr Edward 
Shevardnadze, told the conference that Mr 
Gorbachev had buried the idea of the world 
as the scene of a "struggle between opposing 
systems’. When the world was threatened 
by nuclear weapons and ecological disasters, 
to which nobody was immune, he argued, 
"peaceful coexistence" had to take prece- 
dence over the struggle against capitalism. 

Mr Ligachev does not see things that 
way. In Gorki he asserted that such ideas 
"merely sow confusion in the minds of the 
Soviet people and our friends abroad." He 
prefers the simpler dogmas of the Brezhnev 
era: "We start from the class character of in- 
ternational relations," he said, adding that 
there must be no "artificial slowing down of 
the social and national-liberation struggle." 
In sum, undermine capitalism and support 
Marxist movements in the third world, even 
if the West hates it. 

Enter Mr Yakovlev to speak for the 
holidaymaking Mr Gorbachev, with the 
message that the various parts of human- 
kind share interests that override class con- 
flicts. ‘Marxism’, said Mr Yakovlev, in 
words that must have had its founder spin- 
ning in the grave, “is the understanding of 
common human interests from the view- 
point of history and the perspective of the 
development of mankind, not just certain of 
its countries and classes, peoples and social 
groups.” 

The dispute is the first in which Mr 
Ligachev has stood out publicly against Mr 
Gorbachev’s attempt to give Soviet foreign 
policy a new direction. The Gorki interven- 





Yakovlev swats 


tion is a reminder that, if Mr Gorbachev 
makes some blunder great enough to cause 
his replacement (by whom? well, think of a 
name) it is not just at home that perestroika 
could be rolled back. The reminder, presum- 
ably, was aimed mainly at the home audi- 
ence; but the world will have heard. 

Not that Mr Ligachev seems to have ac- 
cepted much of the Gorbachev line at home 
either. He made it clear in Gorki that the 
capitalist market, with its unemployment 
and social divisions, was no model for Rus- 
sia. True, for the first time he accepted the 
need for a “socialist market”. Mr Yakovlev 
retorted from Riga that, in effect, it does not 
matter whether you call a market socialist or 
capitalist, so long as people benefit from it. 
As Mr Deng Xiaoping likes to say in China, 
who cares whether a cat is black or white so 
long as it catches mice? 

Mr Ligachev vigorously attacked the 
new Soviet phenomenon of strikes. "How 
can workers in a workers’ state strike against 
themselves? Its absurd." He also con- 
demned the recent wave of protest dem- 
onstrations, which Mr Gorbachev has 
praised as fine examples of perestroika at 
work. To Mr Ligachev they are “extremist 
and anti-socialist”’. 

In sum, glasnost is hard at work, wher- 
ever else, in the Soviet Politburo. Mr 
Ligachev, no longer content with just oppos- 
ing Mr Gorbachev's policies, is openly 
putting together, piece by piece, an alterna- 
tive programme of government. Ar the par- 
ty's special conference in June, most of the 
dispute was over domestic policy. Mr 
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Gorbachev's handling of foreign affairs 


went uncontested. By calling it into question 
now, Mr Ligachev is writing the next chap- 
ter in his conservative manifesto. 

There is one trouble with this sort of 
glasnost. Mr Gorbachev may have re- 
nounced the sharp-edged methods his 
predecessors would have used against those 
who disagree, but those who disagree have 
not. If the battle goes their way, they will 
surely allow no right of reply. 





Russia's armed forces 


otronger still 


HE Gorbachev era, they say, spells de- 

tente. Does that mean NATO can now 
safely start to trim its forces, arms-control 
agreement or not? No, reply its generals. 
Whatever the political relaxation, the main 
military change since Mr Gorbachev came 
to power in 1985 has been a strengthening 
of the Warsaw pact's forces. In size and 
shape, the Soviet forces in Eastern Europe 
are very much what they were then. lt is 
their weapons that have improved. 

The Soviet air force is replacing its an- 
cient MIG-21 and slightly more modern MIG- 
23 fighter-bombers in East Germany and 
Czechoslovakia with the new MIG-29, MIG-31 
and sU-27 aircraft. In speed, manoeuvrability 
and armament these match the best in the 
West. Their biggest improvement is in elec- 
tronics, in particular the “look-down-shoot- 
down" ability that has for 15 years been al- 


Rockets are winners 
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most a NATO monopoly. These new Russian 
fighters carry radars that can detect low-fly- 
ing attackers against the clutter from the 
ground beneath, and missiles that can both 
pick them out and hit them. It will be years 
before the West puts up its next generation 
of fighters; meanwhile, NATO's lead in qual- 
ity is fast disappearing as large numbers of 
the new Soviet machines come into service. 

On the ground, the story of the decade 
is the new armour of the Warsaw pact's 
tanks. Most models of the T-64, 1-72 and T-80 
have a form of armour similar (though prob- 
ably still slightly inferior) to the laminated- 
composite armour of modern NATO tanks. 
About 3596 of all Warsaw pact tanks, in- 
cluding nearly all the Russian ones in East- 
ern Europe, are of these types. 

On top of this armour, Russian design- 
ers have piled "explosive reactive" armour: 
chunks of explosive, about the size of cigar 
boxes, sandwiched between steel, that are 
bolted to the outside of a tank. Hit by an 
anti-tank projectile, these explode, lessening 
the projectile's ability to blow its way into 
the tank. The original purpose of the cigar 
boxes was to defeat the small, shaped-charge 
rockets used by infantrymen and helicop- 
ters. But explosive armour can also help to 
stop the high-velocity anti-tank darts fired 
by tanks. Maybe 12,000 of Russia’s 50,000- 
odd tanks, including virtually all those in 
Eastern Europe, are thus equipped. 

This fancy armour means that NATO's 
anti-tank missiles, the 105mm tank guns 
that most of its tanks carry and the low-ve- 
locity 120mm British tank gun would be 
largely ineffective against most of the tanks 









they would face in the first days of war. Only 
the high-velocity 120mm smoothbore tank 
guns carried by the 2,200 or so German and 
Dutch Leopard-2s, and by a few hundred of 
America’s newest Abrams tanks, would still 
do their job. 

The Warsaw pact has also moved 
smartly ahead in munitions, most spectacu- 
larly in artillery, always a Russian speciality. 
Both shells and rocket warheads are now be- 
ing loaded with explosive bomblets, instead 
of a single lump of high explosive. The shell 
is fused to burst above the ground, and the 
bomblets are projected outwards, increasing 
its lethal radius as much as 20 times. 

A second improvement is the use of 
fuel-air explosive in rocket warheads. This is 
a gas that spreads after the warhead bursts, 
and is detonated several seconds later by a 
delayed-action fuse. The explosion thus cov- 
ers a large area, and covers it completely, un- 
like bomblets, which may miss small target 
Being heavier than air, the gas can also sin 
into trenches and foxholes before explod- 
ing. Fuel-air weapons are especially useful 
for clearing mines. 

As often, both of these devices were first 
developed in the West; the Americans used 
early models of bomblets and fuel-air explo- 
sives in Vietnam. But although the United 
States, West Germany, France and ltaly 
have deployed bomblets, according to some 
reports the Russians now have many more 
on the ground and are producing them 
faster. And NATO is even further behind in 
fielding fuel-air weapons, partly because it 
has lagged badly in deploying rockets that 
can carry the stuff. New rocket-launchers 
are now coming into service—the Russians 
have had similar systems in operation for 
years—but NATO so far has no plans for fuel- 
air explosives. 

Development of these new weapons is 
not Mr Gorbachev's work: it must have 
been in hand years before he took over. B 
he did not choose to halt it, and the deplc, 
ment of the weapons in Europe means that 
the lead in quality which NATO has relied on 
in the past to offset its inferiority in num- 
bers is being diminished. The Gorbachev 
era may have decreased the danger of war, 
but if war did come the Warsaw pact would 
have a better chance of winning it. 





Yugoslavia 


The Kosovo knot 


OULD Kosovo, an "autonomous prov- 
ince" attached to Yugoslavia's Serbian 
republic, be turning into a Balkan version of 
the Soviet Union's Nagorno-Karabakh? Yu- 
goslavia's collective presidency on August 
12th granted special powers to the federal 
police unit stationed there. Security, it said, 
had deteriorated seriously. Kosovo, Yugo- 
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slavia’s poorest region, is torn by strife be- 
< tween its Albanian majority and Serbian mi- 
. nority. In 1981. the Albanians rioted, 
- demanding that it be made a full republic of 

Ye Yugoslav federation. Now it is the Serbs 
.. ho are distressed. 

Like the Christian Armenians of Na- 
gorno-Karabakh, stuck in the middle of 
Muslim Azerbaijan, Kosovo's Serbs— 1096 
of the area's population—are surrounded 
by -predominantly Muslim Albanians. 
Claiming that they are under threat from 
their neighbours, they want to be reinte- 
grated with their fellow-Serbs. The Serbian 
government, like the rulers of Soviet Arme- 
nia, agrees. Its opposition defeated the Alba- 
nians’ demand for a full Kosovo republic, 
and now Mr Slobodan Milosevic, the party 
boss in Serbia, is demanding that Kosovo be 
went back under his control. 
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erman ports dnt it. The 
eemed destined to roam the seas for 


arrived in Rotterdam last month. There 
-it had hopes of rest. But the unionised 
dockers—on advice from ever-vigilant 
Greenpeace— refused to handle it unless 
it was destined for destruction. — 

-< Enter a non-unionised firm at nearby 
Vlissingen. Yes, they would unload it, 
and did. Meanwhile, they got the health 
authorities to test it. Not one of 500s 0 sam- 


the firm’s boss, Mr Jack Kloosterboer. 


" Note content with Kakove, M ilosevic 
also wants power over Serbia’s other auton- 


 omous province, Vojvodina, on the Hun- 
-garian border. Here Serbs form 55% of the 


population—Hungarians, with 19%, com- 


ing next—but the provincial leaders, mainly 
‘Serbs, prefer to stay as they are. 


The non-Serbian republics of Yugosta- 
via, remembering the Serbs’ dominance of 
Yugoslavia between 1918 and 1941, do not 
relish all this. The Serbian republic already 
has 5.7m people; the next biggest republic, 
Croatia, only 4.6m. A “unitary” Serbia 
would have 9.3m, over 40% of Yugoslavia’s 
total population. Non-Serbs suspect that ab- 
sorption of the two provinces into Serbia 
might be the first stage of a much more radi- 
cal redrawing of the map. What, they ask, 
would happen to the delicate balance be- 
tween Muslims, who form the largest group 
in Bosnia and Herzegovina, and the Serbs 
and Croats? Would the 12% Serbian minor- 
ity in Croatia demand some kind of associa- 
tion with an enlarged Serbia? | 

But Mr Milosevic is enormously popular 
among Serbs. Several thousand of his sup- 
porters demonstrated at Nova Pazova in 
Vojvodina on August 12th. Next month a 
huge meeting is planned in Belgrade by the 
citys Socialist Alliance, the Communist 
party's umbrella organisation, to back the 
campaign for Serbian unity. The special Ser- 
bian party conference in October will see re- 
newed pressure on Vojvodina's leaders. 

Last weekend's decision to upgrade the 
role of the federal police force in Kosovo is 
unlikely to defuse the trouble. What might? 





ples exceeded the 600-becquerel limit, 
and nine-tenths of them showed less 
than 40. "I would it eat it myself," says 


Not that he will have a chance to grill the 
first hamburger: some bit of Eurolunacy, 
nothing to do with radiation, means 
that, having once been to Venezuela, the - 
meat can't be consumed within the EEC 


anyway. 





as 
| 
| 
| 
| 
























proper to ei i 
ters were sorted 
lics, Montenegr 
Milosevic, becar 
nian minorities. 
men at the top 
eral system have no 
man like Mr Milosevic, 
his own people, to give wa 

Still, the reimpositior 
trol over Kosovo and 
make things worse. It might 
of an Albanian resistance m 
serious trouble with Albania ] 
vodina it could lead to 
among the Hungarian minority a 
with Hungary. A division of Ko: 
haps Vojvodina too, to give Serbia the 
purely Serbian districts, would mean at 
a dangerous precedent elsewhere. Yugos 
vía looks an unstable place this week. 













































secret pol Ice E 


FROM OUR NORDIC CORRESPONDENT 





















HE Social Democtárié " ‘governmen 

that run Sweden virtually all the 
like to be seen as exemplary democra 
this high-minded spirit they long ago p 
strict limits on the right of the official : 
police, Sapo, to spy on the populatio 
strict, in fact, that the Social D 
then found it necessary to have the 
secret agents to prevent undesirabl 
ing their way into the party. H 
the curious case of Mr Ebbe Carl 
mer government official, now a 
who set out on an. unofficial i investiga 
the murder in 1986 of the then pr 
ter, Olof Palme; and whose activit 
proved, as it turned out, by the govern 
itself, have caused that governme 
well-deserved embarrassment. ` 

The affair is already an elécti 
But only now is its background: ) 
clearer. This side of the story begins i 
years after 1945, when communist in 
tion of the Social Democratic party wi 
genuine menace. Hence the party's ne 
a private spook service. The troubl 
that, although this was financed by p 
money, the Social Democrats: 
mindedly forgot to trouble pa: 
news of its existence, let alon 
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- — solid foundation in law. 


Rivalry and suspicion soon developed 


— between the two intelligence services, and 
—  distrust of Sapo percolated through to the 
Social Democratic party's leaders. It came to 
~ a head in 1970 when the official security 
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organisation's head, Mr P.G. Vinge, was 


-sacked by the government. He was alleged 


(he denies it) to have said that Olof Palme, 
minister of education at the time and deeply 
involved in campaigning against the Viet- 
nam war, was a security risk. 

The cross-glare of suspicion seems never 
to have disappeared. It has been seriously 
suggested in the Swedish media that Mr 
Ebbe Carlsson's primary concern was not 
really the Palme murder but a supposed con- 
spiracy in Sapo; and that the sophisticated 
eavesdropping equipment which his body- 
guard was caught smuggling into the coun- 
try last June was really intended for spying 
on the Sapo counter-spies. 

The existence of the Social Democrats’ 


own intelligence service, the IB, was revealed 
in 1973 by a journalist, who went to jail for 


his pains. The 18 was supposedly disbanded. 
But two years later people working in a hos- 
pital in Gothenburg realised they were un- 
der surveillance. Àn investigation was car- 
ried out by two trusted Social Democrats: 
none other than Mr Ebbe Carlsson and Mr 
Hans Holmer, the policeman who was later 
to lead the Palme murder hunt. Conve- 
niently, their report was never published. 
But, according to Mr Vinge, who has just 


- published his memoirs, the hospital inci- 


dent proved thar the 18 lived on. 

The Social Democrats' paranoia on the 
subject of Sapo meant that Mrs Anna-Oreta 
Leijon, minister of justice until she had to 


- resign over the affair in June, listened readily 


when Mr Ebbe Carlsson put forward his 
thesis that Palme's murder was really the 
fault of Sapo because it had neither noted 
clues giving forewarning of the crime nor 
guarded the prime minister on the night 
when he was shot on his way home from a 
Stockholm cinema. For good measure, Mr 
Carlsson appears to have suggested that a 
senior Sapo officer was an agent of the So- 
viet KGB. 

The Sapo man involved gave a detailed 
and convincing denial of Mr Carlsson's the- 
ories to the parliamentary inquiry into the 
affair in July. Palme, he said, had been asked 
to telephone the bodyguards if he left his 
flat, but on the fatal night had failed to do 
so. The Sapo man also pointed out that he 
himself had helped to expel.21 Warsaw pact 
agents, 11 of them Russians, from Sweden, 
and prevent the entry of another 30. These, 


. he suggested, were hardly the actions of a 


KGB agent. "If a foreign power wanted to 
damage Sapo, it could not have done it 
more effectively than Ebbe Carlsson . . . He 
has destroyed confidence in Sapo and its re- 
lations abroad,” he said. 
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The EEC and Japan 


Pot and kettle 


FROM OUR BRUSSELS CORRESPONDENT 


APAN has told the EEC that it is going to 
Es action against what it considers the 
illegal barriers used by some Community 
members to hold down imports of Japanese 
goods. This is the strongest reaction so far 
from Tokyo to the Community's new line in 
anti-Japanese trade warfare. It promises 
some lively and ill-tempered months ahead. 
The Community has made ever bolder 
use over the past three years of penal import 
duties whenever it reckoned Japanese ex- 
porters were dumping their products on EEC 
markets. Until now, the Japanese had kept 
their peace; just possibly because they knew, 
though they were never going to say so, that 
the charges—for example, over earth-mov- 
ing equipment—were perfectly true. But by 
now their patience is exhausted, as they be- 
gin to feel some of the frustration that Euro- 
pean exporters have felt for years over the 
diverse and devious means by which the Jap- 
anese themselves keep inconvenient im- 
ports out. 

The last straw was the EEC decision a 
year ago to extend anti-dumping penalties 
to so-called Japanese “screwdriver” plants in 
Europe. These do not make screwdrivers; 
they are used to assemble imported compo- 
nents and so get round the EEC barriers. The 
Japanese announced in July that they would 
seek a meeting with the Community under 
the auspices of GATT, the guardian of inter- 
national trade rules. But the GATT proce- 
dures are slow and cumbersome; and there 
is little likelihood that the EEC would comply 
voluntarily with Japanese wishes and ease its 
restrictions. Offended by the scepticism that 
greeted the announcement, the Japanese de- 
cided to get tough. They have now warned 
the European Commission that they will 
take action against the import barriers they 
dislike. 

Some of these run counter to GATT 
rules, some to the Community's own rules. 
The most notorious is France's quota system 
on Japanese cars. Other countries apply 
quotas, but more or less legitimately. Italy 
and Spain are able to keep Japanese cars off 
their roads by dint of near-forgotten GATT 
agreements of the 1950s. Britain restricts Ja- 
pan to an 11% share of its market through a 
voluntary arrangement between the Society 
of Motor Manufacturers and Traders and its: 
Japanese equivalent. 

France has no such figleaf. Without ne- 
gotiating with or even consulting anyone, it 
has arbitrarily restricted Japanese manufac- 
turers to a 3% share of its market since the 
early 1980s. This breaks.GATT and EEC rules 
alike. Yet nobody—neither the European 
Commission, as Community policeman, 
nor Japan—has taken the issue to the Euro- 





pean Court of Justice; despite an odds-on 
chance of winning, they are too frightened 
of the consequences of a bloody clash with 
France. Are the Japanese now angry enough 
to try? Though they talk of action, it is still 
not clear what action they mean. 





Italy 
Cottage industry 
gets nastier 


FROM A ROME CORRESPONDENT 


HE Italian summer has been soured by 

the “honoured society ” of Calabria and 
by Sardinian bandits who have stepped up 
their dishonourable, seasonal industry of 
kidnapping wealthy holidaymakers. Italy's 
minister of the interior, Mr Antonio Gav 
who by happy chance has been holidayir 
on the Costa Smeralda in Sardinia, has 
called a crisis meeting to decide, among 
other things, whether to issue meaty re- 
wards to informers and to saturate the trou- 
ble-spots with carabinieri. 

He faces, in fact, two separate problems. 
In Sardinia, banditry and kidnapping are 
ancient occupations, revived by modern 
economic conditions. During ltaly's mid- 
1980s boom, many Sards moved to Tuscany 
to buy up cheap grazing land left vacant by 
local peasants drawn into well-paid jobs in 
industry. The migrant shepherds made a 
good, if hard-won, living from their sheep 
and cheese. But their sons had nowhere to 
go and drifted to the cities, especially Flor- 
ence, From there, these young, rootless 
Sards now run part ôf the local drug trade 
and mastermind the kidnapping back on 
their native island. 

[ts economy has remained unbooming. 
But the Aga Khan's development of E 
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Costa Smeralda on the island’s northern 
coast has brought the bandits a new prey. 
Even before the abduction of Mrs Daphne 
Schild and her daughter in 1979, rich tour- 
ists, Italian or foreign, were considered fair 
game. The Aga Khan has set up a private 
police force to watch the villas of the rich, 
and most of the virs, such as Fiat's chair- 
man, Mr Gianni Agnelli, have their own 
bodyguards. Mr Gava this summer took 25 
along with him, and has a helicopter hover- 
ing over his swimming pool. 

If they can catch their victim, though, 
the bandits are virtually untraceable once 
they reach their hide-outs in the mountain 
caves and ravines of central Sardinia. And 
they are now playing rough. The most prom- 
inent kidnap victim of the season, a Rome 
construction millionaire, Mr Giulio De 
Angelis, has had part of an ear sliced off. It 
was sent in a brown envelope to his family, 

ho had angered the gangsters by refusing 
‘settle on a ransom sum. 

In Calabria, in contrast, kidnapping is 

relatively new, a way of raising capital for 


organised crime. The local honoured soci- 
ety, the "Ndrangheta, started as an agrarian 
self-help society. From robbing the rich, or 
the fairly rich, in order to help the poor it 
has long since moved into extortion from lo- 
cal businessmen and more recently into kid- 
napping to finance the even more profitable 
drug business. 

The terrain in this heel of Italy is like 
that of central Sardinia: the mountain range 
of Aspromonte is almost as inaccessible as 
anything in Sardinia. So are the people. 
" Nobody sees anything or hears anything, it 
is the land of the deaf and dumb,” lamented 
a local police chief. Reforming mayors tend 
to be shot, businessmen who refuse to buy 
lorry-loads of unsellable goods from mysteri- 
ous middlemen get threats of death. The ca- 
rabinieri patrol in pairs, or even fours. In 
the past 20 years Calabria has seen—or not 
seen—more than 175 kidnappings, among 
them that of John Paul Getty III in 1973. 
The latest hostage to be released, a seven- 
year-old boy, had spent the past 17 months 
in captivity. Release seldom comes except 





La culture, c'est Jack Lang 


FROM A PARIS CORRESPONDENT 


O wad some pow’r the giftie gie us, 
To see oursels as others see us. 


IN" an aspiration that the culturally 
confident French much share. The 
looking-glass that Robert Burns wished 
for has nonetheless been presented to 
them by intrepid foreigners assigned to 
the job by the Council of Europe. Just as 
OECD experts assess its member-countries' 
economies, so the council decided to as- 
sess cultural policies. France is the first 
country put to the test. The image will not 
be entirely to its liking. 

The French government spends more 
on culture than any other in Europe, close 
on 196 of its budget. Paris is spawning 
costly new wonders all the time: the ele- 
gant Gare d'Orsay museum, a great glass 
pyramid in the middle of the Louvre, a 
new opera house near completion at the 
Bastille, a vast arch at La Défense as a 
companion for the Arc de Triomphe, et 
ainsi de suite. France's culture minister is 
now a grand figure, with about the weight 
of a defence minister in other countries. 

André Malraux made the job a star 
turn in de Caulle's time. With responsibil- 
ity for communications thrown in, the 
ministry has become a political power cen- 
tre during the 1980s; first under. the 
hyperactive Mr Jack Lang for the left, 
then under Mr Francois Léotard for the 
right. Since May, Mr Lang, a former the- 
atre-festival director, has been back in 
control. His ministry employs 16,000 peo- 
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ple, and spends five times more per head, 
in real terms, on uplifting the French than 
in Malraux's day. 

All this effort receives awed applause 
from the four cultural experts (a Swiss, a 
Belgian, a Briton and a Swede) whom the 
Council of Europe assigned to the task. 
But their 394-page report records more ef- 
fort than success. 

From Malraux on, especially under Mr 
Lang, the goal has been to bring art to the 
masses. This has come to nothing. 
Decentralisation was supposed to be the 
key. In reality, the culture-spending gulf 
between Paris and the provinces, says the 
report, is growing not narrower but wider. 
Paris and its surrounds got 5996 of the cul- 
ture ministry s cash in 1981, 7096 in 1986. 
Only museum-going has won a wider pub- 
lic: theatre, dance and serious music re- 
main more or less confined to a slice of the 
middle class. The audience for the heavily 
subsidised cinema, which French intellec- 
tuals see as a high art form, is shrinking. 

The report also takes a tilt at the cul- 
ture minister's "quasi-sovereign role" in 
deciding how to refine the nation. Mr 
Lang has brought even pop music, comics 
and advertising under his sway. Parlia- 
ment has virtually no say. The foreign as- 
sessors wonder whether this one-man 
show takes enough account of what the 
public or the artists want. And, they ask, 
does the ministry's fat, interventionist bu- 
reaucracy not hamper creative energy? 

Certainly there has been no explosion 
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EUROPE 


on payment of a ransom. 

To prevent ransom payments, Italy's po- 
licemen now have powers to tap the phones 
of the families of kidnap victims and to 
freeze their bank accounts. But this usually 
means that the family by-passes the police. 
Kidnap experts say that until this year the 
bandits had shown a willingness to haggle, 
and ransoms of over $1'2m are now a rat- 
ity—such sums were paid only twice last 
year, as far as the police know. But the muti- 
lation of Mr De Angelis and the increasing 
length of kidnaps (the norm in the 1970s 
used to be about a week; now they stretch 
into several months) show that the Sardin- 
ian and Calabrian gangsters alike are getting 
nastier. 

Mr Gava has decided that the only long- 
run solution: is better intelligence: big re- 
wards to break the code of silence in the lo- 
cal peasantry, regular army and carabinieri 
manoeuvres in the mountains, so that de- 
tailed maps can be drawn up. Few Italians 
are betting it will work. 





Jack of all trades 


of creativity to match the rapid growth of 
cultural spending during the 1980s. The 
report criticises the quality of French tele- 
vision. Networks created or freed from 
government control after the recent 
break-up of the state monopoly have 
fallen into a commercial race, preferring 
ready-made films and canned American 
serials to originality—the very thing that 
Mr Lang complained loudest about when 
he first got his job. 

Despite such criticisms, the Lang camp 
says it has found seeing itself as others see 
it an agreeable experience. The report, 
supposedly, has helped Mr Lang develop 
his view that the only way to give art a 
wider public is to strengthen cultural edu- 
cation in schools. He is already leaning on 
the education ministry. 
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A work of art which, when desired, 
chimes the hour, quarter hour and 

3 | minute. Only thirty such watches, each 
individually numbered and signed, leave 
our workshops each year. 


I 


ince 1735 there has never been a quartz 
Blancpain watch. And there never will be. 


Available in London: | | | 
 Caringtons, Mappin & Webb, David Morris, Garrard, London Hiton Jewellers, Watches of Switzerland, The Watch Gallery, Tyme 
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BRITAIN 





Please, Lord, not St Eric the Martyr 


Up a cul de sac, looking 


towards Europe 


HE Labour movement is nicely geared 

up for its annual late-summer offensive 
which, in keeping with tradition, will be 
against itself. At the Trades Union Con- 
gress in Blackpool next month an attempt 
will be made to expel the electricians' union, 
E. EETPU, already suspended from the Tuc 
Neer refusing to give up a couple of single- 
union,- no-strike deals. Meanwhile, in the 
run-up to congress, the Amalgamated Engi- 
neering Union (AEU), the EETPU's only ally, 
finds itself in.a fight with the Transport and 
General Workers’ Union (TGWU) over an- 
other single-union deal, at a Coca-Cola bot- 
tling plant in Wakefield. 

A month later, the Labour party will 
take its biannual trip to the Corfu of the 
north. Some on the left of the party think 
that, if the electricians are expelled from the 
TUC, their 130,000 right-wing votes should 
also be excluded from Labour conferences. 
The electricians have never been forgiven 
for manning the News International plant at 
Wapping, where Mr Rupert Murdoch set up 
his printing operations at the beginning of 
1986, sacking more than 5,000 printers on 
the way. 

Mr Neil Kinnock, Labour's leader, 
would not welcome the electricians’ expul- 
sion. Politically, it would be disastrous to 
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hand a martyr's crown to Mr Eric Ham- 
mond, the electricians' leader and the dar- 
ling of the press. Mr Kinnock has, however, 
been careful not to endorse Mr Hammond's 
right to remain in the party. At Labour 
headquarters the hope is that the move- 
ment's various constitutions will avoid the 
need for him to take sides. 

Only a union which is either affiliated to 
the TUC or recognised by its general council 
as a bona fide trade union may affiliate to 
the Labour party. Labour's many lawyers are 
unclear whether the expulsion of the electri- 
cians from the TUC would, of itself, give the 
party the right to expel the union too. It 
would seem to have such a right if the gen- 
eral council declared the EETPU to have lost 
its bona fides. This the council would be 
mad to do, as the union plainly hasn't. The 
Scottish TUC tried to suspend the electri- 
cians just because the English TUC had done 
so, against the advice of its senior officials; 
after legal action by the EETPU, the Scottish 
TUC backed down. 

The EETPU has a piece of paper from the 
statutory certification officer that says that it 
is an independent union. If the TUC's gen- 
eral council were to deny that, and the La- 
bour party to believe it, Mr Hammond 
would spray writs around with the same 


verve (as Mr Kinnock remembers all too 
well) that the Militant tendency displayed 
when its leaders were expelled from the 
party two years ago. If the Labour party can- 
not expel the EETPU for breaking TUC rules, 
the only alternative for the left is to change 
the party's constitution. That cannot be 
done this year. 


How to woo new members 

As usual, the left's infighting is distracting 
attention not only from the government's 
mistakes—like inept handling of the 
nurses—but from any consideration of the 
left’s place in modern Britain. That should 
disappoint thoughtful trade unionists, who 
are starting to see, if dimly, ways in which 
their movement might develop. 

They must abandon hope of recaptur- 
ing the 3m members that Tuc-affiliated 
unions have lost under Mrs Thatcher. True, 
the fall in union membership last year was 
the lowest in the 1980s (see chart on next 
page), but that was because the workforce 
expanded. The "density" of union member- 
ship continues to decline. As the workforce 
keeps shifting away from large manufactur- 
ing plants staffed by men outside the south- 
east of England, so the unions' chance of re- 
building a mass movement diminishes. 

It will diminish more if the unions do 
not ask why 58% of employees do not em- 
brace them. A recent article in the British 
Journal of Industrial Relations gives some 
clues. The article surveyed three plants to 
find out why people joined unions. The 
most common reason was because workers 
thought a union defended their interests 
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idi peas eu be Which 
strikes. Others would then say that these 
nditions are best met by single-union, no- 
rike deals of the kind championed by the 
TPU; the strategic impásse - therefore 
ntinues. 

- Asa result, some of the most interesting 
inking on the unions’ future is implicitly 
sed on the premise that their central con- 
should not be the workplace at all. Mr 
ank Field, an independent-minded La- 
ur member of Parliament, has suggested 
at unions should resume their old role as 
endly societies. They could, for example, 
ke over the running of the social-security 
tem, rather than watch the government 
ivatise it. More intriguing still is the hid- 
n message in a document on the impact of 
992" and the single European market, 
ublished by the TUC on August 18th. 

- Behind the document lies a realisation 





egislative change under Mrs Thatcher's 
overnment. Some unionists have noticed, 


! European employment law will be formu- 
ated in Brussels (by a majotity vote in the 


ber states of the Community. 

| TUC insiders were therefore delighted 
when Mr Jacques. Delors, the president of 
the don mission, committed him- 









est—at least on wages. “Even. here, bow: | 


hat the TUC has no role as a lobbyist for. 
iowever, that much of the next generation - 


uncil of Ministers) and imposed on mem-. 


sion” - to the 1992 | 
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old diced secre "i Mr anres aker, 


appeared to be on a collision course with the 
educational establishment over his plan to 
let parents know precisely what their sons 
and daughters learn under the new national 
curriculum, by testing children at seven, 11, 
14 and 16. A return to mindless rote learn- 
ing, grumbled teachers; the restoration of 
long division to its rightful place on the na- 
tion's blackboards, hoped traditionalists. 
Both were wrong. 


The proposed maths curriculum*, pub- 


lished this week, should satisfy everyone ex- 
cept the most stuck-in-the-mud conserva- 
tives and the woolliest progressives. It sets 
down precise attainment targets for the av- 
erage child at each age (for examples, see 
box), while allowing brighter- or duller- 
than-average children to be rated on a con- 


tinuous scale of achievement. Yet the curric- - 


ulum is based largely on what is considered 
to be the best of received practice in today’s 
schools—a far cry from the sums and loga- 
rithms drilled into pupils 20 years ago. The 
chairman of the committee that drafted the 
curriculum, Mr Duncan Graham, sensibly 
reckons the performance of British pupils in 
maths can be raised considerably merely by 
duplicating what is best in the present sys- 
tem, 

Two of the debates have been about the 
use of calculators in the classroom, and fears 


that children might stop learning how to - 
add up on paper or in their heads. The au- 


thors of the new curriculum believe children 
should know how to do. simple pencil-and- 


paper calculations, and to practise them fre- 
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"Mathematics for ages 5 to 16", TE foni Nátiónal 
B m Council, Room G1, Kewrmbe House, 45 
Notting : Hill Cate, London W11 3JB.. 
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(1) List the vales of a where mis a whole | 
number such that ~10<2a < 20 | | 
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ABE16 . (M) Work out mentally: 600 + 0.2 
(above- " ! 
my. M 1 billion = 10* What is x? | 
il) (0) Simplity: 2x2 + 3x3; (3X2)3 
(PY Soles 3n 4c 17 | 
Answers on page 51 | 


quently, but that calcio ed be used 
to avoid the drudgery of longer computa- 
tions. "There is no moral gain derived from 
tackling 1,000 long divisions when calcu- 
lators exist," they claim. But they emphasise 
the need to improve mental arithmetic— 


. not just by teaching children their table 





but by making them think morea out 
bers, for example by estimating answers to 


| longer sums. Pupils who know how to come 


pute an answer, whether on paper or with a 
calculator, may yet give little. thought to 
whether the answer sounds right. Yet such a 
feel for estimation is the essence of 
numeracy. 

Mr Baker is generally happy with the 
proposed curriculum, but has written to his 
new National Curriculum Council suggest- 
ing that long division should be.one of the 
attainment targets. He is also concerned 
that, while there are clear attainment targets 
for knowledge and. skills, those. related to 
practical applications are vague, and unnec- 
essarily divorced from the knowledge tar- 


gets. The draft curriculum suggests, for in- 


stance, that a 16-year-old should be able to 
"understand a range of tasks in a number of 
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OuRNETWORK OF 
20 DEALING ROOMS 
WILLACTFOR YOU 
AROUND THE CLOCK. 
AS SURELY AS 
NIGHT FOLLOWS DAY. | 


€ 6 


A bank with more than twenty deal- 
ing rooms around the world is, to say 
the least, unusual. 

A bank which fully harnesses 
this resource to benefit its customers 
Is exceptional. 

standard Chartered has the 
dealing rooms, and the communica 
tions systems, to deal on vour behalf 
twenty four hours a day. Our Globe 
watch service will execute your stop 
loss or target orders in London, Hong 
Kong, New York and, if necessary. 
a further seventeen major financial 
centres, 

We can also arrange for you 
to deal directly with a Standard 
Chartered dealing room outside 
your local time zone. 

And because of our involve- 
ment in so many of the world's key 
economies, no other bank can trade 
continuously, on both a spot and 
lorward basis, in a larger number of 
currencies. 

Foreign exchange dealing is 
Just one way in which Standard 
Chartered co-ordinates the strengths 
of a worldwide network, to give vou 
a more flexible, imaginative and 
commercially valuable service. 

To find out more, contact vour 
nearest branch. 











Standard * Chartered 
STRENGTH IN DEPTH ACROSS THE WORLD. 
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APRIL, AND IT'S SNOWING! WHY DOES THE FREAK WEATHER ALWAY 





ERE'S A WARM FRONT APPROACHING — SINGAPORE AIRLINES BUSINESS CLASS, ALL THE WAY HOME. 
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The price of national defense—first in a series 


APACHE OWNS THE NIGHT— FOR A LOT 
LESS MONEY THAN YOU'RE LED TO BELIEVE. 


APACHE CUMULATIVE AVERAGE FLYAWAY COST 














The AH-64 Apache is the world's 
only anti-armor helicopter avail- 
able today capable of combat 
operations day or night and in 
adverse weather. Its electronic 
eyes require no light whatsoever 
to place its armor-piercing Hellfire 
missiles on target. With speed and 
agility, Apache flies nap of the 
earth, using the terrain and elec- 
tronic jammers to avoid detection 
as it seeks out the threat. 

Apache is built to be easy, quick 
and inexpensive to maintain, and 
to survive the fight. It will easily 
accommodate future advances in 
avionics, flight controls, navigation 
and communications systems, 
and weaponry. 


MCDONNELL DOUGLAS 


1982-1989 


300 400 


Aircraft delivered 


Apache is ready now to counter 
numerically superior opposition 
forces. And the price for this 


bility than any other helicopter. 
[n fact, as today's only anti-armor 
helicopter built for around-the- 
clock operations, Apache 
has no competition — at 
any cost. 


capability? The Apache's flyaway 
cost, delivered ready for combat to 
the U.S. Army, is $9.8 million(U.S.). 
That's the average unit cost 
reported by the U.S. Department 
of Defense for procurement of 675 
aircraft through fiscal year 1989. 
Collaborative Apache 
production could bring 
substantial benefits to any partici- 
pating country. À cooperative 
venture could produce new jobs 
and enhance the development 
of new technologies. Apache 
is a proven aircraft, available 
now, with more combat capa- 


the maths committee which was strongly 
criticised by Mr Baker, who then made Mr 
Graham its chairman. For the most part, Mr 
Graham has done his job well: as a reward, 
he has been appointed chairman and chief 
executive of the curriculum council. 

Mr Graham must now find a better way 
of testing children on their practical applica- 
tion of mathematical skills. It is an area in 
which British schools do well, When the 
committee visited Japan, it found that pupils 
undoubtedly reached higher technical stan- 








dards than in Britain, but had less idea of 
how to apply what they had learnt. That has 
started to worry the Japanese, who want to 
move away from rote learning in their cur- 
rent review of the curriculum. But such 
changes take a long time to implement in 
the Japanese system. One lesson that the 
British are determined to learn from other 
countries is that a national curriculum 
should be flexible enough to alter as soci- 
ety's needs change. 
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higher mortgage rates and 


e price of season tickets for long-distance commuters. 
may be affected is Hebden Bridge, 


correspondent reports 


EBDEN BRIDGE nestles in a deep 

valley six miles west of Halifax in 
West Yorkshire. Grey brick cottages cling 
to the hillside and sweep down into the 
valley where the River Calder flows into 
the Rochdale. Canal and through the 
heart of the town. 

Once this was a wool-weavers’ town: a 
few of the tall chimneys of bygone mills 
are still standing. But in their shadow are 
shops selling local arts and crafts and sou- 
venirs, for Hebden Bridge is now a popu- 
lar Yorkshire tourist site. It is also, like 
many attractive northern villages, feeling 
the delayed effects of the southern house- 
price boom. 

Only half of the population is locally 
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Dormitory town 


curbs 








The London property boom is already slowing down, checked by 
on mortgage-interest tax relief for 

| house-sharers. Outside London, the market e stayed 

, may now change: British Rail has decided to 


buoyant. That 
huge increases in 
ne village that 


pose 


in West Yorkshire. A house-seeking 


born and bred. They are close to retire- 
ment age. The rest are newcomers. Estate 
agents are doing a roaring trade. Most of 
the properties displayed in their windows 
carry a "sold" sticker; mailing lists are no 
longer used; sales bulletins are almost ob- 
solete before they reach the counters. 
Many of the buyers are semi-retired city 
people—from as far as London—who 
seek a quiet rural life and can take advan- 
tage of the enormous difference in house 
prices between the north and south. 
Since January, says the manager of the 
town's largest estate agency, house prices 
have risen by about 6096. At the begin- 
ning of this year the average price of a 
two-bedroom terraced cottage in or close 
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.. BRITAIN 


The economy 


Praise from Paris 


WA better holiday reading for a 
chancellor of the exchequer than the 
latest report on the British economy from 
the Organisation for Economic Co-opera- 
tion and Development? The O£CD's praise is 


lavish, compared with its recent lukewarm 
assessments of the Japanese and West Ger- 





to town was £30,000. Now such proper- | 
ties fetch anything up to £60,000. While a 
typical two-bedroom flat in central Lon- 
don may be worth twice that sum, it can 
now take more than four months to sell. 
Houses in Hebden Bridge are snatched 
within five days of coming on to the 
market. 

The Hebden Bridge property boom is | 
repeated in varying degrees throughout 
Yorkshire, even as far north as Whitby. 
Drive through the countryside and it is 
easy to tell which villages have become the 
home-base of commuters or retired pro- 
fessionals with their “quaint” looks and 
expensive cars parked in front of the 
houses. 

Demand may now level off. Many of 
those who have bought commute weekly 
to jobs in the south. From Hebden Bridge 
there is a good rail connection to Man- 
chester. Leeds is only 40 minutes away by 
car. And if you start early, before the rush 
hour, you can make Doncaster in just over 
an hour and thence on a fast train to Lon- 
don in less than three hours. 

Up to now, that has made financial 
sense. Hemel Hempstead is 25 miles from 
London, and a yearly season ticket costs 
£1,000, while Doncaster is 145 miles 
away, and a yearly season costs about 
£3,000: "six times the distance for three 
times the price," as British Rail has no- 
ticed. In the autumn BR plans to start 
phasing in increases to raise the price of a 
season ticket for long-distance commuters 
from 4-6p a mile to near the 10-12p 
charged for suburban services. 

Local estate agents doubt whether 
higher season-ticket costs will dent the 
rise in house prices; demand, in recent 
weeks, has actually increased. For some lo- 
cal people, that brings windfall gains; for 
others, problems. As inherited farms are 
sold to newcomers, and even semi-derelict 
cottages in fashionable villages fetch high 
prices, local youngsters find it virtually im- 
possible to compete for housing. Many of 
them move into the cities, thus complet- 
ing a bizarre kind of population exchange 
already familiar in the south. In Yorkshire 
the gentrification of villages is still a rela- 
tively new development. 
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The OECD is less siete aut dius 
ig inflation and the deteriorating trade 
res than are- those City analysts still at 
desks. This may be partly because its 
omic forecasts are somewhat out of 
as usual, they were first published in its 
nomic Outlook", and prepared i in early 
before the latest interest-rate rises; and 
ore it was clear how fast the economy was 


at Britain's current-account deficit. will 
reach £534 billion this year, rising to £712 
billion next. In the first six months of 1988 
one, the deficit totalled £5.6 billion. 

© Like practically everybody else, the 
ECD thinks that the current rapid pace of 


ble. The vital question is whether it will 
w down of its own accord. The OECD's 
nomists still stick by their central fore- 
ast: the economy will slow gradually, infla- 
on will remain under control. 

Were the personal savings ratio to con- 
nue to fall and domestic demand to remain 
uoyant, inflationary pressures and the cur- 
ant-account deficit would both increase. If 
inflow of foreign capital, now financing 
deficit, were to stop, sterling would sink 
nd interest rates and inflation rise. If do- 


ECD, Britain will need a’ tougher hugget 
xt March. 

The OECD dues less attention to 
rt-term prospects: than. to the longer- 


ide performance. This.is now the eighth 
ear of continuous expansion; British indus- 
ry’s profitability has swung from being the 
west in the OECD to one of the highest (see 
ge 67); and, whereas productivity growth 


most countries in the 1980s; in Britain it 
as improved significantly. Only in Japan 


ade (see chart). < 
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improvement dn capital productivity. com 
pared. with the. 1970s. So industry's efi ~ 
ciency gains are even more impressive when : 


measured in terms of total factor productiv- 
ity (ie, the weighted average of the growth in 
labour and capital productivity). That still 
leaves plenty of room for improvement. 
Output per worker in Britain is, on the 
OECD's reckoning, still a third lower than in 
America and a quarter lower than i in West 
Germany or France. 

Can the récovery be M if as the 
OECD argues, Britain's improved perfor- 
mance is mainly the result of supply-side 
measures such as labour-market reforms, fi- 
nancial liberalisation, deregulation and tax 
reform, then Britain may be able to look for- 
ward to many more years of the same. How- 
ever, this is only half the story. Some of Brit- 
ain’s boom has been the result of looser 
macroeconomic policies than the govern- 
ment intended. The Treasury's projections 
for nominal GDP growth have repeatedly 
been revised upwards (see chart). The gov- 
ernment's microeconomic reforms have in- 
deed allowed supply to respond faster to de- 
mand. But they have not yet been so 
revolutionary that expansion can continue 
at the. * pac; of the first aif. of this year. ` 
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„present obstacles-to better relations are the. 


Hf : and the three more held hostage i 
The thaw which has crept up on Re two 


Britons impris 





countries over the past six months will last 
only if all these are released. | 

Britain's links with Iran go back centu- 
ries. British companies pumped Iranian oil 
until they were nationalised in 1951; BP was - 
called the Anglo-Iranian Oil Company. The. 
Shah had an abysmal record on human 
rights, but he was a man with whom the 
British felt they could do business. He was 

also a regular and almost embarrassingly _ 
close reader of The Economist. 

The Ayatollah Khomeini isn't. His re- 
gime instantly brande | Britain, along with 
America. and Russia, as.an imperialist ene- 
my. Encouraged by religious leaders, 
attacked the British embassy and set part of. - 
it on fire.: The Foreign O Office: decided to T 

ome of itsdiplomats. gem 
<- Despite this, the 


















e two countries = 
to develop a tentative ‘détente. Then, la 
year, an employee of the Iranian: consulate r 
in Manchester was caught shoplifting a pair 
of socks. The policed etained him. The Ira- 





nians retaliated by abducting a senior Brit- 


eer politica hens fo Ifth 


| tional relations are e mostly abo 1 


ish diplomat, throwing him in the boot of a 


car, holding him for two days and beating i 


him up. Britain all but-broke off diplomatic 
relations with Tehran. : 

This year some members oí the Iranian 
government and religious establishment 
have seemed to court the British, partly be- 
cause Britain is a permanent member oi the | 
United Nations security council. Hence the _ 
hopes that Iran may deliver on the impris- 
oned and kidnapped Britons. A British dip- 
lomat, Mr David Reddaway, went to Iran 
this week, and was quickly given permission 
to visit the two in jail. He has asked the Ira- 
nians to decide whether they intend to re- 
lease them or to charge them with a crime. 

Meanwhile three Britons—including 
the Archbishop of Canterbury's special e 
voy, Mr Terry Waite—languish in Beirt 
The Iranians may have some. financial lever- 
age over the hostage gardes | : 
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Salmon farming 


Exploiting the sea 


HE highlands and islands of Scotland, 

once torn apart by clan warfare, are now 
riven by arguments over jobs and conserva- 
tion. Subsidised forestry, which promised to 
bring employment to remote villages, has 
also devastated the rare ecology of many 
Scottish glens and bogs. Now a new argu- 
ment has broken out over Scotland's most 
famous fish, the salmon. 

Offshore farming of salmon is a young 
business. It became feasible thanks to a bet- 
ter understanding of the feeding and living 
habits of salmon and improved cage design. 
It is growing fast on the west coast of Scot- 
land, in the outer Hebrides and in the Ork- 
neys and Shetlands. In 1983 there were 80 

irms ucing less than 4,000 tonnes. 

his year over 200 farms will produce 
20,000 tonnes. Production will exceed 
50,000 tonnes by the early 1990s. Grants to 
salmon farms from the Highlands and Is- 
lands Development Board are running at 
about £3m a year; employment (in areas 
where jobs are scarce) at about 1,000. An- 
nual turnover of nearly £100m is now more 
than that of the entire Scottish sea-fishing 
industry. 

Some local people are worried by this 
success. For one thing, many of the sites 
chosen for salmon farms are in areas of out- 
standing scenic beauty that are slowly being 
discovered by discerning (and potentially 
big-spending) tourists. If big wire cages in 
the sea put them off, either because they are 
ugly or because they interfere with recre- 
ational fishing, boating or wildlife, the local 
economy could lose as much as it gains. 

Scarring the landscape is not the only 
damage done to the environment by salmon 

rms. Effluent and waste may damage wild 
salmon, otters, seals and shellfish. Fish farm- 
ers use tiny quantities of highly toxic chemi- 
cals to kill lice: one overdose by an ill- 
trained worker could devastate a huge sea- 
loch. A team from Stirling University has 
just completed a study that concludes that, 
-so far, pollution from salmon farms has not 
been significant and that it is anyway likely 
to be reversible. But it calls for more analysis 
of the industry’s environmental impact be- 
fore allowing uncontrolled expansion. 

Curiously, that expansion is dependent 
not on local-authority planners but on the 
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Crown Estate commissioners, since Britain's 
foreshore belongs to the crown. Since the 
commissioners collect a rent for each licence 
granted to a salmon farm, they have a vested 
interest in the industry's expansion. They 
nevertheless tightened their approval proce- 
dures in 1986, partly in response to pressure 
from environmentalists. But many people 
still reckon that the power to issue licences 
should go to local authorities with no direct 
financial interest in the farms. The Scottish 
Office is thinking about such a change. 
Both planning and environmental con- 
trols need to be sorted out soon, and not 
just for salmon. Shellfish are already being 
farmed; efforts to farm halibut are well un- 
der way. Some bold prophets reckon all sea- 
fish could be farmed one day, probably far- 
ther out to sea. The biggest effect then may 
not be on the landscape or through pollu- 
tion: it will be lower prices and higher con- 
sumption. Salmon prices have not yet 
started to follow trout prices downwards. 
But it must surely be only a matter of time 
before farmed salmon, with its distinctive 
texture, becomes as cheap (and tasteless?) as 
battery chickens; while wild salmon, like 
free-range chickens, remains a luxury. 





By-laws 


Local rules 


RINKING in the street, say the citizens 

of Coventry, is tarnishing their city's 
image. So in the next few weeks Coventry 
City Council will introduce a new by-law 
banning the consumption of alcohol in the 
city centre. More than two dozen other local 
authorities, alarmed that public displays of 
drunkenness may be driving away the tour- 
ists, want to join the two-year pilot scheme. 
To what effect? By-laws are costly to enforce 
and are therefore rarely brought to 
prosecution. 

By-laws—the word probably comes 
from the Old Norse word byr, meaning 
dwelling or town—form the lowest tier of 
criminal offences. They can be made by local 
authorities or other public bodies such as 
national parks and railway companies for 
their own premises. They cover all sorts of 
topics: loud music near houses, wilful jos- 
tling, dangerous games near streets. Thou- 
sands are in existence, many of them made 
in the late nineteenth century when local au- 
thorities were taking shape and energetically 
suppressing local nuisances. The Home Of- 
fice still confirms about 250 each year. 

In theory these laws may vary from one 
local authority to another. In practice by- 
laws conform to a standard wording, and 
they have to be confirmed by a secretary of 
state or minister. Unlike statute law—where 
courts have no alternative but to enforce the 
laws as they stand—by-laws may be tested 
















and per Sega he reme 
ample, in 1 the lington Corpora- - 
tion prosecuted a Mr Arlidge under a by-law | 
which required the landlord of a lodging — 
house to have the premises cleaned each — 
spring. The by-law applied even to landlord: 
(such as Mr Arlidge) who had no right of 
entry. The court judged the by-law une 
sonable. 

Most by-laws take their force from an 
act of Parliament. If it is repealed, the by-l: 
usually falls—although a local authority z 
decide to keep eu in force. So oddities L 
exist. Nobody is allowed wilfully to disturb. 
any animal grazing in Victoria Embankment 
Gardens or Shepherds Bush Common o 
any of the other 135 open spaces in Londot " 
nobody may keep a pigsty which opens on tc 
the street without sufficient wall or fence to 


Banned in Bournsenpenti 


prevent the pig from getting out. In Bourne — 
mouth a "female person shall not, while — 

bathing, approach within 20 yards of any — 

bathing machine appointed for the use of | 

male persons only”. Both sexes should wear — - 

suitable costumes reaching from the neck to 

the knees. 

What gives by-laws their force, if anl a 
Cases are rarely brought to court. Occasion- 
ally, the penalty is a deterrent: farmers can — 
be fined £2,000 for uncontrolled burning of — . 
stubble. More often the maximum fine for 
breaking a by-law is £100. The police cannot 
arrest somebody for breaking a by-law; they 
can only take down an offender's name and 
address, and press charges later. Some of 
Coventry's councillors want to reinforce 
their new by-law by introducing alcohol-free 
discos and better late-night transport. The — 
by-law may also receive support from a 
change in the national law that comes into 
effect this weekend: all-day drinking will al- 
low more people to booze in pubs, rather 
than in the street. i 











E Bovernment 
. Still too much 


Far from reducing the role of the central state, Mrs Margaret Thatcher’s 


government has extended it 


T IS a familiar story. Politicians in opposi- 
tion denounce the government for 
centralising power, passing too many laws 
and exercising excessive patronage. They 
earnestly promise to do none of these when 
they are in office. Then they win an elec- 
tion—and start centralising, legislating and 
patronising as if there is no tomorrow. 
Thus the story up to 1979. But Mrs 
Thatcher is that rare being, a fiercely anti- 
government prime minister. Surely she has 
been different from her predecessors? Far 
from it. With one partial exception, of 
which more later, Mrs Thatcher has been as 


bad as any. 
Take the centralisation of power. The 
1980s have seen a steady drift wer from 


town hall to Whitehall. This year's local-gov- 
ernment and education acts have taken this 
further. Ministers’ powers and patronage 
have risen in tandem. Mr Kenneth Baker ac- 
quired 415 new powers when the Education 
Reform Act became law in July. Lord 
Mackay, the lord chancellor, took tighter 
central control over legal aid. The health- 
services bill to be passed in November will 
increase Mr Kenneth Clarke's power over 
the National Health Service. 

Mrs Thatcher's government has also 
broken all records in the quantity of legis- 
lation, measured by the pages added 
to the statute book. Macmillan's 
1959-63 Tory government averaged 
just under 1,250 pages a year. As the 
chart shows, the average has since 
been creeping up. Mrs Thatcher has 
produced around 2,500 pages a year, 
and the annual number is rising. In 
1985, for example, more than 3,200 
pages passed through Parliament, 
three times as many as Macmillan put 
through in 1961. On present trends, 
1988’s figure would certainly beat. 
that record—except that the govern- 
ment redesigned the pages to accom- 
modate more words than before. 

Such comparisons admittedly 
take no account of the legislation's 
complexity or content. And some 
bills—such as the next parliamentary 
session's two blockbusters, on water 
and electricity privatisation—will ul- 
timately mean less state intervention 
not more. Moreover, since the Law 
Commission was given the job of reviewing 
British law there have been a lot of "consoli- 
dating" measures that just pull together the 
existing laws affecting, say, landlord/tenant 
relations without themselves making new 
changes. 


52 


Nevertheless there are growing com- 
plaints that the government is overtaxing 
Parliament's ability to scrutinise legislation 
properly, especially since ministers have 
picked up the bad habit of making substan- 
tial changes while bills are in progress. This 
July the House of Commons dealt with 569 
amendments to the education bill and 417 
to the local-government bill at an average 
rate of about 60 seconds per amendment. 
Ministers claim that most such changes are 
technical. That does not reassure either 
those who recall the shambles of the 1985 
Financial Services Act or those who saw a 
big decision like the abolition of the Inner 
London Education Authority being hustled 
through as a late amendment to a bill. 

One response to the resultant pressure 
on parliamentary time is to make more use 
of secondary legislation—passing broad 
measures that leave details for subsequent 
ministerial orders (or even circulars and leaf- 
lets). Such secondary legislation is growing 
almost as fast as primary acts: the first half of 
1987 saw as many pages of statutory instru- 
ments as the whole of 1959, It has the advan- 
tage that ministers can be flexible and issue 
new orders or circulars as circumstances 
change. But it is clearly less democratic: even 
when ministerial orders need to be ap- 


Bigger government 
Civil service & —— Averages for successive governments 





Sources: HMSO; Treasury 


proved by a parliamentary resolution, they 
are seldom debated 

Another drawback, which worries min- 
isters , is the risk of review by the courts. In 
Whitehall's corridors, officials and lawyers 
are being driven to distraction by an explo- 





sion in such judicial challenges. In. 1974 
there were 160 applications for judicial re- 
view. Ten years later the number had risen 
tenfold. Perhaps a quarter succeed in over- 
turning the original decisions. Ministers are 
starting to demand "judicial-review proof- 
ing" before signing orders. Sometimes the 
only way to guarantee this is to revert to 
putting the provisions into primary 
legislation. 

And Mrs Thatcher's partial exception 
to the old story? She has cut the civil ser- 


n 


vice and abolished many public bodies 
(known popularly as quangos), so margin- 
ally reducing the government's scope for pa- 
tronage. In 1979 there were 566,000 civil 
servants and 217,000 people working for 
quangos. Now there are 507,000 and 
149,000 respectively. Some of the cuts have 
arisen through redefinition, but most repre- 
sent a genuine reduction in the bur- 
den of government. 

Unfortunately, the cuts are not 
continuing. Over the past two years 
the civil service has started to grow 
again. Its numbers are still higher 
than they were under Mr Edwe 
Heath's Tory government of the ea. ., 
1970s (see chart). Formal manpower 
targets have been abandoned. The 
numbers working for quangos have 
also started to rise. Recent and pro- 
spective legislation could make things 
worse. The education bill has created 
four big new quangos, covering the 
national curriculum, school examina- 
tions and the financing of universities 
and . polytechnics. The water- 
privatisation bill will set up an even 
bigger one, a national rivers authority 
employing up to 10,000 staff. 

In the long run, Thatcherism may 
mean less government and a smaller 
bureaucracy—if only because the 
public sector's share of national income and 
spending is falling. But so far even an anti- 
government prime minister has found it 
hard to resist the temptation to take on 
more power and order people around. 
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Economies and trade 
America’s trade deficit 
jumped to $12.5 billion in 
June, from a revised $9.8 bil- 
lion for May. Imports of capi- 
tal goods rose to a record $9.2 
billion, while exports fell 
sharply to $8.7 billion. That 
reversed America’s small trade 
surplus in capital goods since 
the start of the year. 


Because of America’s manu- 
facturing boom, its Export- 
Import Bank is hard-pressed 
to lend any more money to ex- 
porters in the financial year to 
October Ist. The bank has 
disbursed almost all of its 
$693m of cash. 


Good times: exports of Swiss 
watches rose by 19% in the 
first half of the year, to a 
record SFr2.31 billion ($1.7 
billion). Hongkong overtook 
America as Swiss watchmak- 
ers’ biggest market; sales to 
the colony (and its huge entre- 
pot trade) soared by 40%, to 
SFr426m. 





Bidding and dealing 


The three-company drinks 
consortium bidding for Irish 
Distillers Group was forbid- 
den to do so by the European 
Commission. But Grand Met- 
ropolitan, Allied-Lyons and 

- Guinness can each bid 
separately. 


Mecca Leisure, a British 
bingo to one-armed-bandits 
group, will pursue its hostile 
£110m ($1.32 billion) bid for 
Pleasurama, even though the 
latter's shareholders have ap- 
proved the acquisition of 
Hard Rock International. 
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BUSINESS THIS WEEK 


Mecca does not want Hard 
Rock's burgers. 


Britain's Department of Trade 
and Industry has referred 
Goodman Fielder Wattie's 
£1.7 billion ($2.9 billion) bid 
for Ranks Hovis McDougall, a 
British baker, to the Monopo- 
lies and Mergers Commission. 
The DTI is worried by the 
amount of debt the Antipo- 
dean buccaneer wants to take 
on board. 


Britain's Racal Electronics 
won shareholder approval for 
a controversial plan to float 
off part of its highly-profitable 
telecommunications subsid- 
iary which includes Vodafone, 
a mobile-phone business. The 
flotation will make Racal a 
less-tasty takeover target. 


America's insurance giant, 
Farmers Group, finally 
agreed to talks with its preda- 
tor, Britain's B.A.T Industries, 
which is mounting a $5.1 bil- 
lion bid. 


In the air 


British Airways placed an 
order with Boeing, America's 
biggest aircraft manufacturer, 
for two long-distance 747s, the 
series 400. That brings the 
number of jumbos it is com- 
mitted to buying to 19, with 
an option for a further 12. To- 
tal value: $4.5 billion. 


Rolls-Royce has bought the 
patents on Hotol, the dream 
of a re-usable, air-breathing 
engine for space launches, 
from its British inventor, Alan 
Bond. Though the sum was 
undisclosed, Rolls-Royce ad- 
mits there will only be a tiny 
market for the invention. 


Scandinavian Airlines System, 
half-owned by the govern- 
ments of Denmark, Sweden 
and Norway, is to spend 
$204m on 4096 of the state- 
owned Aerolineas Argenti- 
nas. Iberia, Spain's national 
carrier, is thinking of buying 


49% of Pluna, Uruguay's 


state airline. 


Full-circle 


Floated two years ago by Hol- 
lywood producer Dino De 
Laurentiis, the Laurentiis 
Entertainment Group has 
filed fot bankruptcy under 
America's Chapter 11, after a 
string of flops. 





90-year-old Enzo Ferrari, 
who founded the eponymous 
car firm (now controlled by 
Fiat) in 1943, died. Even now 
Ferrari produces only 4,000 
road cars a year; but its teams 
have won over 5,000 races. 


General Motors, America's 
biggest car giant, has had 
enough of the price-cutting 
war. It will raise the price of its 
cars next year by 


On-the-mend Bank of Amer- 
ica is taking its foreign-ex- 
change operations home from 
New York to California, to 
cash in on the booming Pa- 
cific rim. It has chosen Los 
Angeles, which is more of a fi- 
nancial centre than San Fran- 
cisco, the bank’s base. 


Bottom lines 


Britain’s fifth-largest bank, 
Standard Chartered, recov- 
ered to make £156m ($284m) 
pre-tax profits for the first six 
months of the year. A year ago 
big new provisions on its 
third-world loans tipped it 
into a £224m loss. Despite the 
recovery, the bank plansa ` 
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rights issue later this year to 
Wege. its feeble capital — 
ase. ! 


De Beers, the South African 
company with a virtual mo- 
nopoly over the world's dia- 


mond market, nearly doubled — 


its half-year pre-tax profits, to 
R1.19 billion ($560m). Last 
October’s stockmarket crash 
has done little to affect the 


sales. 


America's Financial Ac- 
counting Standards Board 
wants companies to deduct 
potential medical and insur- 
ance retirement benefits from 
their earnings. That would 
badly dent their reported 
profits. 


Compared to a year earlier, 
pre-tax profits at Unilever, a 


huge Anglo-Dutch conglomer- | 


ate, rose by a healthy 14% in 
the second quarter, to £391m 
($721m). Thank strong sales 
of specialty chemicals and of 
ice cream in sizzling Mediter- 
ranean countries. 
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The Commerzbank report on German business and finance No. 8/88 


Brighter outlook 
for transatlantic relations 


Over the past few years, 
the U.S. and the European 
Community have often failed 
to see eye to eye, with little 
basis for constructive dia- 
logue. Europeans have at- 
tacked the huge US budget 
deficits and the slide of 
American trade policy into 
protectionism. For its part, 
the U.S. has chastised the 
Europeans for their sluggish 
growth, their reluctance to 
promote structural change, 
and their closed markets. 

But now the transatlantic 
tensions seem to be easing. 
The spectre of *Eurosclero- 
sis" the catchword for 
Europe's economic decline, 
has been dispelled by the 
drive for a truly common 
market—via a huge deregula- 
tion package designed to 
remove all the barriers to the 
free movement of people, 
goods, services and capital 
across this enormous econ- 
omic zone. 

The plan is clearly an am- 
bitious one, and the road to its 
realisation will be stony. The 
liberalisation of all markets 
and the harmonisation of 
taxes, which will ultimately 
erode national sovereignty, 
will surely encounter oppo- 
sition from certain vested 
interests. Yet there can be no 
turning back; in the long run, 
the advantages afforded by a 
unified domestic market are 
so attractive that the forces 
pushing for integration will 
ultimately prevail. 

Smaller firms in particular 
will benefit from the removal 
of border formalities and the 


adoption of uniform technical 
standards, as this will enable 
them to operate throughout 
the entire EC. However, large 
companies will also benefit as 
they will be able to test new 
products in the EC's huge 
domestic market before 
launching them on the world 
market. Overall, the Single 


the U.S. “Europrotectionism” 
would undermine the existing 
system of world trade and 
expose Europe to retaliatory 
measures. 

Thus, US companies— 
and those in other non-EC 
countries—will benefit just as 
much from the Single Market 
as their European counter- 


Trade between the EC and the U.S. 
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Market will enhance the com- 
petitiveness of European 
firms. 

Some fear that the price 
of internal liberalisation will 
be an increasingly protec- 
tionist stance vis-à-vis third 
countries. Certainly, such 
fears must be taken seriously. 
A "Fortress Europe" men- 
tality would be counterpro- 
ductive in the long run. The 
EC is the world's foremost 
trading power, with a larger 
foreign trade volume than the 
U.S. and the Soviet Union put 
together. Exports equal about 
16% of its aggregate GNP as 
against just under 10% in 
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parts. Uniform technical stan- 
dards and identical adminis- 
trative procedures will apply 
to all firms. Indeed, many 
non-EC companies are al- 
ready gearing up for 1992. 
For some time, the United 
States has been calling for 
deregulation in the EC, and 
the planned domestic market 
promises to achieve just that; 





it paves the way for dynamic 
growth. Of course, the necess- 
ary adjustment processes will 
be painful at times, especially 
in hitherto “protected” sec- 
tors, such as transportation 
and telecommunications and, 
in some cases, banking and 
insurance. 


Not a zero-sum game 

Deregulation in these in- 
dustries together with the pros- 
pect of unrestricted market 
access for non-EC companies 
will defuse at least some ofthe 
criticism—although farm pol- 
icy remains a thorny issue. 
Moreover, it will become 
evident that, for the world 
economy, the EC domestic 
market is by no means a zero- 
sum game, 

In the last analysis, the U.S. 
will also benefit. Not long 
ago, given their product 
range and focus on their 
home market, it was doubt- 
ed whether American com- 
panies would be able to 
exploit the opportunities 
offered in world markets by 
the weaker dollar. Of late, 
US firms have become 
much more competitive—as 
their export successes show. 
This new strength is attribut- 
able at least as much to dom- 
estic deregulation and tax 
reform as it is to more realistic 
exchange rates. 

Accordingly, US indus- 
try has a good chance of 
regaining the ground lost dur- 
ing the mid-eighties. And just 
as the spectre of “Euroscle- 
rosis” has faded, reports of 
America’s economic decline 
will be found to have been 
“greatly exaggerated”. 
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Out of the Gulf's rubble 


August 20th is the day on which Iran and Iraq lay down their arms and take 
u the tools of reconstruction. Because the Gulf war has left both countries 
almost broke, this will not be the bonanza many people expect 


HERE has been heady talk of a re- 
construction boom in the weeks since 
n threw in the towel and accepted that its 
eight-year war with Iraq must end. Both 
countries will want to rebuild their econo- 
mies as soon as possible. Both will want to 
boost imports and government spending to 
placate populations grown weary of short- 
ages and $180-a-jar coffee. The question is: 
can they afford to? 

The cost of eight years of needless con- 
flit can only be guessed at. Mr Vahan 
Zanoyan, a director of The Petroleum Fi- 
nance Company in Washington, DC, reck- 
ons that the war cost lraq up to $90 billion 
in lost oil and non-oil revenues; Iran, in the 
throes of revolutionary upheaval before the 
war began, probably lost $30 billion of earn- 
ings. Mr Zanoyan estimates the total cost of 
the war itself—forgetting the weapons each 
country would have bought in any case—at 
close to $150 billion for Iraq and nearly $70 
billion for Iran. 

Now come the costs of reconstruction. 
These will be higher in Iran, battered by 
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Iraq's bombing runs. The bill for rebuilding 
ruined oil facilities, roads and buildings in 
both countries will, according to most esti- 
mates, total more than $100 billion. 

How will this be paid for? The ceasefire 
will save the belligerents little more than am- 
munition and fuel costs. Reconstruction aid 
from neighbours will at best amount to the 
300,000 barrels a day (b/d) of oil that Saudi 
Arabia and Kuwait pledged to lraq's war ef- 
fort: some observers expect this to be di- 
vided between the two former combatants 
during the first years of peace. But, in these 
circumstances, $1!A billion a year (the oil's 
equivalent) is small. The bulk of the cash to 
finance reconstruction will have to come 
from new loans or increased oil exports. 

As a borrower, lran at least has the ad- 
vantage of a sound financial record. The 
Shah's successors paid off the bulk of his 
debts of $6.5 billion because of Islam's ban 
on usury. They have since financed imports 
with letters of credit (of gradually increasing 
length), paying on the nail as they fall due. 
Nonetheless, Iran still has short-term debts 


of $6 billion-8 billion. That is almost 
matched by its liquid overseas assets: banks 
reporting to the Bank for International Set- 
tlements held $5.9 billion of Iran's cash at 
the end of 1987. 

So Iran could probably borrow again if 
it wanted to. But its constitution forbids 
this—and that is a ban that the government 
cannot afford to ignore. Its volte face on the 
war has left it sensitive about its Islamic cre- 
dentials. So it is unlikely to incur debt unless 
the borrowing is. disguised as project fi- 
nance: it may be chary even about this. 

lraq has reached the same spot from the 
opposite direction. It began the war in 1980 
with foreign assets of $20 billion, but by im- 
prudently continuing to spend heavily on 
infrastructure—and even on luxury ho- 
tels—it turned these into debts of perhaps 
$70 billion. About half of this is owed to 
Saudi Arabia and Kuwait, which may forget 
it; perhaps $10 billion to Russia and Eastern 
European countries, which will not. Nor will 
the West's commercial banks, which have 
lent Iraq $26 billion. Iraq has been re- 
scheduling its debts since 1983, and must 
continue to do so: this year it will have less 
than $2 billion available to meet debt-ser- 
vice payments estimated at $7 billion. 

So lraq's chances of securing new loans 
to finance postwar reconstruction are slim: 
the only fresh credit it is likely to get is ex- 
port finance. That will be forthcoming be- 
cause Iraq is a resource-rich country. It has 
oil reserves of 100 billion barrels—second 
only to Saudi Arabia—and rich deposits of 
other minerals like sulphur, phosphates and 
bauxite. Add to that one of the best trained 
workforces in the region, and lraq's econ- 
omy ought to pick up swiftly—if it can earn 
the money it needs to rebuild. That means 
looking for higher oil revenues. 


Pumping out of penury 
When Iran and lraq begin spending, they 
will start with the oil industry. It generates 
over 9096 of their foreign-exchange earn- 
ings. When war broke out, Iran crippled 
Iraq's oil exports by destroying its two off- 
shore export terminals. Since then Iraq has 
painstakingly rebuilt its export capacity by 
laying pipelines across Saudi Arabia and 
Turkey. It is now producing nearly 3m b/d 
and exporting 2.6m; its export capacity will 
rise by a further 1m b/d when another pipe- 
line through Saudi Arabia comes on stream 
next year. All that is far above the OPEC 
quota of 2.37m b/d (ie, the same as Iran's) 
that Iraq once demanded before it sniffily 
began to ignore the cartel's output restraints 
altogether. 

Iraq's export potential may well rise fur- 
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— ther. It will consider exporting oil through 


‘the Gulf again to be a point of honour; this 
could eventually add another 2m b/d to its 


= export capacity. The prospect of all this ex- 
—— traoil sloshing around the markets will soon 


hit oil prices. That will not please OPEC, 
which is desperately trying to paint the end 
of the war in bullish colours and persuade 
Iraq to accept the same output quota as Iran. 
Iraq, with its new self-confidence, may not 
listen. 

Iran, with 93 billion barrels of oil re- 
serves, will be tempted to play the same 
game, although it may resist in order to 
avoid further annoying the Saudis. It may 
also prefer to abide by its stated policy of 
conserving resources; lran's government, 
unlike Iraq's, has to contend with a surpris- 
ingly critical parliament and press. 

Even if it chooses to increase exports, 
Iran has nothing like Iraq's scope for expan- 
sion. Iran is now producing 2.3m b/d, just 
under its quota of 2.37m b/d; it has fre- 
quently found it difficult to pump that much 
because of war damage. Though it was ex- 
porting 5m b/d from its main export termi- 
nal at Kharg Island before the revolution, 
damage to its oilfields, caused as much by 

lect as by the war, makes a swift increase 
unlikely. The war also hit Iran's search for 
new oil reserves more than lraq's: less than 
20 Iranian rigs are now looking for oil, com- 
pared with more than 50 in the mid-1970s. 

So Iran, especially, will need to repair its 
refineries quickly. It has had to import up to 
300,000 b/d of refined oil products since its 
600,000 b/d refinery at Abadan was de- 
stroyed at the start of the war; Iraq's refin- 
eries were also damaged, but have recov- 
ered. Stopping oil-product imports would 
save foreign exchange at once. Iran is al- 
ready said to be negotiating a contract with 
America’s Bechtel and France's Spie- 
Batignolles jointly to manage a new refinery 
at Arak, near Bandar Abbas. 


Arming for peace 
When the petrodollars perk up, what next? 
Do not expect a rush of orders for civilian 
rojects. Rebuilding their military forces is 
ely to be next on the two countries’ lists of 
priorities. As soon as it can afford to, Iran 
will try to replace its near-defunct air force 
and navy. This is likely to mean buying per- 
haps 100 interceptor aircraft and the 
ground communications-and-control equip- 
ment to back them up. Iran’s shopping list 
will also include some frigates and a few de- 
stroyers, now that its Gulf neighbours are 
also building up navies. On land, it needs 
mre tanks, plus equipment to help it sup- 
ply and transport troops, which it had difh- 
culty doing during the war. 

Iraq, by contrast, has ended the war far 
better armed than it began. It has increased 
its air force by half to 500 aircraft, while 
Iran's has tumbled from 450 to hardly any. 
Iraq's air force isin good shape, too, needing 
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The wasted billions 
Oil export revenues 
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only maintenance and perhaps some re- 
placements from French and other suppli- 
ers; the Iraqis will turn to the Russians for 
more tanks and artillery. But Iraq's claim to 
a navy rests on four Italian frigates ordered 
before the war and supposedly last sighted 
off the coast of Pisa; when the war broke out 
Iran sank or bottled up the rest of it inside 
the Shatt al-Arab waterway. So a new navy 
is also on Iraq's shopping list. 

They do not yet have anywhere to put 
ships, however, as the Iranians also damaged 
their only deep water port at Basra. Iraq may 
prefer to build a new one on thé Faw penin- 
sula nearer the mouth of the Shatt al-Arab, 
or even dig a deep-water channel at Umm 
Qasr, farther from the Iranian border. That 
may wait until the issue of sovereignty over 
the Shatt, a prime cause of the war, is 
settled 

More arms may make lranians and 
Iraqis feel safer, but not richer. Both govern- 
ments are under pressure to produce some 
benefits from peace before their peoples 
wonder too loudly what they fought the war 
for. They are therefore likely to relax some 


dH I 
THH] 
Set | 


TEST 
Hii 
HHHH 
“a 


. 
2 ERES 





83 B4 85 86 87 86fcast 









eExcludes damage to infrastucture — t Arms purchases & personnel costs 


of the controls on private enterprise to e 
courage imports of basic consumer g 
Hopes that the prices of these would fall 
caused the blackmarket value of the dollar 
to tumble in both countries after the 
ceasefire was announced: in Iran it fetches 
only a third as much as it did a month ago. 

Iraq led the way with a move towards 
economic liberalisation early in 1987. One 
of the most visible results of this has been 
the re-appearance of eggs. A year ago they 
were so scarce that a shop discovered to 
have eggs caused a riot; now, so many new 
poultry farms have been set up that eggs are 
readily available—at twice last year's price. 

That this new entrepreneurialism has 
started in the food business is welcome: 
both countries want to produce more of 
their own food. Iran has particular reason 
to: relatively self-sufficient until the early 
1970s, it probably spent nearly $4 billion on 
agricultural imports last year. It may succeed 
in cutting this bill when it can once again 
cultivate the arable land near the Iraqi beta 
der which was devastated by the war. Ag 
culture in Iraq, which has a population only 
one-third of Iran's, suffered more from a la- 
bour shortage: Iraq imported $1.3 billion- 
worth of food in 1984 (the latest reliable fig- 
ure), nearly triple the 1978 figure. 

Only when they are well-oiled, well- 
armed and well-fed will the two countries 
turn to the slow task of repairing their infra- 
structures. Communications will be a prior- 
ity, which will mean, eventually, big busi- 
ness for road-building and truck companies. 
The renaissance of non-oil industries will be 
slowest of all, although, even now, grandiose 
development plans for everything from bot- 
tling plants to dams are being taken off the 
shelf and dusted down. All will help Iran 
and Iraq to soak up some of the unemploy- 
ment that peace will spawn and to revive 
their dreams of moving away from oil-de- 
pendence—dreams which the Gulf war has 
set back for decades. 
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s. Intuition Won ibas formula: as 
h any other naturally-renewable re- 


fair balance? Bs present and future 

- generations. So let elephants be hunted or 

| blue whales be harpooned only as fast as 
| ü pug breed. 
| \ctually, the formula is too single It 
that, in order to protect the value 
enewable resource for tomorrow’s 
generations as well as for today’s, you 
should exploit it at the rate which sustains 
it indefinitely. The case of oil shows that 
cannot always be right. Suppose that it 
| takesa million vears for nature to replace 
crude oil pumped out of the ground. The 

+ "sustainable" rate at which you should 
deplete today's stock of | trillion barrels 
. "of oil would then be Im barrels a year. At 
the moment, 60m barrels are being 
pumped out every day. The proceeds from 


| this “unsustainable” rate of extraction are 


being invested in assets that will earn 
more money over time than "sustainable" 
returns on oil could ever achieve. Future 
generations therefore can be made better 
off by rates of extraction that 2 at first sight 
seem unfair to them. 

[n order to see whether trees should be 
treated like oil, you need a better way of 
calculating the right extraction rate than 
by looking just at the rate at which the re- 
source renews itself. Two other factors to 
consider are: (a) the real rate of interest, 
and (b) the relationship of the true cost of 
depleting a resource to the price at t which 


: it can be sold. 


From simple roots... 


Start with the simplest case. Suppose that 


a forest does not renew itself at all, that 


the cost of felling trees is zero, and that 


reis no substantial divergence of inter- 
ests between the foresters and the society 
to which they are selling their logs. These 
-improbable foresters will not fell and sell 

- all their trees at once, for this will depress 
_ tree prices. They will control the flow of 
logs so that their profit, which in this cost- 

| less case is determined by the price of cut 
_ trees, rises by the rate of interest. If prices 
~ rise by more than the interest rate, the for- 

- ester will benefit by delaying extraction; in 
ale terms the wood will be more valuable 


%, 


-foresters will slow ¢ down extraction so that 


tree prices rise each’ year by 10% from, 
say, $100 to $110. If the interest rate rises 
above the rate that wood prices rise, forest 
owners benefit by extracting more timber, 


_ because in real terms the wood is more 


valuable now than it will be in future. 
High interest rates therefore encourage 
faster tree felling (see chart 1). 

Now assume that tree-felling does have 
costs. If costs per tree felled are a constant 
$50, then, as tree prices rise 10% from 
$100 to $110, profits will rise by 2096 from 
$50 to $60; interest rates are still 1096 
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Trees extracted 


" 


Sustainable production 


4 Unsustainable production 
more valuable 


- Trees extracted 


| When the increase in profits is more than 


the interest rate, foresters will tend to slow 
down their cutting because, a vear from 
now, a tree left in the ground will be worth 
more than money put in the bank (see 


~ chart 2). As foresters cut back on current 
output, log prices will rise, bringing the 


expected future rate of increase of prices 
into line with interest rates. 


- Now suppose that forests do gradually. 
 regenerate. Let us say there are 100 trees 


in a forest and that the maximum rate of 
extraction consistent with regeneration is 
ten trees a year, Át more than ten trees, 


the forest will eventually disappear. If the 


interest rate is 1096, and each felled tree 
earns $10 profit, then the present value of 
a never-ending supply of ten trees a year is 


$1,000, Only if cutting down more than. 
.ten trees a year gives a forester a higher 


present. value than $1,000 will he cut 
down trees at that unsustainable rate. 
Chart 3 illustrates the point: if the trees 
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Japanese agriculture 
Yesterday's farming 


TOKYO 





arming ever be more than just a cosseted relic of a vanished 


Can ese f. 
eats es. It could even become an export industry 


i am past 12 months have brought Ja- 
pan's farmers face to face with their fu- 
ture. Hauled up before GATT, Japan was 
forced late last year to agree to liberalise im- 
ports of ten different kinds of processed ag- 
ricultural items. In May a three-year timeta- 
ble for the liberalisation of imports of beef, 
oranges and orange juice was agreed bilat- 
erally with America. This month the Ameri- 
can rice millers’ association announced 
plans for a renewed assault on the last re- 
doubt of Japan's subsidies-saturated agricul- 
ture—rice. It is yet another sign of how 
quickly Japan is changing that most Japa- 
nese cheerfully admit that in ten, perhaps 
only five, years rice will be the only part of 
Japanese farming not fully liberalised. 

At the moment, the probably-about-to- 
be liberalised part of Japan’s uniquely un- 
economic agricultural industry costs the 
country ¥560 billion ($4.2 billion) a year in 
direct government subsidies plus ¥8 trillion 
a year—or 4% of annual personal consump- 
tion—in inflated food prices. And this ig- 
nores rice, for which Japanese consumers 
pay six times the world price. Soon, every- 
one agrees, most of the support system will 
be torn down, although no Japanese is sure 
how to do it. 

The government and the ruling Liberal 
Democratic party recently sat down to- 
gether for their first serious discussion of the 
subject. They want to frame the same sort of 
“structural adjustment" (ie, aid) programme 
that the Ministry of International Trade and 
Industry has overseen for the running down 
of industries like coal mining and 
aluminium smelting. Much of the money 
will go to buying off the two-thirds of Ja- 
pan’s farmers who derive most of their in- 
come from jobs outside farming. Their exit 
will reduce the political power of the agricul- 
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tural lobby. Only then will it be possible to 
introduce cost and capacity-cutting mea- 
sures, plus incentives to switch to premium 
produce. Then, the Japanese can begin to 
create an efficient agriculture in their moun- 
tainous and land-scarce country. The Japa- 
nese agriculture of the future will be a high- 
tech, high-value added, highly automated 
affair; as a consequence it will not employ 
many people. 

To some extent agriculture is dwindling 
of its own accord. The number of farmers 
fell from 30.1m in 1965 to 19.2m at the start 
of 1988. The only age group in which their 
numbers are growing is over-65s. The num- 
ber of full-time farmers has fallen even 
faster, from 20m to 6m over the same pe- 
riod. Of the 4.2m farms in Japan, only 
614,000 are worked by full timers. 

Support prices for cereals have started 
to be trimmed. In 1987, for the first time, 
the rice-support price was cut. Last July, the 
agriculture ministry tried its fiercest and (be- 


Dearer food from fewer farmers 
Japan's domestic food prices compared with world prices 
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cause it involved sacrosanct rice) most 
shocking assault yet on the systemi. As part 
of its annual rice-support-price setting, it 
proposed paying rice subsidies only to farm- 
ers who cultivated 1.5 hectares or more. 
That sounds like a modest change; in fact, it 
would have been revolutionary. Only 996 of 
Japanese rice farms would then have quali- 
fied for subsidy, although this 9% produce 
44% of the rice. As two out of three of Ja- 
pan's 234m rice farms are unsuitable for any 
other crops, the proposal would have taken 
hundreds of thousands of acres and hun- 
dreds of thousands of farmers out of 
farming. 

Even though the hardship would not 
have been as severe as lobbies loudly 
squawked (because four-fifths of Japan's rice 
is grown by part-timers who usually have 
city jobs), the squawks forced the ministry to 
shelve the plan. But the policy of directing 
subsidies only to efficient producers is n 
firmly on the agenda. 

It will still be tough work to make Japa- 
nese farming pay its way in a mountainous 
archipelago that is desperately short of flat, 
fertile land. Much of the usable farmland is 
split up into uneconomic gardens whose av- 
erage size is barely one hectare (smaller than 
a soccer pitch). Most efforts to get farmers to 
pool their land into bigger units have been 
unsuccessful. 

Large reductions in costs can be 
achieved only by turning to technology. Fu- 
turistic ideas are already being tested. In the 
northern island of Hokkaido, perhaps the 
only part of Japan with enough fertile open 
space to get proper economies of scale, the 
Ministry of Agriculture’s stock-breeding 
farm is already experimenting with control- 
ling herds by remote radio control. It hopes 
to monitor their health, move them to new 
pastures, even fence them in electronically. 
Cost savings on barbed-wire fences alone 
are estimated to be ¥3m a year for each 
hectares ranched. 

As liberalisation creeps forwards, the 
country’s 280,000 beef producers face a par- 
ticularly hard time. Their production costs 
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. All ofthe company’s business sectors contributed to — . 
the second quarter improvement with transportation, forest 
products, and real estate and hotels making the biggest — 
contributions to income. 
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2nd Quarter 
1988 1987 
Transportation $ 79.8 $ 6908 
Energy 35.2 26.5 
Forest Products 61.4 40.8 
Reai Estate and Hotels 43.0 10.7 
Manufacturing and Other 11.0 0.7 
Discontinued Businesses — 40 ~~ (1.4) 





Net income before | 
extraordinary items — . m 
Extraordinary items 






Net income after 
extraordinary items $ 230.4 $ 152.5 





$ 414.3 $ 471.2 








Earnings per Ordinary share 
before extraordinary items $ 076 $ 0.51 $ 1.37 $ 
after extraordinary items $ 076 $ 0.51 | $ 1.37 | $ 

















Canadian Pacific expects a good performance in the 
second half of the year although there are concerns about 
the impact of drought conditions on rail grain revenues, the 
continuing volatility of world oil prices and the impact on 
earnings of the strengthening Canadian dollar. Offsetting - 
actors will be cost reductions in the railway sector and 
ower interest costs. 














To deliver another year 
of record profits, you 
need more behind 
you than strength. 





You need a plan to stay ahead of the 
competition. 


Ours is a four point strategy for growth 
which will take W H Smith, the retail and 


W H Smith High Street chain and the Do 

| kk All chain out of town. 

Together these give us a broad base of 
retailing throughout the country 

The W H Smith chain, the market leader 
in book, greeting card, stationery and maga- 
zine retailing, now operates from 447 shops. 
With an extra 86,000 sq feet of floor space and 
a total of 4| stores now fitted out in the new 
design, we have an even firmer footing in the 
high street. 





Out of town our DAY chain Do Ir All 
has put up an equally impressive performance. 
Sales went up by 334% and trading profits by 
185% despite the cos of opening 25 stores 
and re-fitung 6 others. The total stands at 105 
Do It All stores now up and running. 

Development of our specialist retailing | 

chains in Britain and North America l 

These enable us to cater for all possible 

tastes in the markets in which we operate. 


This year Our Price Music has increased 
turnover to almost £100m, that's 29% above 
last year's achievement. Our post balance sheet 
acquisition of 74 Virgin shops brings the score 
to over 270 stores and gives us around 22.596 
of the recorded music market. 
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ing specialist bookselling chain, Sherratt and 
Hughes opened three stores during the year 
making a cotal of 42. 

Paperchase, our stationery chain, went 
on the offensive, opening 6 shops in Beitain and 
12 in Canada Our improved performance in 
Canada sent trading profits soaring by 59% in 
dollar terms. 
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Overall, 79 stores were opened or 
acquired in North America, including 32 in 
Hawai, one of the world’s fastest growing 
resort areas. : 


But we're alo meeting the needs of 
holiday makers at home. This year in the UK, - 
W H Smith Travel's 197 outlets sold 500,000 
package holidays. 


in a year in which the distribution of 
newspapers and magazines underwent 
fundamental change. W H Smith Wholesale 
secured more business in the magazine and 

We also gained a significant share of the 
commercial stationery market by acquiring | 
the Pentagon Group and only last week, the 
Satex Group. 


| Developmen: o programing a | 
services for Cable and Satellite TV in 


pues eee 


We believe ths to be a business with 
significant growth potential and expect it to 
come into profit by the 19903. We are already 
a major force across Europe in these media, 
transmitting an annual equivalent of 6,500 
hours of television. 





Our satellite channels are distributed in 
10 countries, Screensport, the sole sports 
channel in Europe, adding three more countries | 
With our four point strategy behind us, | 
we're proving that we are a formidable force | 


in the leisure market i 
And just as important, we've produced 
yet another year of winning results | 
| june-May = June-May | 
87-88 86-87 
£ millor £ milion | 
Sales 1,661.9 1,460.0 
Fre-Tax Profit 70.6 614 
Net Dividend 9.0p 7p | 
Earnengs Per Share 1407» 11.1dp | 


BSS et EEE Es T l 
For à copy of W H Smiths Annual | 
Report and Accounts write to Public Relauons 


Department, W H Smith Group PLC, Strand 
House, 7 Holbein Place, London SW] BNR | 
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are way above those of their American and 
Australian competitors. Because Japan is 
committed by its agreement with the Ameri- 
cans to phase out the Livestock Industry 
Promotion Corporation, which has an im- 
port monopoly used to jack up domestic 
prices, there seems little way to stop Japan 
being flooded with cheap beef. 

Ways must therefore be found to bribe 
small-scale producers out of farming or turn 
them into clones of the Kobe beef produc- 
ers. The meat from these animals, fed on 
beer and massaged daily, commands prices 
as exquisite as its taste—¥10,000 a kilo. 
This meat is likely to retain a market no mat- 
ter how much cheap, unmassaged foreign 
steak is imported. Japan has the animal-ge- 
netics technology and resources to make 
even beef farming a capital-intensive indus- 
try, like steel or carmaking. Are the Japanese 
starting to build another export business for 


the 1990s? 





Japan's food business 


Tomorrow's tuck 


TOKYO 


AGOME, Japan’s biggest ketchup 

company, is planning to switch half its 
production to America. It intends to buy to- 
matoes in California, process them there 
and export the ketchup to Japan. Food pro- 
cessing is not an industry in the habit of set- 
ting up in low-cost countries and exporting 
back to the home market. Nor is California 
usually regarded as a low-cost area. That Ja- 
pan's food processors should be moving 
there shows just how great the pressure for 
change in Japan’s farm industry is. 

No one is keener on farm liberalisation 
than Japan's food processors. Four-fifths of 
---ir domestically produced raw materials 

affected by government price controls. 
Imports, on which the companies rely 
heavily—Japan’s farmers produce only half 
the calories consumed at home—are only 
now breaking free of surcharges, quotas and 
monopoly import agencies. Japan’s food 
companies need cheaper raw materials if 
they are to compete against foreign food- 
processing companies as Japan’s markets are 
opened up to imports. 

Imports of processed foods have soared 
in recent years, helped by the high yen. 
Keidanren, the employers’ organisation and 
a strident critic of the slow pace of Japan's 
agricultural reform, says that these im- 
ports—whether made by foreign firms, or 
by Japanese companies investing abroad— 
threaten the home-based Japanese food in- 
dustry. 

That may sound like hyperbole, but the 
plain fact is that Japan's farm policies set 
farmers and food producers at odds. If raw 
materials cannot be imported, then pro- 
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Next, sushi made in Hongkong 


cessed food will be. As raw-material imports 
rise, food companies will stop buying domes- 
tically. Last year they made 37,000 tonnes of 
products from imported rice and wheat 
flour—equivalent to the harvest from 3,000 


Call me Usmail 


NEW YORK 


OW much is pure convenience 

worth? In America, the going rate 
seems to be about 12%—or 3 cents on 
the price of a 25-cent postage stamp. 
That is the margin charged by small busi- 
nessmen who promise to handle post 
and postage quicker and better than the 
United States Post Office. Thousands of 
private post offices are springing up 
across America. The largest, a franchise 
operation called Mail Boxes Etc, has over 
700 branches and had sales of about 
$50m in 1987-88. 

Private post offices provide most of 
the same services as the government-run 
kind. They rent post-office boxes to re- 
ceive mail. They sell stamps and post let- 
ters for you. Private post offices buy 
many of their wares from the govern- 
ment competitor at full price. Though a 
few also supplement income from postal 
services with fax machines and photo- 
copying, the trick to making private post 
offices pay is reselling these services for 
more than the post office down the street 
can charge for exactly the same thing. 

So why pay more? Answer: for the 
convenience. Queues to buy stamps are 
shorter at private post offices than at the 
public ones. Post boxes carry prestigious 
street addresses and suite numbers 

| rather than humble Po box numbers. 


BUSINESS 


average-sized rice farms and from 5,600 
hectares of wheat fields. 

The changing nature of the imports of 
prepared foods is also cutting the demand 
for domestically grown food. Greater afflu- 
ence plus the arrival of the hamburger have 
caused the average person's daily intake of 
rice to halve in the past 25 years. Demand 
for convenience foods, from instant noodles 
to pre-packaged western gourmet treats, is 
booming. All this is increasing the pressure 
on Japan's traditional farming. 

The fiercest pressure of all comes from 
the food industry's diversification into bio- 
technology. The companies are pouring tril- 
lions of yen into biotechnology research, es- 
pecially for pharmaceuticals and new seeds. 
This is already producing new, higher-yield- 


ing varieties of plants and higher-value- — 


added varieties (such as mini-tomatoes 
salads). Soon lots of bio-engineered plants 


will be able to do without farmers and their 


farms altogether. Science fiction? The first 
such product—a spinach-cabbage called 
senposai made by Kirin, a brewing com- 
pany—is already on sale. The future is 
nearer than many farmers and rural politi- 
cians realise. 





Unlike the government kind, private 


post boxes accept packages, and post can 


be picked up at more convenient times. 
And private post offices provide help in 
packing parcels as well as posting them. 

All told, such small conveniences can 
add up to a fair-sized business. Founded 
in 1980, Mail Boxes Etc is now one of 
America's fastest growing franchisers. 
Some of the most successful franchisees 
boast sales of over $650,000 a year. The 
economies of scale enjoyed by the United 
States Post Office in this kind of. opera- 
tion ought to be vast, so it reflects badly 
on it that entrepreneurs can provide 
such competition. Having expanded into 
43 states, Mail Boxes is now casting its 
eyes on international markets. 
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IC OR refined oilmen, this has been a rare, 
A balmy summer. Integrated oil compa- 
nies are enjoying a new period of healthy 
profits from refining, after many lean years 
in the 1980s. The last time profits boomed 
was in 1986, when the price of refined oil 
products fell more slowly than tumbling 
crude-oil prices, and refiners made a killing 
on the lag. This year's erosion of the cost of 
crude oil, from January's $18.40 to under 
$14 last month, has brought another wind- 
fall. Booming demand for some of oil's 
-more-profitable lines has helped. OECD mo- 
torists guzzled 3.2% more petrol during the 
first four months of 1988 than they did in 
the same period of 1987. Demand for avia- 
tion fuels has risen 796. A nice combination, 
then: cheaper raw materials with buoyant 
demand for products. 

— After tax, the six oil sisters (Exxon, 
Royal Dutch/Shell, sP, Chevron, Mobil and 
[exaco) made almost $1 a barrel down- 
stream in America during the first half of 
1988 (see chart); so says Mr Jeremy Elden, an 
oil analyst at a firm of British stockbrokers, 
Phillips & Drew. In the first half of 1987 the 
companies made a loss. The bottom line for 
the six sisters was combined refining-and- 
marketing profits of some $3.4 billion in the 
first half, more than double 1987's result. 
That easily offset a 1596 fall in exploration- 
and-production earnings—the flip side of 
the cheap-oil coin. 

. Now set all this in context. If they were 
uilding new refineries, big oil companies 
ld need a 2096 return on their down- 
assets. Most of them do not make 
even 1596 unless they can achieve a profit of 
$1.20 a barrel, according to Mr Elden. Last 


| Fat profits, flabby industry 
| Net downstream profit/ioss* 
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A refined conundrum 


Oi Eonipsnies seem to be turning protectionist just as they are making big 
y 







year, they came nowhere near that; this year 
they have done so only fitfully. 

An obvious way to increase this return 
would be to close the least efficient refin- 
eries. In the past decade Western Europe's 
refining industry has shrunk by more than a 
third to its present capacity of some 14m 
barrels a day (see chart). Ten years ago 4096 
of European refining capacity was idle; to- 
day around a quarter of what remains rarely 
sees a drop of oil. Things are better in Amer- 
ica: there, 1596 of capacity is now redun- 
dant. But the promise of big downstream 
windfalls—and, perhaps, work for idle refin- 
eries—each time OPEC loses its grip means 
that oilmen are loth to trim further. That 
stops refining staying profitable. 

Given that overcapacity still looms even 
during a boom, there seem to be few excuses 
for putting off another round of refinery- 
scrapping. The world uses no more oil today 
than it did ten years ago. Car sales, to which 
oil consumption is linked, are peaking; avia- 
tion fuel is the only big oil product likely to 
see strong, long-term growth in demand. 

Overall consumption of refined prod- 
ucts in the century's remaining years is ex- 
pected to grow by an average of just over 196 
a year in America and by rather less than 
that in Europe. That will not absorb all 
those redundant refineries—especially as 
most would need costly modifications to 
produce the "lighter" products that are the 
industry's growth sector. 

The industry can ill afford to tart up its 
under-used refineries because it is still 
spending heavily on those that run flat out. 
The first round of upgrading—over the past 
15 years—reflected a long-term fall in de- 
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sumption of heavy fuel oil has halved durir 
the past ten years. This has called for heft 
investment in catalytic crackers which allo: 
refiners to churn out more of the highe 
value light oil products from each barrel. 

Oil companies’ downstream profits wi 
increasingly depend on the technical sophi 
tication of their oil refineries, especially i 
Europe where companies are investing som 
$4 billion to produce more lead-free petro 
Unfortunately, sophisticated refineries mz 
not yield quick profits and many of th 
world's idle refineries are anyway too old c 
too small to be upgraded profitably. Ut 
modified, a few of them are at best useful t 
meet odd surges in demand—as in the pa: 
few months—leaving higher-tech refinerie 
free to pump a greater proportion of ligh 
products. But since those elderly, unmod 
fied refineries lose money every time the 
are fired up, why are so few being scrapped 

Fear of imports is a crucial factor. Ju 
suppose, say refiners, that we ditched o. 
spare capacity. Refined-product price 
would rise, and downstream operations, es 
pecially in Europe, might make steady pro! 
its. But higher prices would attract import 
refined in low-cost oil-producing countries 
Europe would be the main target, given it 
proximity to Gulf countries, where nearl 
3096 of refineries twiddle their thumbs. Spc 
radic profitability may be a bad thing, Eu 
rope's refiners argue, but at least it deter 
importers from swamping the market. 

That view may be institutionalised by ; 
fledgling group of some of Europe's bigges 
refiners, including BP and France's Elf Aqui 
taine. Hoping to forestall a deluge of refine 
impórts when the EEC's energy market i 
opened up in 1992, the group is expected t 
lobby for community-wide import tariffs. 

Oil-producing countries help prop uj 
both Western Europe's and America's over 
capacity in other ways, too. A handful of a 
riatric European refineries—and the o 
American one—are being kept ticking ove 
in the hope that they will attract buyer 

OPEC countries looking to diversif 
downstream. Those oil producers that hav 
snapped up overseas refineries—Kuwait 
Venezuela, Libya and, most recently, Saud 
Arabia—can feed the flabbiest of them witl 
dollar-a-barrel crude and make a profit 
When oil is cheap they run those oversea 
refineries flat out, making up lost explora 
tion-and-production profits. 

The majority of OPEC's existing oversea: 
refineries would be scrapped without it: 
own cheap oil to feed them. Both Westerr 
European refineries fed by Libyan oil (ir 
West Germany and Italy) and Kuwait's twc 
overseas refineries (in Holland and Den 
mark), would almost certainly be idle with. 
out it. And as OPEC's downstreamers bite 
deeper into overseas markets, the flab in re 
fining will be even harder to shed. 
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Austrian cars 


From Mozart to 
Mercedes 


VIENNA 


OT many countries in the world run a 

trade surplus in cars with West Ger- 
many. Austria is one of them. This is in- 
triguing, because Austria does not have a 
car industry. 

Not, that is, in the usual sense of fac- 
tories that turn out machines ready to drive 
on autobahns. True, Austria assembles a 
few thousand four-wheel-drive Puch- 
Mercedes and some vw transporters capable 
of climbing Alpine passes. But these account 
for only a sliver of this year's expected $1.92 
billion of total car-industry exports that, for 
rhe first time, will outweigh Austria's fore- 


| A capital | 
_ performance 


EAL rates of return on capital 

have risen in most industrial 
countries in the 1980s, but it is in 
Britain that they have risen. fastest, 
from a desperate low. In 1975 British 
industry earned a real rate of return 
(net of depreciation) of only 4%—by 
far the lowest among the big econo- 
mies; last year it showed a return of 
1496—its highest since the 1960s. 
The share of industry's net operating | | 
surplus in national income has. | 
jumped from 1296 to 3396 in the same 
period. This remarkable recovery is 
sometimes called the "British mir- 
acle" of the 19805; it is really a reflec- 
tion of the British disaster of the 
1970s. It merely brings British profit- | 
ability back into line with that in the | 
other big economies. | 











Rates of return 
Net operating surplus as % of net capita! stock EE 4 











1975 80 6 87 | 
| Source: Bark of England * includes stock appreciation 
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cast $1.88 billion of annual car imports. The 
vast majority of its exports will be compo- 
nents. Half of all BMW's engines are made in 
Austria. The country is also a big exporter 
of tyres, car seats and other widgets that car- 
makers increasingly buy in and call their 
own..For every $1 that Austrians spend on 
West German cars, West German carmakers 
spend $1.40 on Austrian car parts. 

This strategy has turned out to be the 
opposite of Spain's (Western Europe's other 
newcomer to the club of car-producing na- 
tions). It was not planned that way. Just as 
Spain set up plants assembling Seats, Re- 
naults, Opels and Fords, so Austria, ten 
years ago, wanted to do the same thing. At 
that time, Mr Bruno Kreisky, Austria's 
Chancellor, was trying to win support for an 
"Austro-Porsche" as an export business. 
The Austro-Porsche failed. But Mr Kreisky 
succeeded, by pressure and temptation, in 
attracting the purchasers of car supplies to 
his.country. 

Public money was pumped into two en- 
gine factories, one owned by GM and one by 
BMW, which increased local demand for car 
parts. The Japanese, as usual, followed im- 
port success by buying local components— 


Economic statistics 


In a maze of numbers 


OZENS of times a week, governments 

publish economic statistics. Sometimes 
these move billions in and out of markets. 
This week the dollar fell by two pfennigs and 
by one yen when an American trade deficit 
of $12.5 billion was announced for June. 
Statistics about growth and changing mar- 
kets are also an essential input into decision- 
making by businessmen. All this is awkward 
because many of the figures are wrong. The 





BUSI 
especially after they were given tariff reduc- 
tions on their. cars in proportion to the 
amount of such components they bought. 
Austria sells parts to nearly all car-pro- 
ducing countries, but the biggest buyers are 
West German. As the manager of one com: 
ponent factory says, “vw, Mercedes, Opel 
and BMW get German quality at Austrian. 
prices". Lower wages have pushed Austria 
into price-sensitive goods—ie, cheap ones. 
Normally, that would make its firms vulner- 
able to lower-cost suppliers (South Korea? 
Czechoslovakia’). But Austria is next door | 
to West Germany, so its component makers 
can be incorporated into German ‘firms’ 
just-in-time delivery systems in a way thé E 
would be impossible for an East Asian rival. 
All the same, if the Austrian firms are to 
survive, they must soon produce higher- 
value goods. They are starting to do so. Re- 
cent invented-in-Austria components in- 
clude engine parts made of new compounds, 
new plastic components and refined elec 
tronic gizmos. BMW is even thinking about 
shifting more of its motor assembling to 
Austria. It has installed an engine-design 
centre in Steyr, where Austria's carmakers 
built the "Steyr baby" between the wars. 
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science of statistics is failing to keep up with 
changes in the world economy. 2 


The biggest and blackest hole in official — 
economic statistics lies within the balances _ 
of payments. The total of all countries' cur- 
rent-account balances should add up to 
zero, because there is no trade with the 
moon. The official statistics, however, say 
that the world has been running a large 
overall deficit with itself throughout the — 
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‘A lot of countries’ deficits are obvi- 
"overstated; the surpluses of others are. 
=rstated. ^ | 
The size of the discrepancy reached a 





as halved to $45 billion last year. Evidence 
at the figures have become more accurate? 
nfortunately not; it merely reflects an in- 
ease in offsetting errors. 

- An IMF working party found that the 
liscrepancy was concentrated mainly in fast- 
rowing invisibles, especially investment in- 
ome, shipping and official transfers. The 
liscrepancy on portfolio income—credits 
were $45 billion less than debits in 1987— 
nas grown rapidly in the 1980s. This reflects 
the problems of keeping up with economic 
change. The composition of international 
credit has shifted from the banking system 
to securitised lending through the capital 
markets. This has made assets more widely 
egotiable. So, while debtors can still: be 
ied, it is harder to keep track of the 
ship of assets that are continuously 
g hands. It is especially hard now 
ne removal of foreign-exchange con- 
: many countries has made it more dif- 
o monitor flows of money in and out 
economy. f 
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. Statisticians have yet to capture such devel 
let alone fully explore their - 
implications. AP bag 
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ak of $100 billion in 1982; since then it: | 


of the balance- 







.. Source: Phillips & Drew 









opments, 


In a world of global companies, trade 
figures no longer tell the full story. Does Ja- 
pan's trade surplus show that Japanese com- 


panies are better at selling to foreigners than 


foreigners are to Japan? Not necessarily. 


Sales by foreign firms producing and selling - 


goods in Japan (rather than exporting them) 
are larger than Japan's trade surplus. They 
are excluded from Japan’s balance of pay- 
ments figures (except for profits remitted to 
headquarters). In a few years time, thanks to 
foreign direct investment by Japanese com- 
panies, Japan’s official trade surplus will 
dwindle but world sales of Japanese compa- 
nies may rise. Pa | o 

. -As firms establish more production fa- 
cilities abroad, an increasing proportion of 
international trade takes place between dif- 
ferent parts‘of the same company. On some 
estimates, almost half of all world trade is 
now intra-company trade. This has disturb- 


ing implications for policymakers. Take the. 


case of an exchange-rate change. In the past, 
you could predict fairly accurately how com- 


panies would react. Now the reaction of 


global companies is likely to vary. Firms with 


. production and marketing facilities in both |. 
- countries whose. currencies have moved may 


be able to adjust smoothly to the ch nge by 
switching output to the cheaper. site; some 














The world current-account dis 


ar 


ELS 4 
bees 


M EM. ONCE. ROR Ee CRT 
4980 81 82 83 84 ` 








“Current accounts, 1987 


cheese et ek maemo 


W Germany 





-|. 1982, has tried to improve the meas 


















responsive to exch 
than trade between inde 
it may not work like that: if afhliates 
on inputs from the parent company 
intra-firm trade will be less sensit 
change-rate changes. America's exp 
would have been even lower during the 
riod when the dollar was heavily overvalu 
if American subsidiaries in Europe had not- 
continued to buy machinery and parts from 
their parents in America. 
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Servistics i 
Official statistics not only mislead, they also .— 
fail to cover certain activities--and not just 
the black economy of drug dealers and 
moonlighters. Services account for more 
than half of oDP in virtually all OECD econo- 
mies, vet official statistics on services are. - 
sparse. Number crunchers have tradition- 
ally paid greater attention to measuring. the 
output of goods and treated services as a "^ 
sidual. This stems partly from the mythth y 
services are not "real" industries, and paruy 














post offices, for instance, is often measured 
by the number of letters delivered. This ig- 
nores changes in the quality of service. If av- 
erage delivery time deteriorates, this effec- 


tively amounts to a decline in. output but 


goes unrecorded. An equally dubious.” 
method is to use the nit imber of employees as 


a proxy for the volume of output. This does . 


mot take account of productivity changes, 
like the introduction of word processors. 

. "What.can be done? Where government 
statisticians are failing, the private sector 


may have a role to play. The American Co- 


alition of Service Industries, formed in 
stint: 








of America’s service s 
duced a set of leading: 







ditators of service 
industries to provide early warning of cycli- 
cal swings. dp. 
~~ Statisticians are steadily improving their 
coverage of services, but by the time the 
catch up, economies may have changed 
again. Indeed, the whole idea of distinguish- 
ing between services and manufacturing 
may soon be a thing of the past. For many 
manufacturers of high-technology goods, 
the largest Costs are in design, computing 
and the like—things normally counted as 
services. One popular suggestion is to estab- 
lish.a new "information" category which 
cuts across existing boundaries of manufac- 










` turing and services, to include all those in- 


| volved in the production, storage, retrieval 


= and. distribution of information from come 
“puter engineers to teachers and journalists. 


some countries, this sector may already 
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Jleaning up dirty laundering 


-. + NIEK THE GREEK 
JETS /N TO ZURICH 
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In America last year around $10 billion of illegally earned money needed 


to be washed and cleaned 


to distance it from its ill-gotten gainers. 


World- 


$30 billion may be laundered annually. What are the authorities do- 


wide 
ing about it? 


RUG traffickers, bank robbers, tax 

evaders and insider dealers have a com- 
mon problem: how to provide their cash 
with an alibi and yet retain access to it with- 
out raising the interest of the taxmen, the 
police or both. 

Money laundering, the international 
and middle-class end of organised crime, 
handles maybe $30 billion a year—equiva- 
lent roughly to the GDP of Ireland or the an- 

| turnover of West Germany's Volks- 

gen. Like any other big business it could 
not function without the (often unwitting) 
co-operation of lawyers, accountants and, 
most important, bankers. 

Organised criminals (like the Mafia and 
the Chinese Triads) have long appreciated 
the need to establish phoney credentials for 
dirty money, so that its dirtiness could not 
be traced back to them. The first big inter- 
national money launderer was Benjamin 
“Bugsy” Siegel A hit-man for Joe "the 
Boss" Masserai, in 1945 he established the 
first casino in Las Vegas— The Flamingo— 
used to rinse mountains of cash from 
Masserai's income from drugs, blackmail, 
prostitution and bookmaking. ("Sure I'm 
rich. I got lucky at the Flamingo.") Un- 
wisely, Siegel went into the laundry business 
for himself. He stole from Masserai and 
washed the money through Swiss bank ac- 
counts. He was shot dead in the living room 
of his Beverley Hills mansion in 1947. 

Although, according to Mr George 
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Shultz, America's secretary of state, today's 
drug traffickers "make the Capone crowd 
and the old Mafia look like small-time 
crooks”, few money launderers nowadays 
suffer the fate of Siegel. Since Bugsy's time, 
the practice of washing money has spread 
much more deeply and pervasively into the 
criminal system. Even street villains, such as 
British armed robbers, launder their money. 
Banks and securities houses (often uncon- 
sciously) compete for the business. For ex- 
ample, the proceeds of the Brink’s-Mat gold 
bullion robbery at Heathrow airport in 1983 
(around £27m, or $41m) was laundered 
through a Swiss bank—a subsidiary of the 
Hongkong and Shanghai Banking Corpora- 
tion—and a branch of the Bank of Ireland 
in Balham in south London, as well as the 
secretive Bank in Liechtenstein. Such banks 
are happy to assume that the money they get 
in large cash deposits is "black" money (ie, 
from the untaxed or black economy) rather 
than “dirty” cash (from crime). 

The world’s biggest consumers of 
money-laundering services are Latin Ameri- 
can drug smugglers. Their domestic econo- 
mies cannot absorb the cash their interna- 
tional trade generates; like multinational 
companies, a big part of their earnings ac- 
crue overseas and, like good businessmen, 
they want to diversify and invest abroad in 
legitimate businesses, mainly in America. 
For that, they need to blot out the connec- 
tion between that globetrotting money and 


ER o de M d ae cu WIR EY Se Es » s 









TIU Yo SO L 
LSE G NS BAD eee 


PUMPED INTO LEGITIMATE — 
f 14 ` 
či j í ? | 1 t M 


i} 
~~. ^ “si 
Va 


" » 
L3 


; s] mr =; 
275 Le f ; 
| j , LIST S 
"i 
f . I j. | 
; 71,4 An^ Nf ] i 
D , Í = Ld] Se ' 
" «S GG 
p NOU ay o> Z ” 
r WC Wise : j NV ve,’ 
Ay ds) d JA E 


the crime that made it. 
The traditional way (and still the pre- 
ferred method for smallish sums, say, 
$500,000-1 m) is to pack a suitcase with cash | 
and head for a Swiss bank. Once in an anon- 
ymous, numbered account the cash can 
then be invested for the benefit of the crimi- 
nal. To keep the trail cold money can be — 
switched from one account or bank to an- 
other; preferably with conversions into and 
out of cash along the way. 
So the authorities concentrate on trying — 
to stop the money getting into the banking — 
labyrinth in the first place. Their two main — 
(not-very-effective) weapons are customs - 
posts and tight surveillance of cash deposits. 
Couriers bound for foreign parts are fre- - 
quently intercepted at airports and border 


ts 


posts. Two couriers recently acquitted of. 
transferring the proceeds of the Brink's-Mat 
gold robbery to Switzerland were stopped — 
on the Belgian frontier in a car. The customs — 
officers found £700,000 in cash hidden in — 
the car, but overlooked another £500,000. — 
The couriers said that they believed they ; 
were part of a tax-dodging scheme. | 
Police officers in Britain and America — 
(and others employed to track down dishon- — 
est cash) reckon that unco-operative bank - 
managers are the biggest single obstacle to 
their efforts. Under America's Bank Secrecy 
Act of 1970, banks were obliged to report to 
the Internal Revenue Service (IRS) any cash — 
deposit of $5,000 or more, and an American - 
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citizen taking a similar amount in or out of 


the country must tell the is—information 
that is made available to law-enforcement 
officers. (The amount was raised to $10,000 
in 1980 and confirmed in the Money Laun- 
dering Control Act of 1986.) Nor can Amer- 
ican banks sell to a customer who is not an 
account holder any money order—such as a 
travellers’ cheque or bankers’ draft—worth 


— more than $3,000. 


[n Britain, a banker's obligations are less 


—well defined. Under the Criminal Justice 


Act, any British banker who thinks that a 
customer is depositing drug money can ig- 
nore his legal obligation of confidentiality 
and alert the police. With clear evidence 
hard to come by, few do. 

There is another problem. Under the 
Data Protection Act of 1985, it isa criminal 
offence for a bank manager to break the 
confidentiality rule (under circumstances 
other than suspicion of drug-dealing) unless 


he is served with a court order; and after the 


passing of the Police and Criminal Evidence 


Act of 1984, these orders are harder for the 
- police to obtain. Britain's flying, drugs and 
"fraud squads come up against Catch-22: 
— they can often only obtain hard evidence of 


money laundering from bank accounts but, 
unless they have the evidence of wrong«do- 


- ing, they cannot gain access to them. 


Even in supposedly secretive Switzer- 
land, banks will allow foreign police to in- 
vestigate a foreign-owned account (ie, to see 
where the money has come from and is be- 


ing paid to) if they are satisfied that the 


money might be the proceeds of a crime and 
if the police promise to ignore any evidence 


— of tax-evasion they might find. 


Bevond the opacity of the bank account, 
serious money launderers often own inter- 
national trading companies whose payments 
go in uncheckable directions. Who can 
know, for example, how much a Cypriot 
trading company paid for Romanian cement 
and how much it charged the builders of a 
Tunisian hotel for it? The Cypriot company 
can name a figure and deposit it in a bank— 
and explain how it came by it. All the au- 
thorities think they can do to combat this is 
to encourage banks to “know their client." 

Such pleas, coupled with policing pow- 
ers, may hinder launderers from doing their 
first or second wash in a recognised financial 
centre such as London or Amsterdam, but 
they will not help if the big centres become 
involved only on the third or fourth rinse. 
Raffish financial centres such as Vanuatu, 
Uruguay and Hongkong, are full of banks 
more interested in taking a deposit, any de- 
posit, than in scanning the references of po- 
tential customers. 

Money launderers play the interna- 
tional financial system as well as anyone else. 
The sophistication of some of the Latin 
American launderers alarms traders in the 
debt-swap markets. Bolivia's buy-back of its 
foreign debt at a discount was a belated imi- 


66 


tation of an original idea by Colombia's 
leading drug baron. All he wanted in ex- 
change for providing the cash to pay off Co- 
lombia's foreign debt was immunity from 
extradition. 

Some traders worry that some of the 
schemes that allow foreign companies to ex- 
change debt for equity in a domestic busi- 
ness play into the hands of the money laun- 
derers. They can acquire Latin American 
debt in the secondary market for cash at a 
discount and with no questions asked. Once 
a front company has the debt, it should be 
easy to bribe an underpaid official at one of 
the central banks to approve its conversion 
into cash to buy an asset, eg, an hotel, that 
produces legitimate hard-currency earnings. 

The big traders say they are on the alert 


fot such deals; but individuals on the fringes 


of the market specialise in finding money for 
countries such as the Dominican Republic 
or Honduras which are desperate for foreign 
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Another rinse was needed for Bugsy 


investments that bring in hard currency. 
The traders may not be equipped to find out 
who is behind any given investment and, 
like the countries, are not inclined to worry. 

Another, more traditional, money-laun- 
dering technique involves the sale of a crimi- 
nal's property to a mysterious foreign com- 
pany. One of the Brink’s-Mar launderers, 
Gordon Parry, sold his south London night- 
club to a Panamanian company. The com- 
pany generously paid around ten times the 
market value of the club, and allowed Parry 
to remain as a tenant. In fact, the Panama- 
nian company was owned by Parry; the 
money came from the robbery. 

Despite a new willingness from the au- 
thorities in different countries to pool their 
information and share leg-work, the police 
still have to rely on tip-offs and confessions 
to unravel money-laundering webs. The in- 





volvement of Panama’s General Noriega in 
a $300m drug money-laundering operation 
was only revealed by an informer. The 
Brink’s-Mat trail started from an attempt by 
one of the original robbers, Michael 
McAvoy, to do a deal with the police in re- 
turn for a shorter sentence. 

So what realistically can be done to 
combat money laundering? More countries 
could take a leaf from America’s book. Feed- 
ing the money into the system undetected 
should be made much more difficult, and 
launderers should face bigger financial pen- 
alties in addition to the risk of imprison- 
ment that they are courting. 

For instance, the Brink’s-Mat money 
launderers were building up a property com- 
pany called Selective Estates which invested 


ee in developing London's Dock- 


ands. According to the police, the criminals 
hoped eventually to float the company on 
the stock exchange. In the two years 1 
tween the robbery and the arrest of the ch 
money launderers, Michael Relton, a solici- 
tor, and Gordon Parry, successful property 
deals in the booming British property mar- 
ket had increased their £13m share of the 
£27m originally stolen from Brink's-Mat to 
£18m. It took a judge's sensible interpreta- 
tion of the 1964 Theft Act to define the 
£5m gain as stolen property and to confis- 
cate it. 

In America, the Racketeer Influenced 
and Corrupt Organisations (RICO) Act pro- 
vides for financial penalties (in civil and 
criminal actions) equivalent to three times 
the sum involved, which gives any impris- 
oned criminal looking forward to a profit- 
able "retirement" a glum feeling. Last year 
America's courts seized cash and assets 
worth $500m belonging to drug traffickers 
alone. In Britain the financial penalties have 
been minor to date, although the courts 
have the power to relieve a convicted drug 
trafficker of most of his ill-gotten gains. 

In Britain a really committed attack 
money laundering would bring banks, build- 
ing societies and other deposit-takers into 
line with America, making them report to, 
say, the Bank of England deposits and trans- 
actions of more than £5,000 in a single ac- 
count more than twice a month. Financial- 
services companies, including brokers and 
intermediaries, would be obliged to report 
(to the new Securities and Investments 
Board?) new clients who lodge money with 
them without proof of ownership. 

The costs in terms of eroded civil rights 
and general government snoopiness are ob- 
vious and would have to be weighed with 
much scepticism against the true gains from 
driving money launderers offshore. It may, 
indeed, be more apt to push for a big-coun- 
try ban on their banks accepting interbank 
deposits from offshore banks that do not co- 
operate with attempts to follow trails of 
criminal money that lead back to them. 
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communist ee pem [oe 
in surplus; the- supply of freshly 
old has exceeded "fabrication" 
d for wedding rings, false teeth and 
ke. Between 1982 and 1987, the gold 
market built up a cumulative surplus of 
1,200 tonnes; that is equivalent to nearly 
- the whole of this year's expected new sup- 
ply. This year, even though fabrication de- 
mand is stronger than last, there will be a 
surplus of as much as 285 tonnes, accord- 
 ingto Ms Rhona O'Connell of Shearson 
ian Hutton. 
~ Add to that glut the recent practice of 
+ gold loans. With these, mining companies 
raise cash for future exploration by bor- 
rowing gold through a bullion house from 
a central bank, usually at a low rate 
of interest. They sell the gold to 
raise cash, repaying the gold loan 
over a number of years from their 
. future production. It means, at 
- least in the short term, still more. 
~ gold for the market to absorb—per- 
"haps 50 tonnes this year. 
Such oversupply ought severely 
to. depress the price of gold. lt 
— hasn't. Since the beginning of 1985 
= gold has risen from $300 an ounce 
to around $430 an ounce; it hit 
:. $505 an ounce just after last Octo- 
ber's stockmarket crash. This rise 
can only partly be explained by the 
dollar’s climb since early 1985. 
Who is buying all the new gold, and | 
saving the mines from ruin? . 
" East Asia has come to the res- 
cue. The Taiwanese central bank is 
believed to have bought 65 tonnes 
|! ofgoldin the final quarter of last year, and 
| 107 tonnes in the first three months of 
| | 1988. There are two reasons for its spree. 
I 
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«Buying gold through the Comex ex- 
“change in New York is a good way for Tai- 
‘wan to tone down its embarrassingly large 
‘ade surplus with America. Second, Tai- 
ian still holds only a tiny proportion of its 
~ reserves in the form of gold—4.9% of its 
| total of $76.7 billion at the end of 1987. In 
| dollar terms, gold accounts for 45% of the 
4 official reserves of IMF member countries. 
If Taiwan plans to reduce its dollar 

4 holdings by a further 5% this year, that 
|^ would imply total gold purchases for the 
year worth $3.8 billion, or around 250 
:tonnes. Thus Taiwan alone could take up 
imost all of this year's excess supply, ail 
gs being equal. Which they never are. 
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"slack. This year-the Japanese have rushed 













MARKET FOCUS 





Taiwan’s sorties into the market have 
tailed off in the past couple of months, 


.partly because America disapproves of 
this non-job-creating way of bal ancing the 
bilateral trade figures. 


if 






'aiwan stays out of the market, 
Asian investors may take up the 


to buy gold, thanks in part to the aboli- 





tion of Maruyu, the tax-breaks on small- 
scale savings. In the first six months of the’ 
year: bought 97 


ypanese individuals: 
gold, 37% more than a year be- 


fore, and d 70% of all Japanese imports of. 
| gold. For .the third year running, Japan. 





could yet be the biggest importer of gold. 
Unlike western investors, who rush in to 
buv gold in a rising market, the lapanese 
like to buy it when it looks cheap—which 
it now does in yen terms (see chart). 


A dull hedge 


Although a lot of economists would say 
that the dollar price of gold has held up 
remarkably firmly in the face of so much 
new supply, many speculators are bitterly 
disappointed. At the time of October's 
crash, gold bugs predicted that the gold 
price would soar. Briefly it did, but soon 
fell back, Now it costs a tenth less than on 
Black Monday. As a hedge against adver- 
sity, speculators thought gold should rise 
as paper markets plummet. - 

Ms O'Connell scales that, nid 








gold failed to actas a 
adversity, it still 
function as a store 
that investors afe g 
dilute the value of 
stockmarkets rise, : 
gold, and vice vers 
Some bulls of go 
the past year becau 
creeping up. They. 
like bonds—can relic 
the best inflation hed; 
In the whole inf 
since 1934, the cumulat 
American Treasury bonds. 
the capital gains on holding 
same even applies since 1974, 
OPEC-induced inflation was starting 
take off. Ve 
In the 1970s there was a case for ho | 
ing gold. High nominal interest rates mi 
rored high rates of inflation, but often t 
not enough; at times, real intere 
rates were negative. Therefore go 
became an attractive investment as 
a store of value. In the 19805 1 
interest rates have been historic. 
high, so gold has lost mu 
flavour: why hold a non-yield-bea 
ing lump of metal when bonds. 
offering such juicy returns? — ^ 
Anvway, investors in gold d 
not seem very inflation-consciot 
at present. Many assume that mo 
etary policy will stay tight en 
to stifle inflationary pressures; thi 
fret more about recession next ye 
than overheating this one. 
In the face of such uncertainty, 
why buy gold shares, which crashed 
by more “than most last October 
Investors have continued to shi 
the shares of gold-mining com 
nies in North America (where rr 
mines pay small dividends), Australia 
(likewise) and South Africa. Many an: 
lysts (unlike a year ago) think gold shares 
are still too dear. Amax, a North Ameri- 
can company with copper and aluminium 
interests as well as gold, at present trade 
at a price-to-earnings ratio of ftve. us gel 
mining subsidiary has a p/e of 19.- 
North American gold-mining comp 
nies are facing the same kind of supp 
bottlenecks that affect the rest of Ameri 
ca's booming ecónomy. These bottlenecks: 
are starting to cut into their profits. They. 
include a shortage of cynanide, which is- 
used for recovering small grains of gold 
from ere; and a queue for new dumper 
trucks. Better, say investors, to have an in: 
got in the hand than à claim on one if t : 
pomni | 








































































































Japanese banks in America 


Tt E 


"THIS autumn the Bank of Tokyo will for- 
_ A mally conclude the $750m deal by which 
its 77%-owned subsidiary, California First 
Bank, is buying Union Bank of California 
from Standard Chartered. It will mark the 
beginning of a drive by the Bank of Tokyo 
and other Japanese commercial banks into 
‘middle-market retail banking in the United 
tes. 
.. There are several reasons why Japanese 
banks want to sell loans to medium-sized 
American businesses. To meet the new in- 
ternational standards on capital adequacy 
. agreed under the Bank for International Set- 
 tlements, all Japanese banks will have to re- 
duce their volume of assets or raise more 
E pital. Shrinking a balance sheet goes 
against every Japanese instinct. Raising 
more capital means selling more equity 
(which they are doing) and yet sustaining 
. earnings per share by getting a better return 
on their assets. 
In their domestic market, their margins 
are being squeezed by deregulation-induced 
. competition. Their international business is 
'seen as their best bet to boost retained earn- 
ings. The sort of high-volume syndicated 
oans that are Japanese banks’ trademark 
abroad carry thin margins. Big American 
companies can demand almost equally fine 
terms. The middle market is about the only 
_ place they can see to go to make money. 
- — Japanese banks already have the Ameri- 
— can base, particularly in California and New 
York, from which to make the switch. Ac- 
— cording to a survey by the Federal Reserve, 
Japanese banks' share of total loan assets in 
= the United States rose from 6% to 10% be- 
tween December 1983 and June 1987, over- 
taking Canadian and British banks in the 
E oe to take first place among foreign 
nks. 
. But that growth in Japanese banks’ lend- 
ing came from their participation in syndi- 
. cated loans (to finance mergers and acqui- 
sitions in America in 1983-87) and from 
. loans for large-scale regional projects involv- 
ing public organisations. Because Japanese 
SA are highly creditworthy, they have ac- 
cess to cheaper funds in the money market, 
. and get an edge in businesses that involve 
bank guarantees, such as stand-by letters of 
. credit (a business in America in which Japa- 
. nese banks have about a 5096 market share). 
Do those skills necessarily suit the Japa- 
nese banks for the new role they see for 
themselves? It is mainly in California that 
they are trying to find out by building up 
their retail networks. For reasons of geogra- 
phy and history (plus the presence of 1,000 
= subsidiaries of Japanese firms), Japanese 
banks have long been strong in California. 






































Getting ready for 1991 





The bank that likes to say hai 


The McFadden-Douglas act, which ef- 
fectively prohibits nationwide banking, will 
finally disintegrate in 1991 when California 
unconditionally allows outsiders in. The 
Japanese want to be dug in on (what they 
consider) their home turf in America when 
competition from out-ofstate American 
banks arrives, driving down profits and 
putting up the price of acquisitions. 
Mitsubishi Bank has just merged its two 
California banks to consolidate their retail 
banking business. Bank of Tokyo's move 
was preceded in 1986 by Sanwa Bank's pur- 
chase of Lloyds Bank's California subsid- 
iary, more than doubling the assets of 
Golden State Sanwa Bank, now renamed 
Sanwa Bank California. 

The acquisition of Union Bank will 
have a similar effect on California First's 
balance sheet. When the two complete a 
merger, they will create a bank with more 
than 170 branches that will rank in the top 
20 in America in terms of assets. Union has 
a strong business in middle-sized corporate 
financing, an area in which California First 
was weak. 

Similar thinking was behind Dai-Ichi 
Kangyo's purchase of a $200m loan portfo- 
lio from us Trust in 1987, and the purchase 
of ]. Henry Schroder Bank and Trust the 
year before by Industrial Bank of Japan. Nei- 
ther was a huge acquisition, but both 
bought a valuable commodity—middle-mar- 
ket banking relationships. 

Building relationships ought to be a 
strong point for Japanese banks. They can 
certainly bring enough experience from 
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home. Some will travel across the water 
which is why there are four Japanese bank 
in Lexington, which holds little attractior 
for them apart from being near a Toyota car 
plant and its satellite parts suppliers. Bu 
there are only so many Japanese companie: 
abroad for the Japanese banks to chase, anc 
even the smaller Japanese firms will prefer t« 
bring their own banks with them. There ha 
been a flurry of regional Japanese bank 
opening offices in New York. 

Hence the need for the established, bi; 
Japanese banks in America to find indige 
nous companies to serve. But Japanes 
banks, like Japanese securities houses, havi 
found it difficult to break the Americar 
banks' long-standing ties with their corpo 
rate clients. Another reason why they are re 
sorting to buying them. 

The other area of expansion—withir 
the limits of Glass-Steagall—is securitie: 
business. Sumitomo Bank showed wha 
minefield that is with its acquisition o 
stake in Goldman Sachs in an attempt tc 
buy its way into investment banking. Other 
Japanese banks are taking a more modest ap 
proach. They are following American bank: 
which have found that services such as dis 
count brokerage help establish relationship: 
with wealthy individual clients. 

Bank of Tokyo, Sanwa Bank, Sumitom« 
Bank and Mitsubishi Bank have all movec 
into this business in California. Like trust 
banking, which they also offer in Americ: 
but are banned from doing in Japan, it i: 
also expertise that the banks will be keen tc 
re-export to Japan come the day the barrier: 
there between investment and commercia 
banking are lowered in Japan. And it is ir 
Japan rather than difficult America that 
they will want to deploy it first. 





Japan's OTC market 
Drilling new 
recruits 


TOKYO 


OR how much longer can Japan's free 

wheeling over-the-counter (OTC) stock. 
market escape tougher regulation? Severa 
changes are being touted. One is to apply 
Japan's forthcoming anti-insider trading 
rules, from which the OTC market is cur- 
rently to be exempt. Another is to double 
(from one year to two) the period before a 
listing in which the ownership of shares can- 
not be transferred. And why not introduce 2 
special capital-gains tax that would apply tc 
shares bought and sold within a specified pe- 
riod either side of their OTC registration? 

After reforins in 1983, Japan's OTC mar- 
ket was supposed to be more like America's 
NASDAQ—encouraging smaller companies 
to seek a quote by easing listing require 
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ARLIAMENT passes a law, then the 

bureaucrats write it. So they say in Ja- 
pan. To give Finance Ministry officials 
time to concoct the anti-insider trading 
law passed earlier this year, the law is not 
due to take effect until April 1989. 
Meanwhile, more Japanese stockmarket 
jiggery-pokers have skipped by scot free. 

The latest tale involves an 18% stake 
taken by Nippon Steel in Sankyo Seiki 
Manufacturing for ¥53 billion ($400m). 
An investigation by the Tokyo Stock Ex- 
change has found evidence that 30-40 
employees of the two companies bought 
shares in Sankyo Seiki in the weeks be- 
fore the public announcement of the 
deal on July 29th. The exchange is quite 
chuffed; its investigation (it thinks) has 
shown its ability to police the market. 


ments. The 1983 changes also introduced 
market-makers, the underwriting of public 
offerings with secondary offerings through 
securities firms, and, in July 1984, an elec- 
tronic system of price quotations. 

The changes brought to market a steady 
stream of small-to-medium-sized companies 
which had a minimum net asset value. of 
Y200m ($1.5m). Between 1984 and 1987, 66 
companies made their OTC debuts—dou- 
bling the number quoted. Newcomers in- 
cluded the Japanese subsidiaries of two cos- 
metic and health-care companies—Avon 
Products and Shaklee—and Baskin-Rob- 
bins, which runs ice-cream parlours in 
America but is a subsidiary of Britain's Al- 
lied-Lyons. A further 30 firms have regis- 
tered so far this year, taking the total to 164. 

ding volume has tripled from 400,000 

res a day in 1983 to 1.2m shares now. 

That is still small beer, however, com- 
pared with the OTC's model, NASDAQ. Over- 
the-counter trading in New York averaged 
129m shares a day last year. The Japan Se- 
curities Dealers Association, which super- 
vises OTC stock- and bond-trading, has been 
looking at ways further to boost liquidity. 

Events have conspired against them. Or 
rather one event—the Recruit-Cosmos 
scandal. Secretaries to senior politicians, in- 
cluding the prime minister, are accused of 
having profited from buying shares in this 
company: after being offered them on the 
cheap, ahead of its going public on the OTC 
market. That raised a public outcry for 
tighter regulation. 

The Dealers Association's chairman, 
Mr Setsuya Tabuchi, who is also head of No- 
mura Securities, has already proposed 
tougher rules on disclosure of changes to a 
company's shareholders in the three years 
ahead of an OTC registration. The political 
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However, Ministry of Finance offi- 
cials have concluded that under the old 
(ie, existing) legislation, there was noth- 
ing illegal in the Sankyo Seiki transac- 
tions. Under the new law, the purchases 
would probably have counted as culpa- 
ble insider trading. But then, in a 
stockmarket, timing is everything. 





reaction to the Recruit-Cosmos affair may 
demand more change than that. 

Officials at the Ministry of Finance are 
loth to force any changes that would dis- 
courage new registrations on the OTC mar- 
ket. They believe that the system is funda- 
mentally sound and does not need to be 
brought into line with international prac- 
tices in the same way as Japan's porous laws 
on insider trading do. They hope the Re- 
cruit-Cosmos scandal will eventually blow 
over, and with it the need to do anything 
about the OTC market. For now, they have 
placed the matter with the bureaucrat's 
equivalent of limbo—a  subcommittee. 
Don't hold your breath. 





Over-the-counter profits 





London's securities firms 


That uncertain 
feeling 


VERSTAFFED, poorly managed, Ww. 
adequately equipped, and barely prof 


itable: most of the City of London’s securi- 
ties firms would have been better off 


investing their cash in gilts (government 
bonds) after Big Bang rather than making a 


e 





market in them and equities. In domestic ^ " 


uities there are now 32 market-makers; be- 
fore Big Bang on October 27 1986, five ob 
bers (old-style market-makers) hogged the | 


show. Market-makers have committed an — 


average of £25m ($42m) each to trading eq- 


uities. The total capital committed totheeg- — — 


uity market is over £800m, against about 


£100m before Big Bang. The average return 


on capital last year was, maybe, 59%—com- 
pared to a yield on gilts of 10%. 

Just under half of all deals are done di- 
rectly between investors and market-mak- 


institutions) have been pared to the mar- 
row. The result: total revenues which securi- 
ties firms earn from the International Stock 
Exchange’s four markets (domestic equities, 
foreign equities, gilts and traded options) 
had shrunk by almost two-fifths from pre- 
Big Bang levels, even before the stockmarket 
crash. 

Turnover in the domestic equity market 
(which accounts for 80% of all stock-ex- 
change revenues) has since slumped by a 
third. Stockbrokers are praying that inves- 
tors will soon return to market. Yet even if 
they do, and trading volumes reach last 
year's heights, such is the overcapacity that 
most firms will be hard pressed to make 
money; while dealers will be pressed hard to 
make it—one reason, perhaps, why some 
traders understood bending the rules to be 
the loyal thing to do (see box on page 70). 

Harder hit have been those securities 
firms which make markets in gilts as well as 
in equities. Trading volume in the gilt mar- 
ket has fallen by a fifth since October 1987. 
Four-fifths of all bargains are now done net 
of commission, whilst dealing spreads on 
that business have halved, to 0.06%. Before 
Big Bang, the three largest jobbers (with 
90% of the business) made an annual return 
of 50% on their £200m of capital. 

Now the market is losing money at a 
rate of nearly £50m a year, which means an 
annual negative return of 8% on the roughly 
£600m of capital committed. Of the four 
largest dealing firms, Barclays de Zoete 
Wedd (Bzw), Warburg Securities, Phillips & 
Drew and Greenwell Montagu, only the last 
has made money—and that thanks to its 
"back book", where the firm uses its own 
money to take punts on what it thinks the 


"i . 
ers; on the remainder of the deals, commis- 
sions (at least those paid by investing - 








































S sider deals uncovered this week in the 
City is not the row about Midland Mon- 
“tagu, Morgan Grenfell and Lazard, where 
¿plain old personal greed appears to have 
been the motive, but the one at County 
NatWest WoodMac Securities, where two 
raders allegedly dealt on privileged in- 
ormation not for personal gain, but to 
ivoid a loss for their company. 
: The information on which the two 
traders acted came from within County 
NatWest WoodMac. Minutes before 
Grand Metropolitan, a drinks company, 
announced that it was putting its Inter- 
ontinental Hotels group up for sale, Mr 
Russell Kean, a County market-maker, 
bought 400,000 shares in the firm. As the 
“share price shot up on the news, he 
turned a potential £50,000 ($85,000) loss 
-on his position into a £100,000 gain. 
| The inside information? That it came 
rom within County NatWest there is no 
ubt; but there the certainty ends. There 
has been much gossip about Mr Kean 
verhearing conversations and then deal- 
ng. od his lawyers, he has denied 


market wi T do. 

Morale is at rock bottom in the di mar- 
because of all the talk of "restructur- 
—Cityspeak for sackings. Dealers have 
another reason to. worry. Traditionally, 
uch of the gilt market's profits came from 
ading in new issues. This year, the national 
bt is set to shrink for the first time in 20 
fears; the government repaid £1.7 billion in 
l this year and currently has no-need to 
ise fresh money. Gilt sales totalled £14.5 
billion in 1987; this year, they could be half 
at amount. 

` Gloomy days, indeed. Yet most P the 
irms losing money on securities dealing are 
yet prepared to follow Greenwell Mon- 
„a British broker, in pulling out of eq- 
market-making, and America’s Citicorp 
Britain’s Lloyds Bank out of gilts, largely 
or fear of losing face with clients. Corporate 
omers, so goes the tired wisdom, want to 
offered all services—from corporate fi- 
ance and corporate broking to the issuance: 
X debt securities; institutions want com- 
jany research, market-making and opportu- 
es to sub-underwrite new. , issues—all 
rom one firm. 7 

~~ "Yet, if you are going to stay. in.a busi- 
“ness, you had better be good. So, despite the 
lump in business, many firms are still ex- 
ensively poaching company analysts for 
ollops of cash. Bzw, the investment bank- 
ing bit of Barclays Bank, has just lost its top. 
pharmaceutical team to top-paying Warburg 
Securities, Big. firms justify: ‘such tactics. by 





HE more telling of the two alleged in- | 
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this. Mr Kean says that hév was of told about 
GrandMet’s intentions by an analyst 
based in a separate office; the information 
was confirmed by a more senior analyst 
who took the trouble to telephone Mr 
Kean from Scotland. Neither analyst, he 
says, told him not to deal. — ^ i 
.. Mr Kean (who-had only been wily the 
firm for two. weeks) thinks his: dismissal 
grossly unfair. He has issued a writ against 
County NatWest, and sent out a press re- 


lease in his defence. He claims that he nei- 


ther asked for the information, nor dealt 
for his own profit, nor disobeyed instruc- 
tions from his bosses. Many City folk feel” 
Mr Kean was put in an impossible posi- 








pointing out that their utei is in- 
creasing (the top eight market-making firms 
now account for four-fifths of all domestic 
equity business, compared to perhaps three- 
fifths a year ago), so they will win (they say) 
when stockmarket volume picks up again. 
A truer reason for the poaching is that 
corporate finance. is potentially the most 
profitable bit of a securities firm’s business: 
a good team of analysts and equity salesmen 


helps woo corporate clients. Smith New. 
Court, which used to be a pure market- 


maker, has become an adviser to Racal, a big 
electronics company, largely on the strength 
of its team of electronics analysts. 


Advisory fees in corporate finance have 


remained more or less constant since before 
Big Bang. Typically, a merchant bank might 





charge as much as 1% of a company's worth 
for successfully advising i in a bid. It will 
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tion. They suggest that suc 
are frequent and usually go unreported. 
The episode raises questions about the 
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City’s new Chinese walls, which should 


separate a firm’s corporate finance, equity 


research, sales and trading departments. 


These walls are not necessarily physical 
ones. Although equity analysts usually sit | 
in separate rooms to salesmen and mar- | 
ket-makers, this isso that they can workin | 
peace. More often, an individual has to | 
build walls in his own mind between his 
conflicting jobs. 

For instance, an equity analyst might 
spend as much as half of his time helping 
the corporate finance department. It is- 
common practice for company analysts 
who also help out on corporate finance to 
drop hints to market-makers about im- 
pending news that could affect a compa- 
ny's share price. And because of conflicts 
of interest, honest analysts often find it 
hard to serve their institutional clients. —— 

. County's latest predicament is symp- 
tomatic of a question that ought to be in- 
creasingly asked in the City. Can the | 
semi-legal obligation to criss-cross a single | 
firm with Chinese walls be reconciled 
with the much-vaunted synergies sought 
by the compleat securities outfit 





cand DEA a underwriting an issue of 
new paper, even though it can often arrange 
the sub-underwriting among institutions 
and brokers for half that amount, and so 
make a risk-free profit of 34%, or, say, 
£3. 5m on a £500m issue. 

If Smith New Court later this year were 
to help successfully float 2096 of Vodafone, 
Racal's mobile telephone business which is 
valued at around £2 billion, it would stand 
to earn £2m-3m on the deal. That would be 
around a quarter of its post-tax profits 
year; which highlights the importance © 
corporate finance to a securities house's 
business mix. Yet it is also risky and unpre- 
dictable fare, which is why the shares of City 
firms such as Smith New Court, S.G. War- 
burg, Morgan Grenfell and Kleinwort Ben- 
son are trading at around a 15% discount to 
the rest of the stockmarket. 












Grimly familiar stoy 


OLLAR ere rates are ds and oil 


prices falling, which is bad news for 


some of Latin America’s debtor nations. 


Each one percentage point increase in inter- 
est rates adds around $1 billion to Brazil’s - 
annual interest bill and $500m to Argenti-- 
na's. The weakness of the oil price hits Mexe __ 
Venezuela. hardest. The lower oil E 


ico and 





| price will probably cut Venezuela’ $ exports 


.by 25% to around $8.5 billion this: year. 





This has led Venezuela to jostle with Argen- 
tina and Colombia for the right to be next 


in line for new money from foreign Banks. : 







Head of the queue is Brazil, whose 2350 
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a million to win... 


This extraordinary chance and others are offered 
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lottery. Total winnings for the 81st lottery will amount to 
about 206 million DM. The Super-Jackpot by itself 
amounts to 30 million DM. 


The maximum Super-Jackpot 


alone comes to 3 x 2 million DM. 





The prize-money is paid in DM, one of the strongest cur- 
rencies in the world. The lottery runs over a period of 27 
weeks. One drawing every week. That means 27 draws 
and 27 chances in total to become a millionaire! The prize 
money increases from draw to draw. All draws are super- 
vised by state auditors. 








Secure your chance to win now! Mail your coupon today! 
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letter. 





Q Attach payment for the tickets you want, using either 
cash by registered airmail-postage, international post- 
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travellers cheque. You can also pay for your ticket after 
receipt of the invoice. 





We send you the tickets, further information and the of- 
ficial draw schedule. After each class you receive the of- 
ficial winning list as well.as your ticket for the next class. 





Within days you will be notified each time you win. Your 
prize-money will be transferred by cheque to any place 
you wish to. The prize-money is paid to you free of Ger- 
man Taxand the whole amount will be paid without any 
deductions. You remain absolutely anonymous 





We guarantee fast, reliable and confidential service 
world-wide. 


This is why it is interesting for you to join 
the lottery: 206 million DM prize money 
3 x 2 million DM as maximum prize-money 
19 x 1 million DM 
5x 1 million or 50 x 100.000 DM 


and in addition: 


240.390 x prizes up to 500.000 DM 


Only 600.000 tickets form the basis of the lottery, Out of these 
tickets 240.417 numbers win in the course of the lottery: So, we 
can guarantee winnings for more than every 3rd ticket-number! 
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Brazil have gone into the scheme. They will 
produce around 95% of the $5.2 billion in 
new money that Brazil wants. Few big banks 
are absentees, although a couple of large Jap- 
anese banks and a German bank still have to 
decide. Around 50 (mostly small) banks 
have chosen to take "exit-bonds"—effec- 
tively swapping their Brazilian loans for 
fixed-interest Brazilian bonds. The swap re- 
duces Brazil's bank debt and concentrates it 
in the balance sheets of the banks that want 
to go on lending to Brazil. 

Finding like-minded banks for Argen- 
tina will be more difficult. Although it is 
benefiting from higher world prices for its 
agricultural exports, Argentina's economy is 
a mess. The government expects exports of 
$8.5 billion to produce a trade surplus of $3 
billion (compared with last year's $500m). 
But that will not be enough to meet the an- 
nual interest bill of $4.7 billion on its $56 
billion of foreign debt. The gap has to be 
filled by money from abroad. Argentina has 
run through almost all its foreign-exchange 
reserves. The only credit it can get is the 
promise of a short-term $500m loan from 
the American government. 

Argentina owes foreign banks between 
$700m and $900m in overdue interest. It 
has also run over the 90-day grace period 
American banks (and regulators) grant slow 
payers. If the debtor does not pay the inter- 
est owed in the three months after it is due, 
American banks should class the loan as 
value-impaired and write-off 10% of it. 
American banks hold $9 billion of Argenti- 
na's $33 billion in bank-debt. 

Worse, Argentina has also fallen out 
with the Mr. It has failed (for the third con- 
secutive time) to meet the IMF's economic 
targets—chiefly the halving of its budget 
deficit from 1987's 7.2% of GDP. The iMF has 
suspended the programme, thus stopping 
Argentina from getting $1 billion it ex- 
pected from the Fund and the banks. 

International bankers are fed up with 
Argentina's fecklessness and at least two of 
the European executive directors at the IMF 
are beginning to wonder whether it is worth 
working out an economic programme for 
Argentina. They argue that it is silly to set 
Argentina economic targets and hope that it 
can meet them, when the government can- 
not even get its budget for the current year 
through Congress. This faction at the Fund 
claims it would be more sensible to wait un- 
til Argentina has started to reform its econ- 
omy and produced some results before 
working out an IMF agreement. With the 
union-dominated Peronists ahead in the 
opinion polls and elections due next vear, 
the reforms might take some time. 

Leading bankers say that Argentina 
does not deserve to get any more of their 
depositors' money. Several are already hint- 
ing that interest capitalisation—which 
means that instead of receiving interest 
banks add it to their loans for a set number 
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Patching up poverty 


WASHINGTON, DC 


OULD bankers be better off if 
they lent to third-world villages 
rather than their governments? A small 
United Nations agency, the Interna- 
tional Fund for Agricultural Develop- 
ment (IFAD) makes small loans to groups 
of villagers who monitor their own per- 
| formance. From 1978-87 IFAD lent to 33 
| such projects in 25 countries. Their re- 
payment records are good. All of the 
money goes to the people who actually 
use the funded project—rather than 
some official's Swiss bank account. 
Lending to people who have never 
| seen a bank or a repayment schedule is 
| hardly standard practice. But the debt- 
| servicing performance of groups of villag- 
ers ranges from 8596 to 10096; by con- 
trast the government of Zaire pays less 
than 2096 of its interest. After some suc- 
| cess in Asia, IFAD is now trying the same 





strategy in Africa and Latin America. 
"Mobile credit officers" from banks have 
been sent into the hinterland on bicycles 

or motorbikes, offering to lend money at 
rates which undercut local loan-sharks. 

It is not easy to ask miserably poor | 
people for collateral. So loans are usually 
made to groups of five borrowers, rather 
than individuals. Group-members usu- 
ally make a point of repaying in order not 
to lose face and the chance of qualifying 
for a renewal of credit. If one member de- 
faults, the group is responsible; no more 
money is lent until full payment is made. | 
The Grameen Bank in Bangladesh 
showed that this could work. The money 
goes to such projects as buying a cow or a 
goat, or equipment to repair bicycles, 
weave or make pottery. The repayment 
rate is 99%. 

The same methods have been ap- 
plied, with variations, to dirt-poor vil- 
lages in Mali. A representative of the lo- 
cal bank offers to lend villages money if 
they create a village credit fund and con- 
tribute 10% of the start-up money. Vil- 
lagers borrow from the fund to buy cattle 
or farm implements. The project started 
in 1984. IFAD says the repayment rate is 
100%. The original capital becomes a re- 
volving fund, monitored by the villagers. 

In Honduras, credit to small groups 
making cheese, paper and brooms, rear- 
ing pigs and processing henequen is 
working well. The repayment rate is 
85%-90%. A similar scheme in Nepal is 
aimed at landless, unemployed country- 
women who are heads of households and 
have families to support. Mini-loans are 
made for handlooms or to knit clothes ta 
weave and make bamboo furniture. 





of years—might be the only way of giving 
Argentina the breathing space it needs. 

Venezuela is not yet in the mess that Ar- 
gentina is. Although it has been running 
down its reserves, it still has some. At the 
end of June, its foreign-exchange reserves (at 
$3.1 billion) were 1696 lower than at the end 
of 1987. That is getting close to the mini- 
mum of $2 billion stipulated by the coun- 
try's last rescheduling agreement. Venezue- 
la's main problem is that although it has 
played the game by the bankers' rules, it still 
cannot get the credit it needs from foreign 
banks. Since 1984 Venezuela has paid $12 
billion in interest and $6 billion in principal 
on its $33 billion foreign debt. All it has 
managed to borrow this year is a $3.5 billion 
increase in short-term credit lines and a 
$100m bond issue. 


The country's finance minister, Mr Hec- 


tor Hurtado Navarro, is on a worldwide tou 
begging for more cash. He is trying to rais 
around $2 billion from individual bank 
rather than reschedule the country's debt 
and pick up some involuntary new mone 
from foreign banks—which is what Brazi 
did. The banks will probably give Venezuel 
just enough to keep it this side of default. 
Colombia's problems are Venezuela' 
writ large. It is the only Latin Americai 
country not to have rescheduled its debt 
yet it pays (fractionally) more than invete! 
ate reschedulers, such as Argentina, for it 
money. Colombia wants between $1 billion 
and $1.5 billion to meet its principal pay 
ments for this year and next. If the bank 
want to maintain the illusion that reschedu 
ing eventually leads back to the market, the 
should give Colombia the money it wants. 
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SCIENCE AND TECHNOLOGY 


The Lazarus drugs 


is composed of a mineral, calcium phos 
phate; the other half consists of proteins 
(such as collagen) which bind the mineral 
into a sort of cement. 

Most other growth factors are being 
checked to see if they can heal wounds and 
promote the growth of bones. Bio- 
technologists hope that eventually the prod- 





I’ YOU had a normal, roughabout child- form over gaping wounds. Chiron, a bio- ^ ucts will be put to wider use—for example, 
hood, why are your knees not torn to technology firm based in Emeryville, Cali- — to heal wounds caused by ulcers in the gut — 
shreds? One of the body's most startling fornia, is testing the drug on people as a po- and to regenerate nerves or blood vessels. — 
tricks is also one of its most commonplace: tential cure for severe skin ulcers and Three obstacles stand in the way: p' 
the ability to heal itself. Tissue regenerates bedsores. The company has dropped plans — € Growth factors may cause cancer. In 1983. i 
after skin is scratched. Bones mend them- touse EGF to treat damaged corneas, not be- it was discovered that PDGF bore a resem- j 
selves after they are broken. For years scien- cause there was anything wrorig with the blance to a protein whose recipe is an T3 

EGF itself, but because the company was un- — oncogene—a gene that can cause cancer. js 


its have tried to track down the “growth- 
8. factors" involved in such 
regeneration so that they might be used to 
help restore life to dving tissues. When a few 
more scientific and regulatory hurdles have 
been leaped, such growth factors should be- 
come biotechnology's next wave of new 
drugs. 

The existence of growth factors 
was first suspected years ago when it 
was noticed that serum—the liquid 
portion of clotted blood—could in- 
duce other cells to divide and multi- 
ply in laboratory dishes. In 1962 the 
first, the epidermal growth factor 
(EGF), was discovered. This stimulates 
the growth of skin cells and those of 
the cornea, the transparent and 
horny membrane that covers the 
front of the eye. Since the 1960s more 
growth factors have been identified 
(see table). The most recent discovery 
was made last June by Oncogene Sci- 

^ based in Manhasset, New York, 
ch found a third type of trans- 
forming growth factor (TGF), known 
as TGF-beta 3. This can repair wounds 
and help bones to grow. | 
lt was not easy to turn such 
egrowth factors into pharmaceuticals; 
athe body produces so little of them. 
Genetic engineering helped to solve 
that problem. Small molecules like 
F or IGF (insulin-like growth factor) 
Brave now been genetically engineered 
Minto bacteria, or other simple organ- 
"sms like yeast, that churn out the 
p as they reproduce. The genes 
‘or larger, complex proteins such as 
DGF, which makes all sorts of cells 
wnultiply, have been eased into animal 
»ells. Animal cells have the enzymes 
Imeeded to build the long sugar chains 
ported by large proteins. 

The first growth factor to make 
its way to market will probably. be 
‘Gr, which encourages new skin to 
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able to find a way to package the drug so 
that it might be administered to the eye 
without discomfort. 

Chiron is also testing IGF to boost pro- 
tein growth in the bones of women suffering 
from osteoporosis (brittle and distorted 
bones) after menopause. Half of adult bone 





But according to Dr Harry Antoniades at 
Harvard University (he did the early work 
on PDGF which let other scientists make the 
connection with cancer) normal cells have a 
safety valve known as down-regulation built 
into them. This ensures that they do not 
turn maligant, even when there is plenty of 
growth factor around. [n order to 
work, growth factors need receptor- 
molecules on the surface of cells to 
pass the message "grow" on to the 
cell. And if there is too much growth 
factor, the number of receptors 
drops. Despite such assurances, 
America's Food and Drug Adminis- 
tration (FDA) has made the unusual 
demand that growth factors should 
be screened in expensive primates 
rather than the more-usual rats be- 
fore they are tested in man. 

e So far growth factors have been 
easy to administer; they are applied to 
wounds on the skin. But if they are 
swallowed—as they will need to be for 
more advanced applications—en- 
zymes in the gut break them down. If 
growth factors are injected, some do 
not survive in the bloodstream long 
enough to do their tricks. Bio- 
Growth, of Richmond, California, 
believes it may have found one solu- 
tion to the delivery problem. It has 
discovered a set of proteins that have 
a natural afhnity for some of the 
growth factors, notably ior. The 
growth-factor-plus-protein is 20 tímes 
more effective than IGF alone at heal- 
ing artificially inflicted wounds in ani- 
mals. BioGrowth expects to start tests 
on people in the next 18 months. 

e Preliminary experiments with some 
growth factors suggest that they may 
not be as potent as optimists hoped. 
But Dr Antoniades thinks he knows 
why, and how to solve the problem. It 
seems that growth factors fall into 
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two classes. Some, like PDGF, are "compe- 
tence” factors that prepare the cells for their 
multiplication and division, or mitosis. 
Growth factors, such as IGF, are "progres- 
sion” factors that drive cells through mito- 
sis. Both are needed for regeneration. 

Several biotechnology companies— 
such as Epoulon, based in Boston—are test- 
ing a combination of PDGF and IGF in ani- 
mals in the hope that the two will work won- 
ders together. It seems that the regeneration 
of connective tissue—such as tendons—and 
of collagen (found in bone) is boosted by 
300%, and of skin cells by 100%, compared 
with the effects of either growth factor 
alone. And the healing process takes 6-7 
days instead of the usual 9-11. Epoulon is 
also testing the cocktail on beagles with gum 
disease. The drugs stimulate tooth regenera- 
tion and the formation of new tissues which 
cover the the root surface of the tooth and 
join up with the bone. Pharmaceuticals with 
just one active component can pass muster 
relatively quickly. But the FDA takes a long, 
long time to approve mixtures of drugs like 
Epoulon's cocktail. 





China in space 


After the fireworks 


FROM OUR CHINA CORRESPONDENT 


F YOU count some rather large fireworks, 

China has had a good 700 years of ex- 
perience at launching rockets. It has not, as 
yet, won much recognition for its achieve- 
ments in the sky, but that may soon change. 
On August 5th Chinese scientists fired a sat- 
ellite-bearing Long March 2 rocket from the 
north-western province of Gansu; eight days 
later they brought the satellite safely back 
down in Sichuan province. The satellite, 
which was plonked into a relatively low or- 
bit, was carrying nearly two tonnes of ex- 
perimental equipment for the Chinese 
Academy of Sciences. It also had two pay- 
loads (for research into low gravity and the 
formation of crystals) from West Ger- 
many—China’s second satisfied customer 
in the West. 

The first was France. Last year a Long 
March rocket carried some instruments for 
Matra, a leading French aerospace and de- 
fence contractor. In theory, China should 
have even more clients: there is a queue of 
frustrated. customers after the Challenger 
shuttle disaster in January 1986 and a subse- 
quent aborted launch from French Guiana 
of a payload contracted to Europe's 
Arianespace. China offers the world's low- 
est launching prices. And it has successfully 
sent more than 20 of its own satellites into 
orbit since 1970, thanks to the rockets that 
have grown out of its missile programme. 

Yet the Chinese order book is far from 
full: Matra is planning to use the Long 
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March again; a consortium of Britain's Ca- 
ble & Wireless, Hongkong’s Hutchison 
Whampoa and the China International 
Trust and Investment Corporation is plan- 
ning to use a Long March 3 rocket next year 
to launch a telecommunications satellite; 
and a Long March rocket may launch a 
Swedish satellite in 1991. That is not much, 
given the long and hungry queue for space. 

What, then, is wrong? One reason, de- 
spite China's achievements, is a pervasive 
lack of confidence in China's technology 
among telecommunications companies and 
scientific laboratories. This is reasonable 
enough, given China's overall backward- 
ness. Another is that China's rocketry is up 
to 15 years behind America's and Western 
Europe's. Satellites require delicate po- 
sitioning in space; better to launch them ex- 
pensively than to launch and fail—which is 
why Arianespace has built up a backlog of 
over $2 billion-worth of business, and why 
private-sector American launchers have a 
backlog of around $700m. A third reason is 
that in the incestuous world of aerospace, 
western customers are loth to desert western 
suppliers. 

If China has not quite grasped the 
opportunity presented by the stutterings of 
America’s shuttle and Europe’s Ariane 
rocket, at least it is reaching out. Although 
its inferior satellites are unlikely to appeal 
even to third-world customers, it sees rea- 
sonable prospects for its launching vehicles. 
After the Challenger explosion, China’s 
Great Wall Industrial Corporation began to 
undercut American and European launch 
and insurance prices by 15%. It also offered 
to put western satellites ahead of its own in 
the launching queue. 

China hopes to defray the cost of its 
space programme—perhaps $1.5 billion a 


An explosive start to China's space programme 
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year—by getting a share of the 700 commer- 
cial-satellite launches that could take place 
by the end of the century. The problem is 
that if China's space scientists are anything 
like America's, both the ambitions and the 
costs of the programme are likely to go into 
orbit themselves. The most sensible pro- 
gramme would be one that concentrated on 
replacing and improving China's satellites. 
That way China might get a telephone sys- 
tem that works and, with the help of earth- 
observation satellites, find out more about 
its own natural resources. A less sensible 
programme would be to plan a manned 
shuttle and a space station, just like Amer- 
ica. That is precisely the dream outlined last 
November by the Ministry of Astronautics 
Industry. 
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Planet spotting 


Musing on the 
spheres 


LANETS come in all sorts of sizes. The 

nine that circle the sun range from little 
Pluto—a lump of ice 3,200km across anc 
just a four-hundredth of the mass of the 
earth—to groaning Jupiter, 318 times a: 
massive as the earth and measuring mort 
than 400,000km around its waist. Howevei 
large or small, all planets have one thing ir 
common: an astronomer on a planet orbit 
ing a star far away from them would fine 
them almost impossible to see. They wouk 
be lost in their star's glare like mosquitoe 
buzzing around a searchlight. 

Happily for astronomers, they do no 
have to see a planet directly to know that i 
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Expectations for Spain over the next five years, up to the 

completion of the single European market in 1992, are 

high. This is because Spain has: 

* The potential for high export and GDP growth 

* An encouraging programme of market and 
administrative reform, which has strengthened industry 
and promoted the growth of the financial sector 


* The necessary backdrop of political stability 

However, Spain faces serious worries over rapidly 
increasing imports. And there are long term concerns about 
Spain’s ability to retain the confidence of foreign 

investors. 

* Will Spain’s present ideal business climate last? 
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A new Special Report assesses - 
the key economic and political 
issues in Spain. 


* Will it become a significant financial market? 
* What is the future for the country's agriculture, tourism, 
textile, and automotive industries? 


* How deeply rooted is the new entrepreneurial spirit? 
This comprehensive Report forecasts the evolution of 
Spain's improving economy. It brings together a wide range 
of data and analysis on sectoral output, fiscal and monetary 
policies and highlights the emergence of Spain as a full 
participant in the EC. 

Spain to 1992: Joining Europe's Mainstream. 

Special Report No. 1138 

by Mark Hudson and Stan Rudcenko. 

Price including airmail postage: 

£115 UK & Europe; 

US$245 North America; 

£118 Rest of World. 









EAXLA 





































is there. When a planet orbits a star, the star 
a also moves a little—rather like a counter- 
weight. The slight wobbling of the heavy 
st r balances the distant circling of the 
lighter planet—and the heavier the planet, 
the more the star must wobble. It is quite 
easy to see such movements when one star is 
ork pene another—but a planet-sized wobble 
ould be so small as to be only just visible. 
— At the International Astronomical 
Union's recent meeting in Baltimore, Mary- 
land, Dr David Latham from the Harvard- 
Smithsonian Astrophysical Observatory in 
Cambridge, Massachusetts, said that he and 
his colleagues had found that there was a 
light wobble to a star called—in the prosaic 
way of pod star-gazers—HD 114762. 
y from the star was “Doppler 
hif , first in one direction, then in an- 
Der. This means that the star was some- 
times coming towards the astronomers and 
| sometimes moving away from them. From 
more than 100 observations of the star 
made over seven years, Dr Latham con- 
cluded that it was wobbling back and forth 
once every 84 days—the tell-tale trace of a 
r pla iet ten or more times the weight of Jupi- 
rah it every 12 weeks. 
At last, evidence for a planet outside 
earth’s solar system? Some people deny that 
‘it is a planet. Something ten or more times 
larger than Jupiter is, they say, too large to 
- be a planet at all, It is a small undernour- 
‘ished star—or brown dwarf—and Dr 
atham's discovery is of a pair of stars, one 
of which is much smaller than the other. 
- . The distinction between a brown dwarf 
and a planet is fuzzy. Most agree that the dif- 
ference lies in their histories: brown dwarfs 
. are formed in the same way as stars, not in 
the same way as planets. Some say that no 
_ planets more than a few times the size of Ju- 
viter can be formed, because their tides will 
rb the disc of dust and gas from which 
they grow to such an extent that they will 
grow no more. Others say that there is a 
. continuum of sizes and that the division be- 
_ tween big planets and small stars is arbitrary. 
—.. Pr Bruce Campbell, from the Univer- 
sity of Victoria in British Columbia, has a 
more sophisticated way to measure the mo- 
tio Er stars, which should let him detect 
1 t are small enough to be incon- 
. troverti rtibly planet-sized. His accuracy comes 
from calibrating his Moe while 
_ they are being made, which removes many 
. possible errors. Dr Campbell has come up 
with nine candidates for wobble. But in only 
one of them has he seen a whole cycle, cor- 
responding to a whole orbit of a planet, if 
. planet there be. In the one case where he has 
E. seen such an orbit, his data are muddied by 
the fact that the star involved has a compan- 
a fon star. Sceptics want to see still more data. 
B Over the next ten years or so, man will 
— know whether or not there are planets out- 
side the solar system. Refinements of Dr 
aoe eee en © ee 
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more and more stars—at present it is limited - 


to those that are fairly bright. NASA's Space 
Telescope might be able to see individual 
planets around the closest stars directly, and 
the European Space Agency's Hipparcos 
satellite may pick out wobbles in a few stars, 
by actually seeing them move, rather than 
by measuring their speeds. American scien- 
tists have plans for another telescope, to be 





Watch the birdie 


OME of nature's messages to man- 

kind are vouched safe in roundabout 
ways. A dead canary can mean “Miners 
beware of gas". Clumps of fleshy-leaved 
Alpine Penny-Cress can reveal where to 
dig for lead and zinc. The age of a hedge- 
row can be read from the number of spe- 
cies of shrub it contains. And the ab- 
sence of dippers from fast-flowing 
streams may tell foresters how many trees 
they should plant on neighbouring hills. 

The trees in question are conifers. 
Foresters like them because they grow 
fast and in dense groups, and so produce 
plenty of wood. But they have their draw- 





Time to move on 


backs. Their needle-like leaves act as 
scrubbing brushes, scouring sulphur di- 
oxide and nitrogen oxides from the air. 
Rain, already tainted by these pollutants, 
then washes the accumulated acids off 
the needles and into the ground. In some 
places the soil can neutralise acid wa- 
ter—though not all soils will do so since 
some are acid themselves. On conifer 
plantations the water is helped on its way 
by drainage ditches and furrows dug to 
provide the conifers with the dry soil 
they like. The soil has no chance to 
neutralise the water’s acidity. 

So conifers can make nearby streams 
unpleasantly acid. The Welsh Water Au- 
thority has classified many of the hill 
streams and rivers of north and west 
Wales as vulnerable to acidification be- 


cause of conifer plantations; 90km vof 





| put into orbit near NASA's cre 





station, which is specifically aito spot spot 
any planets orbiting nearby stars. That tele- 
scope, in another solar system, would easily 
be able to pick up the larger planets in this 
one. Indeed, if there are any planets for alien 


astronomers to live on, such a telescope may 


already be pointing this way. 





Welsh water has recently been found to 
be no longer capable of supporting trout 
and salmon. To spot a trend towards 
acidity earlier, they might do well to 
study the habits of the dipper. 

There are about 30,000 dippers in the 
streams of Wales, Scotland and the 
north of England. These birds are singu- 
lar in their ability to walk and (as it ap- 
pears) fly underwater, a stunt which en- 
dears them to  sensation-seeking 
ornithologists. Not just any stream will 
do. Dr Stephanie Tyler, of the Royal So- 
ciety of the Protection of Birds, and Dr 
Stephen Ormerod, of the University of 
Wales's Institute of Science and Tech- 
nology, looked for dippers at 74 places 
on 13 rivers in Wales. They found that 
the birds were up to six times less com- 
mon on streams with acidic water; on the 
most acid there was none. 

Why this choosiness? The more acidic 
a stream, the more aluminium is found 
dissolved in it, because acid rain can 
leach aluminium from the soil. One ef- 
fect of this appears to be a drop in the 
numbers of caddis flies, mayflies and 
some small fish—the delicacies on which 
dippers dine. Dippers then depart; by 
the time the aluminium level gets above 
0.1 grammes per cubic metre of stream 
water, the dippers will all be long gone. 

This exodus seems in large part to be 
for the sake of their children. Caddis-fly 
larvae typically make up between a tenth 
and a fifth of the prey eaten by adult dip- 
pers, but nestlings may be reared on a 
diet that is four-fifths caddis fly. Since 
these larvae are among the least tolerant 
of acidity, adult dippers seem to be 
obliged to travel farther up and down an 
acid stream to get sensible food for their 
offspring. So pairs of dippers have longer 
territories on acid streams; and young 
birds move away from them once they 
can feed themselves. Outside the breed- 
ing season, dippers are more likely to be 
seen eking out an existence on less suit- 
able streams. If the conifers continue to 
occupy the high gro hey cover 
1096 of the surface of Wales—then such 
an uncomfortable existence may become 
the norm for dippers. 








sd 


























Martha, man-in-middle, Caroline 


Wilkie's women 


THE Secret Lire or Wilkie Couns. By William M. Clarke. Allison & Busby/W.H. Allen; 


239 pages; £14.95 


N A typical triptych of adjectives, C.P. 
Snow described Wilkie Collins as “one of 
the oddest, most gifted and by all accounts 
imost likeable figures of the Victorian age." 
Just how odd, gifted and likeable emerges in 
full measure in William Clarke's biography 
e man whose best known novels, “The 
an in White" and "The Moonstone”, 
have remained in print since they were first 
serialised. More than 25 years ago, Kenneth 
Robinson made a more valiant, pioneering 
attempt to lay bare the mysteries of Wilkie's 
»ersonal life. These, to say the least, were as 
yizarre and intricate as the long-meditated 
and tightly planned plots of Collins's own 
novels. Mr Clarke, an ex-City editor of The 
Wimes who is married to a great-grand- 
Maughter of Wilkie's, has now unravelled 
them as far as is humanly possible. 
Mr Clarke has devoted years of his life 
© original, thorough and meticulous re- 
rch. Where the evidence is thin and elu- 
fve, he makes sound conjectures. Apart 
ossibly from a trivial snippet, there is noth- 
ag left to discover or analyse. Rightly, Mr 
“larke leaves the evaluation of Collins's 
fork to the literary critics. But, thanks to 
‘im, they now have a secure base on which 
build their theories and speculations. The 
ldities of Wilkie's life will provide them 
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with a rich vein of ore. They included two 
mistresses, three illegitimate children, 
agonising bouts of rheumatic gout and a 
growing addiction to laudanum. 

Collins ran across the grain of Victorian 
society. That is why when Dickens wanted a 
fling (though how dissipated will never be 
certain) he chose Collins as his mentor and 
not such a stuffy, establishment man as his 
biographer, John Forster. No rogue himself, 
Wilkie had a roguish element in him. It en- 
abled him to create three of the most appeal- 
ing villains in English literature: Count 
Fosco ("The Woman in White"), Lydia 
Gwilr (“Armadale”) and Captain Wragge 
("No Name"). It enabled him to create 
women who were women, not walk-on ex- 
tras in a masculine society. 

Collins once described himself as a ma- 
terialist who saw nothing more to come than 
an eternal sleep. His recognition of his own 
hedonism and his own and others’ sexuality 
shaped his life as much as it did his fictional 
creations. First, in the most melodramatic of 
circumstances, came Caroline Graves, com- 
plete with a daughter, into Wilkie's life to 
become his mistress. Then came Martha 
Rudd, who bore him three daughters in 
what he described as a morganatic marriage. 
Caroline left him, married and then came 
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«e 
back to Wilkie as a hostess-cum-house- 
keeper, with her daughter as his secretary. 
At the same time, Martha, just around the 
corner, remained his mistress-cum-wife, the 
centre of his hidden domestic life. He man- 
aged to keep both women and their daugh v 
ters happy. A 

Mr Clarke exposes this extraordinary 
set of relationships with sensible compas- 
sion, reflecting his subject's own ii 
agreement with Mr Robinson for differing 
reasons, he dismisses the notion that - 
episode when Caroline came leaping out of 
a gate, the traditional damsel in dite ind d 
into Wilkie's life and arms was the insp 
tional source of "The Woman in White. "A At 
the latest, this episode took place in 
1854, although Mr Clarke admits it coulc 
have happened earlier (and, by implication, 
that Wilkie could have met Caroline as early 
as 1852). Yet Collins once said "he had not 
even thought” of “The Woman in White” — 
in 1855. 

There is something slightly fishy about — 
this meeting between Caroline and Wilkie, - 
as Mr Clarke, like other commentators be- 
fore him, recognises. Plotting in real life as z 
he did in his novels, is it not possible that - 
Wilkie planned and engineered the whole - 
affair? What better way could there be to in- 
troduce your mistress to your friends than - 
through a stage-managed incident of melo- 
drama? It would make the mistress, appar- — 
ently rescued from an even worse fate, al- — 
most respectable. Then, having created a 

"scene" in real life, why not use it later i n. 
fiction? 

By keeping his private life under wra 
exposing it only to his closest friends, Meo 
bowed to the conventions of his age. He was — 
both in his time and out of it, a warm, well- 
balanced man not without cunning. To © 
Wilkie's humanity, Mr Clarke displays a 
just, affectionate regard. 











































China 
A cut-flower 
civilisation 


CHINA IN Wor_p History. By S. A. M. 
Adshead. Macmillan Press; 422 pages; 
£35. St Martin 5 Press; $37.50 


O UNDERSTAND what China's role 

will be in the twenty-first century, it is 
worth reflecting on what it has already been. — 
For most historians, the conquests of Chi- — 
nese emperors are evidence enough of the 
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country’s claim to greatness. Mr Adshead is 
more interested in how the details of chinoi- 
serie past have affected, and still affect, daily 
life in the West, and how old Chinese cus- 
toms have been revolutionised by contact 
with the rest of the world. 

Europe owes to China its azaleas, roses, 
hydrangeas and clematis, its whisky and 
brandy, its tea, paper, apricots, oranges and 
lemons. Without those oranges and lemons, 
the great European voyagers to the Ameri- 
cas and Asia would have died of scurvy. Yet 
the Europeans, for all their relative back- 
wardness in invention, were masters at ex- 
ploiting someone else's discoveries. Chinese 
superiority was gradually eroded, so that it is 
now Japan, rather than China, that the 
world takes seriously. 

China may have invented the written 
examination, but it also maintained a social 
system that disdained commerce, avoided 
urbanisation and failed to educate the 
masses. It was therefore unprepared to 
adapt to the new world of ideas. These same 





social factors, rather than European imperi- 
alism, made nineteenth-century China the 
only country to suffer from widespread ad- 
diction to opium. 

The author's images of a decaying 
China are striking. China as a cut-flower 
civilisation—blossoming but cut off from its 
roots. China as a house unto itself, window- 
less and oblivious to the challenges on the 
horizon. China with a small political head, 
an atrophying brain and proliferating 
body—a dinosaur in a world of rapidly 
evolving mammals. But whatever the image, 
the shock of modernisation is still echoing 
around the Chinese body-politic. 

By the twentieth century China had be- 
come an irrelevance for the outside world. 
Slowly, the country learned the new "social 
technology" of political parties, constitu- 
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tions and a bureaucracy that was paid by sal- 
ary rather than corruption. But the Chinese 
political mind was genuinely open only be- 
tween 1900 and 1920: long enough to aban- 
don tradition but not long enough to absorb 
modernity. 

Communism, when it came, may have 
solved some problems of exploitation of the 
peasantry. In the longer term it was a great 
over-simplifier. China therefore missed the 
great revolutions of the twentieth century in 
industry and technology. All it could offer 
the world from its own experience was 
"mindless Maoism". Under Mao, China's 
relative position in the world actually de- 
clined. In 1800 the total GNP of Europe was 
bigger by half than China's; by 1970 it was 
four times greater. 

The savage verdicts in the final chapter, 
however, do not take China past 1976. lt 
was then, with the death of Mao and before 
the reforms of Deng Xiaoping, that the Chi- 
nese themselves took up the issue of their 
fate. China is now more genuinely open to 
the outside world than at any time this cen- 
tury. Its economy is now more dependent on 
trade than at any time since the late nine- 
teenth century. Modern China recognises 
that it no longer impresses the outside 
world. What is needed is a new revolution, 
but one that takes in foreign experience. It is 
fine to emphasise what is uniquely Chinese 
about its civilisation, as Mr Deng still does 
with his promise of "socialism with Chinese 
characteristics". But China, if it does not 
adapt, runs the risk of becoming a museum 
to be peered at by wealthy foreign tourists. 





Democracy 
Pro and con in 
Athens 


THE ORIGINS OF DEMOCRATIC THINKING. 
By Cynthia Farrar. Cambridge University 
Press; 300 pages; £25 and $37.50 


OW can political freedom be recon- 

ciled with social order? In reconstruct- 
ing the political ideas of three principal 
intellectual figures of the Greek world of the 
fifth century BC—Protagoras, Thucydides 
and Democritus—Cynthia Farrar has suc- 
ceeded in tracing the origins of political 
thinking back to the beginnings of the full 
democratic regime. 

All three writers saw democracy emerge 
in their lifetime. All rejected the traditional 
religious views that made the gods the 
source of order in the universe. All believed 
in the freedom of the individual, and all had 
faith in the power of human reason to im- 
pose the order that had previously been as- 
cribed to the gods. There the similarities 


end. 











Protagoras, a sophist, was a generat’ 
older than Thucydides and Democritus 
had lived through the early successful ye 
of the democracy. Experience made him ı 
timistic. It was Protagoras who said that r 
was the measure of all things, a statem 
which contains the idea that man has ! 
capacity to determine where his own best 
terests lie; and since man is essentially a 
cial animal and it is only through soci 
that he can reach his full potential, he \ 
understand that his own best interests a 
those of society are identical. It is man's o 
rationality, therefore, that voluntarily 
poses the necessary restraints on 
freedom. 

Democritus, an atomist philosoph 
had seen the moral and social disintegrati 
that eventually led to the defeat of Ath: 
by Sparta. For him, life in a free society \ 
no longer relevant to man's freedom. T 
moral duty of a man was to pursue his o 
happiness, as a state of psychic equilibri 
free from either passion or fear. As for 
ety, the happy, and hence autonomous, 
will conform to its norms, for only by an a 
tude of calm co-operation will he maint 
the stability of his soul. Thus Democrit 
perhaps disillusioned by the politically 
duced horrors he had lived through, m: 
freedom a matter for the mind of 
individual. 

These two philosophers conceived tł 
ideas in the abstract. Thucydides, by c 
trast, closely examined the events of his | 
time. An Athenian himself, he playe 
leading role in the early part of the P. 
ponnesian war and observed at first h: 
the city's decline. But first he considered 
success of Athens under its greatest leac 
Pericles. Pericles was an orator with imp 
sive analytical powers; he was able to c 
vince the sovereign people of their own f 
will to act in the interests of the state. 
himself, therefore, was the rational fo 
that could restrain the citizens of the dem 
racy. It was the weakness of Pericles's suc 


THE ECONOMIST AUGUST 20 1 





sors, both moral and political, that led inev- 
itably to the decline of the state and the 
collapse of society. 

This is a scholarly and at times demand- 
ing work. Its author, however, has an active 
interest in politics and extends her refer- 
ences far beyond Greek society. The result is 
an intellectual portrait of an age striking for 
its confidence in human freedom and the 
power of reason, and for its eagerness to un- 
derstand the moral and political nature of 
man. 


America’s Civil War 


The trail to 
attrition 


TILE Cry or FREEDOM. By James M. 
Pherson. Oxford University Press; 948 
pages; £19.50 and $30 


YTHS encrust the history of Ameri- 

ca's Civil War. For good reason. The 
war killed more Americans than all the na- 
tion's subsequent wars up to Vietnam. lt 
freed blacks from slavery only to re-establish 
them as second- or third-class citizens. It 
consolidated the political parties which will 
fight the election of 1988 along many of the 
lines laid down in 1864. Some of America's 
best historians have tried to explain the war 
to themselves and to their countrymen. All 
the more credit, then, to Mr James 
McPherson for a book that manages to im- 
prove the tale in the telling. 

Mr McPherson’s book is probably the 
best single-volume history of America's 
Civil War yet written. It manages to be read- 
able without sacrificing objectivity to the 
flow of narrative. And Mr McPherson wears 


Eor the Confederacy 
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with equal ease the hats of biographer, econ- 
omist, sociologist and military historian. All 
are required to do justice to his subject. 

Slavery lies at the heart of the Civil War. 
Freeing the slaves was its most lasting result. 
But the issue was never as clear-cut as it 
seems with hindsight. The war was certainly 
not begun to free the slaves. President Lin- 
coln did not commit himself to emancipa- 
tion until 1862, after two years of fighting. 
Although this was one of his cleverest politi- 
cal decisions, it was also one of the least pop- 
ular. Historians face a great challenge in 
tracking the twists and turns of slavery's role 
in the politics and ideology of the war. 

The war began over the expansion of 
slavery, not its elimination. The abolition- 
ists were a radical minority, viewed by most 
as presenting a dangerous challenge to the 
rights of property. The question that riled 
mid-nineteenth-century tempers was wheth- 
er slavery should be allowed to go west with 
the settlers. That choice, argued and re-ar- 
gued for each new territory, would ulti- 
mately decide in whose image the new lands 
would build their civilisations: that of the 
South or that of the North. 

The differences between the two were 
great. The South was aristocratic, che North 
populist. The South was concerned with the 
rights of property-holders, the North with 
wage-earners. The South wanted close trad- 
ing and cultural ties with the Europeans 
who bought their cotton. The North was in- 
stinctively protectionist and isolationist. 

With such high stakes, it is little wonder 
thar the slavery issue was argued with guns 
as well as harsh words—or that the territo- 
rial arguments should increase the mistrust 
between North and South. Everything in 
politics became increasingly sectional and 
increasingly polarised. When the South fi- 
nally tried to break away from the North to 
protect its way of life, it triggered a chain of 
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Institutional Development 


Arturo Israel 
Institutional development programs have been among 
the most difficult and least successful of development 
activities. To make these programs more effective, 
Arturo israci examines new ways to smalyse why tacy 
succeed or fail. His review, based on World Bank 
experience, identifies two critical factors: specificity — 
the ability to define and simplify objectives — and an 
expanded concept of competition. Israel explores practi- 
cal approaches to improve institutional performance 
through surrogates when specificity and competition are 
not possible or cannot be increased. 

The Johns Hopkins University Press/World Bank 
ISBN 0-8018-3554-2, £22.50 


Involuntary Resettlement 
in Development Projects 
-Financed 


Policy Guidelines in World 

Projects 

Michael M. Cernea 

Experience from past Bank projects illuminates the 
responsibilities of governments and the needs of re- 
settlers and host populations during resettlement 
Among the topics addressed are types of involuntary 
resettlement; basic sociological principles in approaching 
resettlements; policy objectives and strategies; recon- 
struction of the resetticrs’ homes, production bases, and 
social organisations; and the effects of resettlement on the 
environment 

World Bank Technical P. 
ISBN 0-8213-1036-4, £5.85 
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The Transmigration Program in Perspective 
The Indonesian Transmigration Program, which took 
place between 1980 and 1986, was the largest govem- 
ment-sponsored resettlement scheme in the world. The 
size of the program and the resettlement in forest areas 
brought the program international attention, particularly 
from environmental groups concerned with deforesta- 
tion and conservation. This report looks at the effects of 
the program on employment generation, demographic 
changes, and regional development, as well as its 
environmental and social impact 


A World Bank Country Study 
ISBN 0-8213-1092-5, £15.30 
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events which inevitably led to the assault on 
slavery and southern institutions which its 
- leaders most feared. 
—— The South fought the war to make the 
North leave it alone. As the fighting dragged 
- on, the North found itself in a bind. To back 
- off would be to accept defeat; yet to win re- 
quired increasing commitments of men and 
resources—and justification of their use. 
"The war and its ideology therefore changed. 
One tale of that transformation lay in 
> northern generals. President Lincoln's 
first choice to lead the northern troops was 
George McClellan, a patrician soldier. But 
time and again McClellan shied away from 
- battle, claiming that the enemy far outnum- 
- bered him when, in fact, the opposite was 
$ Against the advice of many in the 
army, Lincoln eventually turned to 
McClellan's antithesis: Ulysses Grant. 
-. Grant'scareer was marred by hard drinking. 
But he had a firm, if simple, grasp of the war 
and strategic imperatives: it had to be a war 
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of annihilation. 

The tactics of the war, therefore, under- 
went an equally complete transformation. 
Crowds drove out from Washington to 
watch the early battle of Bull Run. Although 
civilians fled back in terror when the battle 
went against the North, they were kept 
apart from the fighting by an unspoken 
code. As the war went on, that code began 
to break down. To defeat the South, war- 
hardened northern generals like Sherman 
burned its cities and starved its civilians as 
well as its soldiers. There was simply no 
other way to win. 

Assassinated on Good Friday in 1865, 
Lincoln did not live to finish what he had 
started. And it is an open question whether 
the reconstruction of the South would have 
been as vengeful—or as painful—had he 
lived. Shedding light on the answers is the 
task of the next volume in this Oxford series 
on American history. Mr McPherson has 
left its author a high standard to live up to. 





The glass of fashion and the mould of form 


The Face at 100 


ret 

«1 ESS-than-dedicated followers of fashion 
E may not be aware that "The World's 
— Best Dressed Magazine" celebrates its 100th 
issue this month. The Face was Britain's 
first and seminal "style" magazine, a new 


breed of publication that could only have 
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been born in the 1980s. 

. Ever since its appearance in May 1980, 
= the Face has broken new ground. Con- 
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scious stylishness characterises the articles, 
layout, captions and design. Indeed, the 
Face has made a style out of style. Music, 
fashion, film and a sprinkling of current af- 
fairs remain the staple diet. The content is 
often vacuous; the visual effect is compel- 
ling. Face graphics reappear everywhere, al- 
though The Economist, it should be noted, 
thought of its own white-on-red logo several 
years earlier. 

Within months of its birth, two 
kindred spirits had appeared along- 
side the Face. The first, i-D, was the 
brainchild of Mr Terry Jones, once 
the art director at British Vogue. i- 
D's street fashion and music tips, al- 
most painfully hip, are devoured by 
"fashion victims" (as i-D calls its 
readers) from London to Tokyo, or 
wherever such things matter most. Its 
co-editor, Mr Alix Sharkey, says he 
would like to produce "a magazine 
people are scared to pick up." The 
second rival, Blitz, sprang from Ox- 
ford University and has always been a 
vehicle for photographers and writers 
outside the mainstream. All three 
magazines were products of the burst 
of energy and ideas which came out of 
the punk era, coupled with frustra- 
tion at the general run of magazines. 

The archetypal Face reader is in 
his late teens or early 20s, a student or 
ex-student, politically left of centre 
and arty. About 4096 of readers are 
women. Fashion consciousness goes 
without saying. Although its market 
looks limited, the Face sells almost 
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90,000 copies each month. Most of its read- 
ers are from London and the south-east, but 
a fair number live abroad. 

Unlike the alternative press of the 1960s 
and 1970s, the new magazines rarely touch 
politics. Seriousness sits uncomfortably with 
style, although the Face claims to be left 
with a small “I” and sometimes proves it. 
Ironically, it is in Mrs Thatcher's Britain 
that it has notched up its success. Affluent 
young southerners want to spend their 
money, and the Face shows them how—on 
designer clothes, designer hair-cuts, de- 
signer toothbrush-holders. In the 1980s 
British youth is learning to consume, not 
protest. Today the little red book is proba- 
bly a Filofax. 

The Face and the rest are exclusive by 
intention. Their cult status must remain un- 
tarnished. Advertisers value them as a win- 
dow into the youth market. If their adverts 
can reach the "style leaders" who read st ` 
magazines, the rest of impressionable you 
en bloc, will presumably follow after. Im- 
pressionable youth as a whole, however, is 
not meant to pick up the Face. 

Now that style is in demand, the shock 
of the new is wearing off. Even Mr Rupert 
Murdoch has launched his own watered- 
down style magazine, Sky. National newspa- 
pers and upmarket women's magazines have 
poached future "lifestyle" editors from the 
ranks of Face and Blitz writers. Europe is 
teeming with quasi-Faces such as Actuel in 
France and Tip in Berlin. 

As the Face itself says in its 100th edi- 
tion, "Decade and magazine grew together.” 
Obsession with image in a consumer's para- 
dise is a feature of the 1980s. The Face and 
its rivals merely document it. These "youth 
bibles" cannot avoid dictating what is and is 
not stylish or fashionable. And their read- 
ers, convinced that style makes the man, 
cannot help but trip slavishly after. 


T.S. Eliot and the Jews 


Bleistein lives 


HE London Library, an ancient anc 
wonderful warren of books in St James" 
Square, has a nasty controversy on it: 
hands. Officials of the library decided, som« 
months ago, to celebrate T.S. Eliot's cente 
nary year by setting up a trust in the poet’ 
name to enable young writers to use the li 
brary without paying the subscription. Th: 
idea was a fine one; it attracted many spon 
sors, including several eminent Jewish intel 
ectuals. Someone then raised the issue— 
taken up with alacrity by the Jewish Chroni 
cle, debated and counter-debated in Th. 
Times—that these sponsors should not s 
readily have added their names to the list 

since Eliot despised the Jews. 
* Did he do so? The question was put t 
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him directly in 1956 by William Turner 
Levy, a friend who, despite his name, was in 
fact an Episcopal priest. Eliot answered that 
he was not an anti-Semite and never had 
been; that the definition was too broad; that 
American Jews were over-sensitive about it; 
and that "lt is a terrible slander on a 
man...in the eyes of the Church, to be 
anti-Semitic is a sin.” 

Theonly way of dealing with the charge, 
Eliot believed, was to ask what evidence of 
anti-Semitism there was in either his poems 
or his prose. Quite clearly, he thought his 
work would exonerate him. It does nor. In 
"Gerontion", for example, in the words of 
the old man in his decaying rented house, 
"the jew squats on the window sill, the 
owner. In the strikingly anti-Jewish "Bur- 
bank with a Baedeker: Bleistein with a Ci- 
gar , Bleistein is described as standing "with 
the palms turned out/ Chicago Semite Vi- 

nese”. The poem goes on 

lustreless protrusive eye 

Stares from the protozoic slime 
At a perspective of Canaletto 
The smoky candle end of time 
Declines. On the Rialto once. 
The rats are underneath the piles. 
The jew is underneath the lot. 
Money in furs. ... 


Both poems were written in 1920 when, as 
Mr Bernard Levin has pointed out in The 
Times, such easy-going anti-Semitism was 
widely accepted; indeed, anti-Semitic re- 
marks could be made even in polite compa- 
ny and to the faces of Jews. Fourteen years 
later, however, when the dangerous ends of 
anti-Semitism were becoming apparent, El- 
iot described in "After Strange Gods" his 
notion of an ideal state. In such a state, he 
wrote, "reasons of race and religion com- 
bine to make any large number of free- 
thinking Jews undesirable." This idea seems 
to have come from Charles Maurras, the 
eo: of Action Francaise, whose goal was 

restoration of the monarchy in France. 
Eliot, a devout monarchist, accepted his 
view of the Jews as météques, heterogeneous 
foreign influences whose intellectualism and 
liberalism were a danger to any nation. Iron- 
ically, by Maurras's definition, Eliot him- 
self—an American with a thoroughly mixed 
cultural background, living in England— 
was a météque par excellence. 

After the war and the evidence of the 
Holocaust, Eliot did not repeat these views. 
Neither did he repudiate them. The most he 

lid, in later editions of his earlier poetry, 
was to capitalise the word "Jew". He praised 
simone Weil and Martin Buber, both Jews, 
alchough as Levy recalled "we then agreed, 
umorously, that this short, heavy-set, bald, 
»earded genius resembled the Nome King in 
ene of the Oz books." He corresponded 
vith Groucho Marx, whose films he adored, 
nd complained when Marx sent him a fan- 
shotograph without the famous cigar. None 

f this dispensed completely with the charge 
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against him. 
Eliot clearly had two sorts of anti-Semi- 
tism in mind, one of which was appalling 
and unforgivable—‘‘a sin"—and one of 
which was mild, natural and tolerable. He 
did not seem to know when one became the 
other in his work, but he was secure, in his 
own mind, that his prejudice was not harm- 
ful. If others found offence in it, that was up 
to them. He had other targets, anyway, be- 
sides the Jews. Levy once asked him whether 
he had ever been attacked bv the Irish, to 
whom he was equally rude in his early 
works. Eliot replied "No, and | have two 
close friends whose names are Sweeney." 
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Stolen art 


Venus observed 


ROME 


NTERPOL is on the trail of Aphrodite. A 

tip-off by Thomas Hoving, once director 
of the Metropolitan Museum in New York 
and now editor-in-chief of Connoisseur 
magazine, has alerted the police to the fact 
that a fifth-century Bc Greek statue of à 
woman, now in the Getty Museum in 
Malibu, California, was probably illegally 
excavated and exported from ltaly. The 


A poor match for the Identikit 


statue is no beauty: seven feet tall, armless 
and with the build of a hockey player. The 
head, which has some merit, is of marble. 
The body is of cheaper limestone, and has 
been neatly cut into four parts with a Black 
& Decker saw to facilitate transport to the 
free market. 

The lady may be either Nike, goddess of 
victory, Hera, wife of Zeus and queen of 
heaven, or Aphrodite, goddess of love. The 
Getty favours Aphrodite, although the 


BOOKS AND ARTS 


statue has no allusions either to sex or to the 
sea. Until it was put on display at the end of 
July, and until Mr Hoving leaked his story, 
nobody in Italy officially knew of the statue's 
existence. Now the Ministry of Culture, the 
Foreign Ministry and the carabiniere 5 art- 
theft squad are in high dudgeon. Last year 
9.417 art works were stolen in Italy, around 
80% of the total reported to Interpol. If 
Aphrodite was not technically stolen, her 
papers were most certainly not in order. 

The papers of statues seldom are. Few 
countries of the Mediterranean and Middle 
East allow commercial digging in the first 
place; antiquities, once unearthed, cross 
borders without credentials. The world's 
auction houses demand little more than one 
verifiable address from the vendor. If he 
does not look like a criminal, that helps. Mr 
Hoving himself, when he was director of the 
Metropolitan Museum, bought a Greek 
bowl that was probably stolen from an ex- 
cavation outside Rome. He set the rules 
then by saying that if the Italians insisted on 
ownership, the burden of proof was on 
them. 

Less aggressive noises are coming now 
from the Getty Museum. Its staff are pre- 
pared, they say, to give the statue back if it is 
causing so much fuss. Ar the same time, 
other pieces—two Hellenistic marble heads, 
and two pairs of marble hands and feet— 





have been quietly removed from display and 
returned to their "private" owner. These, it 
appears, were probably stolen from Sicilian 
digs. The Sicilian magistrate investigating 
the Aphrodite affair, who says he has 30 sus- 
pects, is sorry the heads, hands and feet 
have gone; now he will have to search for 
them. The Getty Museum is probably wish- 
ing it had never seen either those, or Aphro- 
dite, in the first place. 
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TREASURER’S DEPARTMENT 


Economist 


£11,322-£14,205 
(pay award pending) 


to work in the Financial Planning Section of 
the Borough Treasurer’s Department. The 
job will involve a wide range of financial and 
economic matters including: 

— economic/financial project appraisals 


planning and economic development 
issues 


co-ordination of Council grant appli- 
cations 


monitoring of the Government’s econom- 
ic and financial policy 


assisting in the production and monitoring 
of the Council’s capital spending plans 


using micro-computers (for which training 
will be given). 

The Council’s package includes: 

— aresettlement allowance of up to £5,500 

— possibility of mortgage support or equity 
sharing 


— a subsidised car leasing scheme which will 
be implemented soon 


— a chance to gain broad financial 
experience 


— working in a modern office environment. 


You are likely to be a Graduate in Econom- 
ics or related discipline with at least two 
years' practical experience. 


For further details and an application form, 
please contact the Departmental Personnel 
Officer on Brighton 29801, ext 2574, or 24 
hour answerphone Brighton 206053. 


Closing date: September 5, 1988. 


— Borough of — 


Brighton 





Working towards 
Equal Opportunities 








APPOINTMENTS 


UNIVERSITY OF BRADFORD 


TEMPORARY LECTURER IN ECONOMICS 


Applications are invited for a temporary lectureship in Economics for one 
year commencing 1 October 1988. The person appointed will be mainly 
concerned with undergraduate teaching and preference will be given to 


candidates able to teach international economics and intermediate micro- 
economic theory. Salary on either Lecturer A £9,260-£14,500 per 
annum, or Lecturer B £15,105-£19,310 per annum. Superannuable. 
Further particulars and application forms from the Deputy Secretary 
(Ref TL/E/E), University of Bradford, West Yorkshire BD7 1DP. An 
equal opportunity employer. Closing date 2 September 1988. 


TURKS AND CAICOS ISLANDS 

Statistician/ 
Economist 

The Turks and Caicos Islands are situated south-east of 
the Bahamas. 

As Statistician/Economist you will perform a 
demanding and responsible dual role involving the 
establishment of a Statistical Office and the provision of 
economic advice to the Government. The Statistical Office 
will collect, for the first time, the full range of statistics 
required by the Government. You will assess the current 
availability of statistics in the country, recommend 
frequency and method of collection of data together with 
proposals for institutional and legal requirement for 
establishing a statistics office, set up a national census 
office and act as national census officer for the 1990 
Caribbean wide census. In your capacity as Economist 
you will give advice to all Government Ministries and 
Departments, including on all applications to donors for 


development assistance together with the annual 
updating of the national Development Programme 


QUALIFICATIONS 

Applicants aged around 30-50 years should be British 
Citizens with a degree level qualification, preferably to 
Masters level, with major elements of economics and 
Statistics, ideally related to developing countries. The 
ability to deploy microcomputers in statistical work is 
required, as is at least 5 years' experience of developing 
countries in the collection, Storage, retrieval and 
interpretation of economic statistics 


TERMS OF APPOINTMENT 

On contract to the British Government for a period of 
2 years and on loan to the Government of Turks and 
Caicos Islands. Salary in the range of £20,325 pa to 
£26,750 pa (UK taxable). In addition a tax free cost of 
living allowance in the range of £3,159 pa to £3,263 pa 
[single] and up to £4,655 pa to £5,325 pa (married) with 
a tax free Difficult Post supplement of £622 pa (single) to 
£1,324 pa [married] are payable. Benefits include 
children's education allowances, free accommodation 
and passages 

For details and an application form, please write, quoting 
the job title and ref. 369/SL/TE, to: Appointments Officer, 
Overseas Development Administration, AH 351, 
Abercrombie House, Eaglesham Road, EAST KILBRIDE, 
Glasgow G75 8EA. Or tel: 03552 41199 ext. 3375. 
Closing date 10th September 1988 


22:4 OVERSEAS 
[97-3 DEVELOPMENT 


BRITAIN HELPING NATIONS TO HELP THEMSELVES 
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uH. o 00b reduction in lead times 

"0 e Improved due-date performance 

-e Elimination of ‘work-in-progress’ 
a lripling of profits | 






The originators of this innovative approach - David | 
Galloway and David Waldron — run a two day introductory | 
course for senior decision makers. For further details call di 
Stuart. Pritchard, Hoskyns Man ring 
Hoskyns Group plc, Hoskyns House 130 Shaftes 

|| London WIV 7DN. Tel: 01-434 271. 
























STARTS OCTOBER 1988 


is programme enables investment professi onals to acquire | 
a fuller understanding of modern portfolio techniques. The — 
 threeterms cover (1) equity portfolio management (2) fixed 
.. interest and international investment, and (3) new financial 
instruments. — 
_.  Juition onthe Investment M f agement Programme i iS 
. given by Dr. Elroy Dimson and experienced members of the 
<- School's internationally renowne: nstitute of Finance 

. and Accounting. | 
2n Dates Tuesday evenings, 25 odiše 1988- 6 June 1989. 
Fee: £2,800 (dinner and all tuition materials included). 
gom and applications should be made to: Candida Niman 


London Business School, Sussex Place, Regent's Park, London NW] 45A 
Telephone 01-262 5050 text. 400) Fax O1- 724 7875 | -— 
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The Sloan Fellowshig i is xondudedi 
centres in the world; at Stanford, M.L T. andi in 
Europe, only. at London Business School. 
Whilst the Programme covers the © 
disciplines of a traditional one year MBA, there 
is considerable practical field workin Britain, 
Europe and the USA; together with the 
opportunity for participants to examine the | 
w ideri issues affecting business decisions. - 
The ideal candidates are ambitious, already 
Succ essful men and womenin the 30-40 age 
range who are destined to be leaders within 
their chosen organisations. This isa truly | 
international management programmeand itis’ 
likely that the majority of applicants will be 
ponere iby the organisation for which they 
T he next Podani runs from 26th .. 
September 1988 to 30th June 1989, and we are 
now taking applications for next year’s 
Programme beginning 25th September 1989. 
For further details of the. Sloan Programme .. 
and of our autumn information evenings, E 
please telephone Hazel Cooper, Registrar, on 
01-262 5050 (ext. 306). 














| Address 





T vlephone 


Sloan Ecllowship Programme, London Busitiess Se bool NEC 
Sussex Place, Regent's Park, London iN WI 4SA, UKO 
| Ln «262 SSD Fax 01-724 7875 Telex 37461 
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Taking the GMAT or GRE 


your foreign ' We CAN help - 
| Write t 
: U skilts f l | Graduate Tütorials, GTAC Associates, 
We offer audio cassette courses." orn  FREEPOST, London W5 4BR. . 


tor beginners, intermediate and 


- iecore so i's easyto // X = 
mir orimprove 

toreign Veiis ws. y, m HN 
Qurrangeoflover 130 — Sy 4. 
| courses (many developed for the USA State 
Dept.) in more than 40 languages mclude- 

| Arabic — Bulgarian Chinese Dutch 
French Hungarian italian © Hausa l 
German, Portuguese Spanish Thai f 
Korean Vietnamese Turkish Urdu. — 
and many, many, more. 


Tei: 01-993 3983 


| nnm Chinese 
or Arabic? 


| Our new textbooks will be indis- 
We also offer many other helptu materials so | pensable for beginners or adv ance d 


| Whynol write or telephone for your FREE. . students. | 
| ONTALOGUE toget full details? ^ - $ Ta: For free pamphlets write 


| TOBUN, Felsberg CH6146,- 
pessum tzerland. 





London WS ALE 
d Aude Perum 96 (end Wr Oder | 
“ST BAAS? USA) (203-452-9704; un 1847) 


* The most renowned school for F. s F 
INSTITUT DE FRANÇAIS 


ee the Riviera's most beautiful bay 
MAKES LEARNING FRSNCN | 















For adults, 8 — 8 leve is ftom inner | to PENE i 
LODGING IN PRIVATE APTS. AND 2 MEALS INCLUDED 


Next 4-week immersion course starts 26 September, 24 Uctober. 
Years of research & experienc in the effective teaching of French to adults. 

INSTITUT DE FRANCAIS — EH 20 | 

23 Av. Gen. -Lederc, 06 VILLEFRANCHE/ MER. T. 9301 88 44. Tx. 970.9895. a 


Ra UNIVERSITY DEGREE 





For Life, Academic & Work | 
Degrees for people who want to be more effective and 
-secure in their Jobs or Professions. 


fam a BACHELOR'S MASTER'S ox poeto qan v 





indusiy. we wi s assist you in Cann ce aon requirements 
without formal classes or Seminars at your own pace and time. 


l Send detailed résumé on work lite and academic experience for a no 
cost evaluation, 


PACIFIC WESTERN UNIVERSITY 


600 N Sepulveda Blvd, Los Angeles, California 90049— Dept 137—USA 





poe aa AME tannin, 


IN G STO N 

QN YIECHNIC 
Part-time courses in 
BUSINESS & ECONOMIC 
FORECASTING 
This innovative programme of study brings together the 
practical and theoretical aspects of modelling and 
forecasting. It is designed for those with work 
experience as well as recent graduates. An MSc award, or 
a Diploma, or a Certificate is available, depending on the 
duration of study. Attendance is two evenings peraveek 

' during term time. 


Further details and application forms are available from the 

4 Forecasting. Course Secretary, School of Economics, 

a " pocas Polytechnic, Penrhyn Road, Kingston upon 
7 s. Surg KTI 2EE. Tek 01-549. 1366 ext 2324... 





Colgate University, an rdernradudie liberal arts institution, an. 
nounces creation of the W. Bradford Wiley Distinguished Chair in. 
Economics. Seek international economics and/or economic devel- 
opment specialist. Rank, salary and tenure negotiable. 


a aap to, in the United Kingdom: Robert Freedman, 


gate University (retired), 208. Cami 2, Kensington, 












London W8 WIG. Telephone: 01-937 5 he US: Don E. 
Waldman, Chair, Wiley Search Committee, Department of Eco- 
nomics, Colgate University, Hamilton, NY 13346 USA, | 





Equal oppe ortunit affirmative action nplover. 





Are you able to asícnlate, TN. distil and communicate information. 
effectively, both verbally and on paper? Then join a lively team help 
one of Britain's biggest industries : 


The NFU, which represents: farmer: f rowers i in or and Wales 
seeks to make the following appointm nts; 


Economics Department — Assistant Economist. ‘to. anal ialysé farm, 
surveys and census data and to contribute to the. FU's views and 
policies. : 


Livestock. Dessin: — Assistant Adviser for the Milk & Dairy: 
Sector, dealing with policy matters affecting that sector. 


Candidates should have a good degree in agriculture, economics or 
agriculture economics or a related subject. A knowledge of the 
agriculture industry and/or EC ee ones would be an 
advantage. | 


For further information dada inp catio: dmi apply to: Director of 
Personnel (BRK), NFU, Agriculture House, Knightsbridge, London 
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With a ee reputation for 
quality products, ‘market for the retail 
mar. e | 






- THE MANCHESTER ARE 
- THE GLASGOW AREA 


Applicants should be well qualified 
with at least five. years experience 
dealing with retailers in the territory 


Detailed personal history and terms 
of business to: 


INOVA FRANCE SA 
.LA VERRIE 

85130 LA GA! JBRETIERE 

RANK 































OVERSEAS Post | ONS 


international Business 
Services 

| (Swiss “Bank controlled) 

| @ Asset Management 

1e scho ld vit bar Pesca 


Management 
Switzerland or third country 


‘Consulting Services for 
— on and financial 


je Accounting A uditing/Tax- 
: e. Back to back operations 

| .| IBS, Bahnhofstrasse 100 

^^ $1 CH-8023 Zurich’ 


|. | Phone 41-1-211 04 83 
| Fax 211 75 31/Tx 813 884 


in 



























2 CHESHAM STREET Feasts 
BELGRAVIA OF STRATHCLYDE 
LONDON SW1X 8DT . FRASER OF ALLANDER 
“Tel: 01-235 1544 AE 
Telex: 926679 DIPLM TG 
Fax: 01-235 1544 


 . Single: £49.95 + VAT | 
Double/Twin: £64.95 + VAT a 
Extra single: £19.95 + VAT | 

| All rooms with private facilities. 
Substantial buffet English | 
| breakfast included. 


.. SENIOR 
RESEARCH FELLOW 
ARCH FELLOW 


: Applications are invited for | 
| the followin 

on an ESRC Macroeconomic | 
| Modelling Consortium fund- - 
| ed project: 




















ve a postgraduate qualifi- 
cation in economics and | 
should possess leadership | 


ing any money, incurring any ex- 
pense or entering into a binding 
ommitment in relation to an adver- 
"Mlement. The Economist Newspaper 

| Limited shall not be liable to any. 
person for loss or damage incurred 
or suffered as a result of his/her — 
accepting. or ‘offering to accept an 
| invitation contained in any advertise- — 
: ment pobi ished in The Economist 


ECONOMIST 


| For information about 





condment from other aca- | 
demic posts will be 
considered. 

| bee on scale £14, 500- | 
| £19,310 per annum. 


Research Fellow. (R43/88) 








ars. Candidates. should 





| have a 


| postgraduate qualifi- 
cation in economics and a 
knowledge of pro jramming 


languages would be an 


advantage. | 
Arg on scale £9,865- 
| £15,720 per annum 
| Applications (quote refer- 
ence number) with curricu- 
lum vitae and the names and 
addresses of three referees 
should be sent to Professor I. 
MacNicoll, Fraser of aano: | 
institute, ^ University 
Strathclyde, Curran Building, 
131 St James Road, Glasgow 
> j | G4 ONS. Closing date for ap- 
^ Telephone: 212 541 5130 plications: 12 September 
EE Telex: 148393 1988. | 


to work | 


Readers are Senior Research Fellow 
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| skills. Candidates seeking se- | 
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LONDON PROPERTY 
TFOR SALE] catio i 


"Dec by owner 


— EE 


E * 350 ) SOM. t terrace) 


Fully equiped 
Exceptional bargain 
 Justified high price 


Ecrire : Patrick VERIN - SOCOGEX 
90 Champs Elysées - 75008 Paris 














London 
South Kensington — 


Luxury fully furnished 2 bed 

quiet Cul sac off Queens Gate. Newly a 

converted and modernised bl n des | 

telephones, elactric lift, video sen i E o 
colour TV. — 


Full details: Pauline — 
Tel: 01-902 8151. Telex 89309 
Sunsac Fax 01-900 1353 | 
Short or long lets — " 












| Tet: Ai bags 1640 — Fac 1220 — ele b 2 080 





Waterfront property inthe romanticold vi age of Morcote—five ruleatrore 
Lugano. Nine luxury flats and three townhouses with panoramic vieworlake 
and mountains. 2-5 rooms, fully fitted kitchens, modern bathrooms, vd E 
sunny terraces. indoor parking, heated swimming pool amid subtre 3 

vegetation. Private moorings. Price range from SFr480, a 
SFr940,000. Attractive Swiss martgages” Approved for sale to foreigners sid 
Emerald Home Ltd. Du 
Via Pocobelli 25, CH-68 
lasci 091-68 : 































ir d, i9 4th & 5 t 


This conference brings gether in one of the 
world’s most congenial and exciting environ- 
ments, producers, traders, buyers, public officials - 
and countertrade experts. Speakers are all lead- 
ing figures in their fields. — . ; X 


For details please contact Human Resources, co . 
Mrs Mary Economou, Business Aides Assoc, Le : 
Victoria, Bloc B, 1st Floor, 13, bd. Princesse 
Charlotte MC98000 Monaco. Telephone: 93 50 82 
28. Telefax 93 50 72 84. Telex 479631 MC. 












Major —— Fund requires Agents 


An international fund, managed by an established investment house, requires 
. agents. It offers outstanding Puen records, and benefits from offshore 


- status. 


"ST. JAMES SNUMISMATI CS. 


=U. S. RAR = COINS 


.PCGS Graded Coins ont 
Call or write for information on Individual Coins, Jortfolios, and Sets. 


629 Camino Los Mares. ‘Tel: 714/665-5424 
T Suite 208 Fax: 714/661-4732 
San Clemente, CA 92672 a f 
























“rade mark 





We offer above average commissions and provide fuli support from our er 
office in London. If you would like more information write to: Box No 3606, 
_ The Economist Newspaper, 25 St James s Street, London SW1A 1HG. 









FOR THE BEST DEAL IN THE AIR For 
First Class, Club Class/Concorde 
fares. Worldwide destinations. Contact 
Scenic Travel Ltd. Tet 01-801 7471. 
01-808 2943. IATA/ABTA members. 








NORMANDY AND SW FRANCE. Old 
barns to imposing chateau available. 
Contact Simon Hosken, 010 33 33 514 
522. 86 Avenue de la Liberation 50400, 
Granville, Normandy, inis ' 
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. YORK STAMP & COIN. FAIR Friday 
(noon-7pm) and Saturday (10 
6pm), 26th-27th August (50p. admis- 

<- Sion). York Racecourse Grandst 
{AA signed). 110 dealers. Buyisel 
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SHIRTS FOR THE CONNOISSEUR 


Made to measure and hand cut fror 


fine fabrics. Details and free sample 
materials from Seymours Shirts, Free 
post, Dept 29, ‘Bradiord B Bot. 1BR. 





PRESTIGIOUS LONDON ADDRESS 
Personal/company . use. Special ser 
vices. American Business Services 
Tel: +44-1-706 0342. Fax: oe 
Q349 





BUSINESSMEN 25-55 needed to hei 
with research for major magazine arti 
cle: concerning changes in business 
men’ s fives during the year follo 
divorce. If you are prepared to dis 
your experiences write tó Box 3604 
The Economist Newspaper, 25. S 
James's Street, London SWIA 1HG 
Confidentiality guaranteed. 























CUT THE COST OF 
YOUR STAY IN LONDON 


Take à “furnished 'self- contained "service 
apartment in Knight ead Frid 


Fully equipped kitchen 
P bur TV, ceniral pé elevator. 
utt Meat aes by airmail 


Ly Telex Pire Ret RSF) 


| GENEVA CORPORATION 
| . OFFERS COMPLETE SERVICE 
TO ALL ORIGIN EXPORTERS 
@ Gf-shore companies formation 
©- Handling shipping docs/invoices 
@ Telex and telephone facilities 
4 Professional management ' 
PETER MARCY S.A, 
12 Rue Michet-Servet 
mnc 1206 Geneva 
ibs vali 862828 Telex: 423935 MACY CH 








“OFFSHORE NEWSLETTER —- 


Is your company registered ‘offshore? Do you ve offshore bank 
deposits or investments? Are you concerned about political stability or 
local laws and regulations which could have an adverse effect on them? 
The OFFSHORE NEWSLETTER will keep you fu Hy informed month by - 
month of developments in all the major offshore areas, including the 
British Virgin Islands, Cayman Islands, Bahamas, Netherlands Antilles, 
Isle of Man, Channel islands, Turks and Caicos Islands, etc. All the major 


tax havens are monitored for 
@ Political stability 





@ Changes in local legislation which could affect foreign c company 
registration, investments or bank deposits . 


In addition, the OFFSHORE NEWSLETTER will analyse. the comparative 


risks and benefits of each area. 


The OFFSHORE NEWSLETTER is published monthly. Be aware of 
developments. that could affect you before wad tappen.. A one year 


subscription is $765 or £450. 
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OUTPUT, DEMAND AND J "OBS Aeriea! S industrial production grew 5.4% in ihe year to July; in 
the same period Japan's climbed 8.796. In the 12 months to June British industry expanded its 
output by 4.796. Britons are still on a spending spree—in the year to July retail sales grew by 6.596. 
But in both France and Holland retail sales fell 1.896 in the year to May. In July Australia's 
unemployment rate fell to 6.9%, from 7.4% in June; in the same month Sweden's jobless rate rose 
to 1.7%, but this was still slightly below its rate in July 1987. 







industrial production. GNP/GDP retail sales [volume] unemployment % rate 
1 year 3 mthst 1 year 3 mthst 1 year latest year ago 
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Value index deflated by r7 
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PRICES AND WAGES America’s 12-month rate of wholesale-price inflation quickened slightly in 
July, to 2.496, In the same 12 months Japan's wholesale prices fell 0.9%, while West Germany's 
increased by 1.496. Australia's 12-month rate of consumer-price inflation stood at 7.196 in the 
second quarter—fractionally down from 7.2% in the previous quarter. West Germany's wages 
climbed 3.4% in the 12 months to June—a real pay rise of 2.3%. 


% change at annual rate 
consumer prices" wholesale prices* wages/earningsi 

m 3 mthst 1 year ..Smihst — yea _  Smthst — tyear — 
Australa —  —  — 70 — 71 wy o  * 94 — 7B — TIA OIB 
Belgium — — *25 .— * 10 «^ 1-04 404 — 4154 i F 28 oto 
Canada E 52 + 39 - ^. 128  *38.& ^. X45  VCTq44 ww — 
France — 1 «€ 40 + 26 Z o t 43 3 a.) ARN, +33 +33 ae” — 
W. W. Germany +15 + 10 w OMNES Tel. Ll *102 X34 0. 
Holland — . | 18 . * 10s .«X43Á^I t 24 AX ,*O05w ^ X4 105 ;* 09 o 
Haly — — 1.39. $498 « 0 $509 + 4S5 May ooa LE RS: S9 awt o 
Japan — ....::.28.. + 0.2 ^w oo +95 99 » ^? t 325 o EZO ow oa 
Spain E L AS ee ST 2 ay £57 + 80 way (& 
Sweden (/— — i72 .- 68 OO + 64 mo +126 + 8S May" &— 
Switzerland T Wb $173 tA 234 05148 $27 q^ 
UK 410.0 + AB dm + 48 + 45 w 440.3 + 6.5 tay 
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T x uriy wr- rates in manufacturing except Australia, weekly earnings; Japan, and Switzerland, monthly earnings; Belgium, Canada, Sweden and USA, hourly 
earnings; UK, monthly eamings for al employees. 
SE LIVING COSTS New Yorkers moving to 
Tokyo should brace themselves. When Busi- 
ness International surveyed the cost of city 
living in April this year it found that the 
Japanese capital was more than twice as 
: expensive to live in as the Big Apple. Life in 
- Tehran, where a tube of toothpaste can cost 
= $50, is 92% costlier than New York. Two 
< other third-world cities make the top five: 
- Libreville, capital of Gabon, is 82% more 
. costly than New York; Abidjan, capital of the 
 lvory Coast, is 51% dearer. Cheapskates 
"Should choose Washington, oc, and Los 
- Angeles, which are hardly more costly than 
New York. Port Moresby, capital of Papua 
‘New Guinea, offers cheap living too. These 
- days even London (23% dearer than New 
- York) and Paris (25% dearer) look good 
value iioii with Tokyo. 













ur pricas 
sharply this week. On Au- 
gust 12th America's Department of Agricul- 
ture surprised traders by revising its forecast: 
for the soyabean crop from 1.65 billion. to 
1.47 billion bushels—well below the ma 
ket’s guess of 1.52 billion. The. dry, hot 
weather continued in America's farmbelt 
over the weekend, and little rain is p 

before the end of the month. 
rose on eda 15th jd the Med j 


Dollar index E 
Alf items — 1494 — 1496 ~ 08 +289 
Food — — 118... — 1166  — 72 4332 
industrials 

Al o 1805 — 1824 +36 +284 
Nfe — 1463 ^— 1474 v 05  * 041 
, Metals — 2048 . 2072 4 59 +457 
Sterling index i a 
Ali tems — — 1135 — 1116  — 22 213 
Food — — 897 ^ 870  — 85 +23 
industriais 

AN 571. 1360. + 21 +189 
_Natt ——1111 — 1089  — 20 -— 58 . 
Metis — 1556 1545  - 44 +370 
SDR index -— 
All items — — 1174 — 1173  — 07 4265. 
Food — 8928 . 914 = 71 4307 
industrials 
Po ee 1418 1430 + 37 +240 
Mate — 1149 O15 O57 
i Metals — 1609 — 1624 + 60 +429 
Gold 
$peroz — 42575 43200 -— 12 ~ 48 
Crude oil North Sea Brent 

$ per barel — — 1528 — 1493 ni  —208 
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-M EUROPEAN TRADE in 1987 the ttC's 
trade was roughly in balance with the rest of 
the world, chiefly because the West Ger- 


à surplus of $35.6 billion with non-EEC 
countries; France, Denmark and ireland had 
small surpluses, but ail the other countries 
were in deficit. Holland had the biggest non- 
tec deficit of $13.0 billion, but this was more 
than offset by a surplus of $14.3 billion with 
. the rest of the tec. Britain had a deficit of 
$15.0 billion with the EEC and a deficit of $9.1 
billion with the rest of the world, giving it a 
total deficit of $24.1 billion—the largest of 
all EEC countries. The only country apart from 
West Germany which had a surplus on both 
its intra- and extra-EEC trade was Ireland. 
France had the biggest deficit on intra-EEC 
.irade—about three-quarters of this was 
accounted for by its trade with West 
Germany. 


mans exported so much. West Germany had - 
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TRADE, EXCHANGE RATES AND RESERVES America's visible-trade deficit increased to $12.5 billion in June, from an average of $10.6 billion i in the 
„previous three months; its 12-month deficit narrowed to $155.9 billion. In the same month France's 12-month trade deficit fell to $3.8 billion, and 
. Canada's surplus widened to $8.1 billion. West Germany's foreign reserves fell by $6.5 billion in June, as the Bundesbank tried to prop up the D-mark, 
giving a total drop of $14 billion this year. Over the same six months Japan's reserves rose by a imost $6 billion. 





WORLD BOURSES Only Milan rose this week, by a bun 0.396. Worries about hicberin interest rates 
and disappointing economic statistics left Wall Street 2.8% lower, Tokyo down 1.0% and London 
off 2.0%. Amsterdam (down 5.7%) and singapore (down 4.8%) fared worst of all. 














Stock price indices % Change on 
Aug 16 1988 one One record 31/12/87 
high low week year - high in local in $ 

m currency terms 
Australia 1600.1 16578 —— 11707 ^ — 38 = 241 — —308 ^ +220 ^ 5357 — 
| Belgium 48645 — 50431 36084 —— — 27 = 101 — -—102 ^ 4331 ^  *115f — 
Canada 287 3454 HUS  — à 8 aos raa 8 
France — — 3494 — 3685 2513 Ti 27 — — 152 — —MA1 — *M5 — $49 — 
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Sweden 29677 € 31129 21485 — - 28 =- 06  - 92 4367 4230 
Switzerland 5437 5590 — 4666 — 27  -— 202  -255 +146  -69 
UK — 18253 ^ 18760 ^ 16945 ^ — 20 ^  — 180  —253 ^ * 66 725 — 
ER 1500. E m 
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MONEY AND INTEREST RATES American banks raised their prime lending rates by half à point to 
10.0%. The 12-month rate of increase in both measures of America’ S m supply quickened i in 
July: M1 grew by 5.296; the broader measure, M3, by 6.496. y 


Money supply Interest rates % p.a. (Tuesday, except bonds which are previous Friday) 

% rise on year ago Money market Commercial banks - Bond . Bond yields — Eurocurrency 

Narrow Broadi Overnight 3 months Prime Deposits Gov't Gov't Corporate Deposits Bonds 

[M1] lending 3months — long-term 
Australia +187 +134 x 19.00 1340 1600 1320 1229 1329  — a WHO 
Belgum — + 47 +102 « — 618 — 725 ^ $8900 700 ^ 795 ^ (821 ^ 763 ^ na 
Canada +49 — € 72 » 912 990 ^ 1075 869 ^ 1039 1101 ^ ^ 994 10.43 
Frame ++ 15  - 76 am 750 763 ^ 945 775 ^ ^ 855 ^ 948 ^ 806 924. 
W. Germany 4103 — * 65 wm — 500 535 600 ^ 487 ^ ^ 655 ^ 635 ^ 525 $556. 
Holland +89 +82 my 438 556 700 556 i 656 684 563 658 
Mal a t 72 +72 mo 1050 1150 1263 nm 1073 — 1092  — 1138 na 
Japan + 98 123 m 388 398 ^ 338 ^ 176 ^ 523 ^ 489 ^ 488 5.34 
Spain > +178 +133 a 1045 — 1076 ` 1450 — 750 1250 1366 1013 na 
Sweden na +34 my 1025 1105 1200 1070 1147 1225 10.56 na. 
Switzerland +186 +11.8 way 213 350 525 350 418 446 ( 369 472 
UK — *186 4203 xm 98! 1159 ^ 1200 1131 ^ 961 ^ 1084 1156 1087 - 
usA +52 +644 613 841  - 1000 855 943 990 881 904. 
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Other key rates in London 3-mth Treasury Bills 10.7%, 7-day Interbank 10.3%, clearing banks’ 7-day notice 3. 3*6. Eur dol 
rates (Libor): 3 mths 8.796, 6 mths 9.0%. 
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1M? except Australia, Canada, France, Spain, Switzerland, USA, UK, W. Germany M3, Japan M2 plus CDs. riis ois als ued available on egi 
Sources: Bank of Bilbao, Chase Manhattan, Banque de Commerce (Belgium), Nederlandse Credietbank, Credit Lyonnais, Svenska Handelsbanken: ANZ 
Credit Suisse First Boston, Wharton Econometrics, These rates are indicative only and cannot be construed as offers id these banks. 

















trade balancet current trade-weightedtt currency units per $ currency units foreign reservestt 
| $bn account exchange rate $bn 
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Obtain the Property Report required b 





Land.. - what else can give you so much pleasure now and for years to come? i 


e land we're offering is far 
Ts the crowds and rat race of 
cities, away from noise and 
pollution. It's nature in an un- 
spoiled state. 

Each ranch is 40 acres or more. 
A really big spread. With controlled 
access that assures exclusivity 
and privacy. We're up in the moun- 
tains of Colorado's glorious San- 
gre de Cristo range—the heart of the 
Rockies. Where deer, elk, eagles, 
wild turkey and other birds and ani- 
mals still roam. 

Very few owners will share this 
part of the American Alps, and our 
concept for buyers is simple: A 
large, desirable piece of property, 
offered with financing and full 
buyer protection. You can build 
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y Federal law and read it before signing anything. 
No Federal agency has judged the merits or value. if any, of this property. 
Equal Credit and Housing Opportunity. 


here if and when you want. You 
may use it as a base for vacations, 
for cross-country skiing, hunting, 
fishing, hiking, camping and all 
kinds of outdoor sports and fam- 
ily fun. 

It's the perfect place to acquire 
a substantial part of the American 
dream. Here you will taste life on 
the scale it was meant to be lived. 

Forbes Magazine's division, 
Sangre de Cristo Ranches, put this 
project together based on the 
many requests received over the 
years for a really large tract of 
land. Through Forbes Wagon Creek 
Ranch, we're pleased to be able to 
share a part of it with you and your 
family. We've ranched this area 
for almost two decades and plan to 


be around for generations to 
come, Our neighboring Forbes 
Trinchera Ranch covers over 400 
square miles, which is our firm 
commitment to the future of this 
unspoiled paradise in Colorado. 

Ranches here start at $30,000. 
It's not a small sum. But unlike 
paintings and jewelry or new cars, 
this ownership extends past your 
lifetime and the lives of those you 
love to guarantee your own sub- 
stantial heritage in America the 
beautiful. 

For complete information, 
without obligation, call 01-223- 
9066 or write to: Forbes Europe, 
Old Battersea House, 

30 Vicarage Crescent, K 8 
London SW11, 3LD England. 
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NCR Computers 


They bring more to the table than technology. 


NCR looks at computers 
the same way you do — as 
a means to an end. To 
succeed in business, your 
computer system must 
make a measurable con- 
tribution to your bottom 
line. All technical con- 
siderations aside, this 

is why you buy a 
computer. 


Reliability is foremost 
among the characteristics 
NCR builds in to create 








NCR Distributors: American Samoa, 
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value for our customers. 
Reliability is more than 
trouble-free products — 
it’s living up to the prom- 
Ise to make your business 
a better business. 


Whether it's the innova- 
tive application of the best 
of today's technologies, 
leveraged across our broad 
product lines; the use of 
industry standards in our 
Open Systems architec- 
ture; or improving quality 





standards by giving our 
employees the authority 
to stop production if they 
see a process going wrong 
— the objective has always 
been the same: create 
maximum value for our 
customers. 


We believe a computer 
should do more than 
process data. It should 
deliver returns. And create 
value. Because that's 
performance. 


Wei 


Computer performance 
where and when you need it. 





NCR Offices: Australia, Fiji, Hong Kong, Japan, Macau, Malaysia, New Zealand, Philippines, Singapore, Sri Lanka, Taiwan. 
Bhutan. India. Indonesia. Korea. Nenal New Colademie Soloman lolamde Tb Thoth 1M 


Innovation 


HERCULES TO THE RESCUE 2.0" errs 
picked up. 


Eighteen hours can be a long workday. There 
are not many aircraft with that kind of endurance 
But eighteen hours is even longer to those who 
are lost, hurt, and trying to stay alive; or for those 
at home, waiting for word 

That's why it's vital to have the C-130 Hercules 


airlifter on the job. When the lives of husbands, 


sons and daughters are at stake, what is needed 
is a search airplane that can stay out there...for 
however long it takes. And once it finds the sur 
vivors it can drop food, medical supplies and 


Being able to stay aloft for eighteen hours 
means the C-130 can cover a lot of territory and 
can fly radius flights of up to 2,100 nautical miles. 
This renders it an ideal choice not only for search- 
and-rescue missions, but for day-to-day maritime 
patrol as well 

Versatile, dependable, affordable, the Hercules 
comes through when it matters most 


= rLockheed 


Aeronautical Systems Company 


Giving shape to imagination 





CHINA SHIES AT CAPITALISM meer 
Ihe AUSTRALIA'S HUDDLED MASSES sz. 
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Even before you ask, they say, 
the Hotel knows what you want. 


The Hotel Lotte is the grandest hotel 
in Korea. And one of the largest in the world. 
Rising 38 stories in the heart of Seoul. it 
has almost 1,500 rooms. More than 2.500 
people serve the people who stay in those 
rooms, with a deftness and dispatch that have 
created a legend: at the Hotel Lotte. or so 
the legend goes, your needs are filled like 
magic — almost before you feel them. And 
more: if you've been there before, the Hotel 
knows what you want. 


Roses, not carnations 


You like roses, not carnations: the Hotel 
Lotte remembers. You like coffee at six, not 
tea at seven; the Hotel knows. You want a 
nightcap at nine; you ve got it without asking. 
Because all the things you want— all your 
stated preferences— have been memorized 
by agiant computer system, the same system 
that streamlines the check-in/check-out 
process, supervises room service. controls 
the restaurants, runs the telephones, and in 
a hundred other ways supports the people 
who serve the guests. 


Made by Fujitsu 


That computer system was made by 
Fujitsu, the number one computer maker 
in Japan and a global force in telecommu- 
nications, with 100,000 employees and 
a legendary reputation for its remarkable 
quality and fierce commitment to customer 
support. As a system it is the most advanced 
of its kind in the world, and it has played 





a Critical role in helping the Lotte maintain 
its lofty standard of service. 


Olympic challenge 


Soon it will play an even more critical 
role, as the Hotel faces this summer's Olympic 
challenge — when the whole world descends 
on Seoul for the Games. The Lotte will be 
deluged, of course, but it will not be over- 
whelmed; its service will remain as subtle, 
as unrushed, as ‘magical’ as ever. There are 
2,500 supremely disciplined people to see 
to that — backed by a computer System that's 
backed by the total commitment of 100.000 
more. When you have a legend to live up to, 
it helps to have a legend behind you. 


The 38-story Hotel Lotte in downtown Seoul, 
Korea, is autornated top to bottom with a sophisticated 
computer system built around two Fujitsu large-scale 
maintrames. Fujitsu has also installed two mainframes 
in the new ‘Hotel Lotte World’ in Chamshil. near the 
Olympic Stadium. 





FUJITSU 





The global computer & communications company. 
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JUST ONE OF 
OUR PRODUCTS... 


Tornado — the world’s most power- 
ful, day or night, all-weather aircraft in 
service today. 

It keeps us in the front line. 

Just like Concorde supersonic 
airliner, Rapier low-level air defence 
system, 146 the world’s quietest jetliner, 
Giotto which intercepted Halley's 
Comet, and many others. 

British Aerospace today designs 
and builds more types of aircraft, 
defence and space systems and has 
more collaborative agreements with 
more countries than any other company 
in the world. 


BRITISH AEROSPACE 


British Aerospace plc, 11 Strand, London. 


A Tornado F3 Air Defence Variant (ADV) equipped with British Aerospace Sky Flash Missiles of No. 5 Squadron RAF. British Aerospace, as a partner in the 9i 
aircraft Panavia Tornado programme, has da eloped ADV together with its missile systems as a long range interceptor. Tornado ADV and its sister Tornado IDS ha 
been chosen or are in service with the RAF. Ger man Airforce, German Navy, Italian Airforce and in Oman. Saudi Arabia and Jordan 
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17 Anxious holiday at Beidaihe for China's leaders 
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9 And the Afghan guerrillas for a lonelier future 
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13 Anti-Semitism among blacks 
24 Questions about Dan Quayle's war service 
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_41 The microstates’ secret of success 
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| able. The rest of us can rejoice, — | 
| page 9. | 


China shies 

Its leaders looked at the choice 
between communism and cap 
italism, and looked away again, . 
page 10. The Beidaihe flinch, 
page 17. Hongkong, China's 
capitalist tutor, pages 61-62. 


Huddled Australia 


Bob Hawke wants to make it 
multi-hued, page 22. 
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The consumer boom is slowing, | 
page 55; but some places already 
have more-than-full employ- 
ment, page 28. Dollar traders 
find it all confusing, page 57. 


Old Master computers 


Use new graphic tricks to paint 


| onscreen, page 75. 


Europe's glum half 
How far can East Europeans leap 
or sidle towards freedom under 
Gorbachev's uncertain eye?, page 
11. Restless Poles, page 43. Ma- | 
cabre West Europeans, page 13. 


Heart of darkness | 
Burundi, epicentre of Africa's 





tribal tribulations, page 33. 






















































Exchange rates 


SiR—Your leader (August 6th) 
‘on the cra franc of the French 
African Community is inconsis- 
tent. While you regard it as a su- 
perior system to the indepen- 
dent currency arrangements 
adopted by most Common- 
'ealth developing countries you 
o on to reveal that exchange- 
ate management in Ghana and 
geria is now in better shape 
in that in the franc zone. 

fou fail to distinguish be- 
ween the quality of the arrange- 
rents and their management. 
The monetary union involved in 





dependent monetary manage- 
ment and therefore offers pro- 
tection against gross monetary 
mismanagement. The mistakes 
made by several Commonwealth 
countries have indeed made for 
„a poorer relative performance of 
many of them compared with 
_the franc zone countries. 


mention facing the cra franc is 


is regarded as premature by 
‘some, how much more so is a 
|^ monetary union among coun- 

“tries with vastly different eco- 
- nomic circumstances and levels 
of  macto-economic manage- 
ment. The fact is that the system 
-is too rigid. Involving as it does 
¿oso many countries in different 
“circumstances, exchange-rate 
_ changes are difficult and no one 
rate can be appropriate. It is in- 
structive to note that the value 
of the cra franc in relation to the 
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sesseneverensareersnasvsrscavavavecsosonsensenenesessessereseress 


the franc zone does not allow in- 


But the serious difficulty you. 


~ not just an aberration. If the Eus 


French franc has remained the 
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same since 1948. 

The answer to monetary sta- 
bility and realistic exchange 
rates in. developing countries 
does not lie in a neocolonial-type 
French arrangement but in one 
that allows learning from experi- 
ence, improving performance 
and growing self-reliance. The 
arrangements in Common- 
wealth developing countries 
now increasingly provide this 
prospect. 





Commonwealth 
London Secretariat 
Hongkong and Shanghai 


SiX— While your proposition. 


that Shanghai could become a ri- 
val to Hongkong (July 23rd) is 
more far-fetched than you ad- 
mit, the underlying principle, in 
Maospeak, of "in commerce 
learn from Hongkong" is not 
simply a gleam in China's eye. 

It was the disinheriting of the 
Shanghai industrialists by the 
Communists that sparked 
Hongkong's industrial revolu- 
tion. But, although the 
Shanghainese industrialists in 


Hongkong are still important, 


Cantonese businessmen have in- 
creasingly turned from property 
to trade and manufacturing. The 
Cantonese businessmen have in- 
vested heavily in manufacturing 
in China, thus initiating the 
transfer of industrial skills back 


to the motherland that China 


sees as such a crucial benefit 
from reclaiming Hongkong. Al- 
though Hongkong has an indus- 


i 
| 
| 
i 
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estimated that Plàngkong ‘bush 
nessmen keep a further 1.6m 
workers employed in China ei- 
ther through direct manufactur- 
ing investment or as sub- 
contractors. 

The Shanghaiing of Hong 
kong should have a logical place 
in the progression of this trans- 
fer of industrial skill to China. 
What will delay this progress is 
the lack of reliable power, poor 
transport and insufficient. port 
facilities that plague not only 
Shanghai but all China. 


Hongkong GEORGE CAUTHERLEY 





Si&— You mention (August 6th) 
the paradox of Mr E Koch's op- 
position to British rule 
despite his support for Israel. A 
more striking analogy could be 
found in the New York mayor's 
own backyard. 

Suppose a few hundred his- 
panics in the south-western 


United States began a terror 





campaign to reunite the area 
with Mexico. Would Mr Koch 
view any American troops sent 
there as an occu pying force? Not 
that the analogy is perfect. Ul- 
ster has been part of the United 
Kingdom for longer; yet the An- 
glo-lrish agreement of 1985 al 
lows for its transfer to the Irish 
republic when a majority of Ul- 
ster citizens want that. Would 
Americans opposed to British 
rule in Ulster advocate a simi- 
larly conciliatory attitude to 
American claims? One wonders. 





York University of York — | purchas 
India and Sri Lanka 


Si&— Your statement (August. 


6th) that Mr Rajiv Gandhi's pol 


icy of helping Sri Lanka defeat |; 
its Tamil guerrillas - "has been - 
is ludicrous. India 


courageous” 
fostered, nurtured and financec 


e in Ulster | 







ecause oí am mos 
sion for the Tamils i in Sri Lank: 
but because of the 50m Tam 
voters which Mr Rajiv Gand 
was eyeing in south India. 
India, having played game 
with Sri Lanka, forced itself int 
the India-Sri Lanka agreemen 
It is now a year since the peac 
accord. Bur India has still faile 
to disarm the Tamil guerrillas. 
Why has the fourth large: 


army in the world, well-traine 


in guerrilla warfare, failed to di 
arm.a band of Tamil guerrilla: 


¿Are elections in south Indi 


more important to Mr Gandh 
than the India-Sri Lanka peac 
accord? Has Sri Lanka becom 
India's 26th state? 





Darwin, 
Australia — P. A. SAMARAWER@ 
Crumbling cookie 


SiR— Your enthusiastic accoun 


of the automated managemen 


system introduced by Mr Rand 
Fields for his wife's cookie busi 
ness (July 23rd) coincided witl 
the publication of that compa 


ny's results. As against a profit o 
$7m in the: first half. of 1987 


mere breakeven is expected thi: 


year. Of 250 stores opened ir 
the United States since the be 
ginning of 1987, 90 or so are op 
erating at a loss. 
Perhaps the computer in 
stalled in each shop has slippec 


-up in some way. Alternatively 


perhaps the minimal 130 staff a: 
headquarters have been unabk 
to deal with the mass of informa 
tion reaching them. | 
Winchester, 


amps H. Cou 
























. Special Report No. 1140 
International 

Business 

Travel 1988 


Business Travel is the most competitiva 
and fastest growing sector of the market. 
This new report estimates that it will be 
worth over $300bn by 1995. 

ale adherens a a 


their polici : and methods of operation. it 
identifies the main factors Ikely to make an 
impact over the next: 


| Price including postage: £175 UK & Europe: 
US$345 North America ; £178 Rest of World. 
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Economic Advisors 
: for Indonesia _ 
"Institute for International Development i ig seek- oe 
mists to fill two resident positions for its Customs 
nomic Management Project in Indonesia. 


ior Advisor will be responsible for coordinating thé c 
5 "s ean ym various Enos sian DURNI: an E 


diee in assisting soe projets l 2 | 
a and recomme ndations ono 












Ministry of Finandti in rete appli : 
analytic techniques to international trade. Cindidass must have 
me Ph.D, in Economics with à back ground i in trade and indus- 
]- try policy and experience workin | 


^ Resumes and letters of interest she f i 
| Seidensticker, Assistant Director f Professional R fiecriits 
ment, Harvard Institute for International Development, 
'. One Eliot Street, Cambridge, MA 02138 USA. 


An equal opportunity/atfirmause acuon employer. 


HARVARD UNIVERSITY 









Wissenschaftszentrum Berlin 
für Sozialforschung 


The Wissenschaftszentrum Berlin für Sozialforschung 
Social Science Research Centre Berlin—WZB) is current- 
ly searching for a new 


. Research Director for the Research Area 
Market Processes and Corporate Development 


A joint appointment at the full professor (C4) level with 
‘one of the Berlin Universities is anticipated. 


EC The focus of the research at the Research Area is. industrial 
economics and public policies, including regulation and 

.. deregulation in industries and corporate organisations. 

- Candidates should have a successful record of internation- 
ally recognised empirical and theoretical research in 
economics or business economics. In addition, the 
candidate will be expected to lead a research group 
comprised of researchers from different countries. Any 
interested candidate is invited to submit his application 
within four weeks to: 


President of the Wissenschaftszentrum Berlin 
| für Sozialforschung gGmbH en 
eichpietschufer 50, D-1 000 Berlin 30. 
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^ programmes, and a goc 
. postgraduate qualific 


in dev 'eioping countries. AMI 


. should be sent by 7 October 1988 to: 












"; agricultural organisations. 





Commonwe: 
(Commonwealth Fun 


paea 


GENERAL TECHNICAL A 
























for about 40% of the Fund's budge 
300-400 projects at any time main 
experts and advisers of which. 
countries and national/regiona 
The Assistant Director will fori 
for individual countries and.régions, 
undertake their appraisal, imp! 
also be r uired inter alia tà | 
undertake duty trayel as requi | 
Applicants, w must be c tizens of Common 3 
experience in all cts of develo admini 



































sis, Knowledge of the pri , proc of other - i 
assistance agencies, and working experience ina developing country Ud X. 
be advantageous. 

ARIA for an initial period of two to three years. Salary range i 316 EO 
to £26,292 (gross) per annum, plus for a British appointee 125% of salary as. Fo 
enhancement and for an overseas appointee, expatriation and other allow. & 
ances. Job description and further details available on request. Detailed. EO 
curriculum vitae together with the names and addresses of wee referees, 













Chief Personnel Officer - 
Commonwealth Secretariat 


Marlborough House 
Pall Mall, London SW1Y 5HX 
Telephone: 01 “839 3411, ext 8134/8152 
AN EQUAL OPPORTUNITY EMPLOYER 

















DANAGRO 
^. ADVISER A/S 
SEEKS 
Experts for Ethiopia 
and for the “Expert Roster" —— 
For our technical assistance to the Dairy: Rehabilitation and Development Project in 


Ethiopia we are urgently seek 
‘Team Leader 


The successful candidate will have a formal qualification to masters level and working {o 
= rience, preferably in Africa. Ability to initiate and collaborate is. essential. iii S 









h fivestoc ert development and extension services is required. 





The candidate will in collaboration with the Ethiopian Project Manager: —— * 
— Co-ordinate and control activities of the T/A staff related to project implementation : 






—— 
t— 


ae training courses in farm management at college and university levels. — ^ 
AE op af financial control and reporting system. initiate and follow-up all procure- 
ment activities. 


— initiate surveys of the present co-operative dairy A and assess impact of project on ; 

the socio-economic development in-the Project Area 25 
Duration of assignment: two years. | 
The post is based in Addis Ababa, and will i involve frequent travel. 


Tropical Pasture and Fodder Production Specialist . 


The successful candidate will have a formal qualification, preferably fo masters level, and at 
least five years of overseas experience, preferably in Africa. Ability to handie farm 
machinery and experience with extension services are required. 

Duration of assignment: one year. — 

The post is based in Addis Ababa, and will involve frequent travel. 


“Expert Roster” 


For our expanding activities, Danagro Adviser also invites professionals with experience in 
agricultural and rural development projects to submit their CVs. 


ASS ADVISER AS, 
ester Farima e . "n 

Fax: 41- P aP6608 MT : 

Danagro Adviser is an agricu itural consu unay compen, own hace the er Danis ; 
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“W ho matters more: 
your customers, 
your 


Or 


(AN 


shareholders?" 


On the day when British Telecom announced a good start to 
the financial year - with earnings per share up by 11% — Cliff 
Michelmore talked to Iain Vallance, British Telecom's Chairman. 

CLIFF MICHELMORE: More profits to please your share- 
holders, Mr Vallance. Do their interests matter more to you 
than your customers’? 

IAIN VALLANCE: Far from it. To please our shareholders we 
must first please our customers. That means giving a good 
service at a fair price; in other words value for money. 

When we do that, customers will use our services more, and 
that gives us the profits we need to develop the business for our 
shareholders. 

Curr MiCHELMORE: I understand the theory. But is it 
happening in practice? 

[AIN VALLANCE: Yes, certainly. Our financial success is making 
it possible for us to undertake the biggest investment programme 
of any company in the country. 

We're investing over £6 million every day, and much of that 
flows through directly into benefits for the customer. 

CLIFF MICHELMORE: Sometimes it doesn't seem that way to 
the public. Can you give me a few examples? 

IAIN VALLANCE: There are many. Take prices: we have frozen 
our UK call and exchange line charges from November 1986 until 
at least August 1989 - that's nearly 3 years. Take phone boxes: 
thanks to an immense effort by our managers and staff and 
despite vandalism, over 90% are now working at any one time. 

These benefits are tangible in the short term. But most of the 
investment is going into the complete regeneration of our 
network. Thats a long term job, but the benefits to our 
customers will be very real. For example, the introduction of 
digital technology; we already have nearly 3 million digital lines 
in operation, offering quicker, clearer, more reliable connections 
and a range of extra services. 

CLIFF MICHELMORE: As a shareholder, I can't help wonder- 
ing if all this expenditure is in my interest. 








Financial Results for the first 
quarter to June 30, 1988 unaudited) 


First quarter 
1987/88 

Sm 

2,381 

640 

568 

361 


5.8p 


First quarter 
1988/89 

am 

2,632 

691 

610 

393 


6.5p 


Turnover 





Operating profit 


Profit before tax 


Profit after tax 





Earnings per share 


B Turnover up 10.5% 








B Profit before tax up 7.4% 


B Earnings per share up 11.095 


[AIN VALLANCE: It certainly is. We are building a modern, 
efficient, international telecommunications company, dedicated 
to providing services which people want to use. 

We need a modern network not only to give good service but 
also to help us keep prices down by improving efficiency. That's 
the route to growth and profitability - and that's what unites the 
interests of customers and shareholders. 


TELECOM 


Its you we answer to 


If you have any queries as an investor, please call us on this number, which enables you to telephone from anywhere in the 
UK for the price of a local call: 0345 010505. For daily information on the British Telecom share price, dial Shareline on: London 01-246 8022 
Birmingham 021-246 8056 Edinburgh 031-447 0333 Glasgow 041-246 8080 Liverpool 051-488 0797 Manchester 061-246 8050 Belfast (0232) 8030 
Bristol (0272) 215444 Cardiff (0222) 8037 Leeds (0532) 8038. British Telecommunications plc, 81 Newgate Street, London ECLA 7AJ. Telephone 01-356 5000. 


The contents of this statement have been approved for the purposes of the Financial Services Act 1986 by Coopers & Lybrand as an authorised person 
British Telecommunications plc is required by the rules of The Securities and Investments Board to state that past performance is not necessarily an indication of future performance. 
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N THE early middle ages, most Europeans 
knew little more about ideas circulating in 
the world outside their village than their 
priests told them. Then Gutenberg invented 
a device that broadened the mind without the 
need for travel. The church’s reaction: certain 
books gave people the wrong ideas, so should 
be banned and then burned. Governments in 
` t twenty-first century will find minds are 
xadened by a new device. As with books, 
the state may try to control it. But it will even- 
tually find that television sans frontiéres will 
be an embarrassment with which it will have to live. 

Politicians fear television more than they do the press. 
They control it more too. Some governments, especially in 
the third world and the communist one, brazenly run their 
domestic television stations, giving no voice to the opposi- 
tion. Other systems, like Britain's, give voice to the orthodox 
opposing as well as governing parties, but less to anti-all-par- 
ties views. Most democracies claim they require broadcasters 
only to observe standards of balance, responsibility and de- 
cency. All have sanctions they can use if they wish. But they 
can regulate only Tv that comes from within their borders. 
Once it is made in another country and bounced off a satel- 
lite, it becomes rather harder to control. 

Satellite television may grow more slowly than its promot- 
ers brag. The technology is still new, the launchers unreliable 
and the market partly untested. But within the next two-three 

9 most of the world will be covered by it, and many 

ers will choose to receive it. Satellite dishes are already 
becoming smaller and cheaper. Governments can impede the 
growth of a cable system under the streets and can flick a 
switch to turn it off. A satellite signal sent direct to millions of 
homes can be jammed only at great cost. 

Will governments really worry? They mind a lot about ra- 
dio already. America's Radio Liberty is routinely jammed in 
Eastern Europe. The Shah of Iran blamed the Bsc Persian 
service for his overthrow. Israel prevents its Arab population 
from listening to some Palestinian radio stations. Radio is the 
main weapon in a host of small border skirmishes around the 
world. Television will be much more powerful. 

Two types of broadcasting satellite will eventually be or- 
biting the earth: those paid for by rich governments—Face of 
America, perhaps, or BBC World Service Television—and 
those owned by rich businessmen, financed through advertis- 
ing and subscription. Both will present threats to repressive 

igovernments and new opportunities for their citizens. 

The first will be unpopular with countries that prefer 
their people not to know the truth. Just as the BBC World 
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All the world's a dish 





































Service has embarrassed many a repressive 
government, so will its TV companion. It may - 
show pictures of South African policemen - 
whipping black protesters to whites living - 
down the road who never knew of such atroc- 
ities. It may interview opposition politicians 
who never have a say on their own countries’ 
TV. If the South African government banned 
"Cry Freedom" in the morning, commercial 
stations would compete to show it in the after- _ 
noon. The privately owned stations will there- — 
fore also sell democracy, though usually by — 
showing rather than telling. Through the medium of western- 
made drama will come the message that democracies tend to 
be nicer countries to live in. Already-rich European viewers. 
may affect to despise “Dallas” or “Dynasty” for their vulgar 
ostentation; to a poor peasant, Texas high-life may appear to - 
be the corollary of free elections. et. 
Doubtless tyrannies will try to stop their people watching 
such subversive programmes. They may ban the sale of satel- - 
lite receivers and destroy the ones they find. Precious few peo- — 
ple in the communist world would now think that even a. 
small satellite receiver could escape the attention of the po- 
lice, the neighbourhood committee, the nosy neighbour. But l 
dishes may eventually become as easy to buy and to hide as 
books. Black markets will flourish. Undemocratic govern- 
ments will find their security apparatus expensively stretched 
to track down those sneaky little receivers. And the people 
who can afford them and who dare to challenge their govern- 
ments will rejoice at their new-found freedom and knowledge. - 


Storm over porn 


Democracies, too, may dislike much of the television beamed — 
to them. Puritanical Britain will cavil at sexually explicit pro- 
grammes which its European neighbours watch unperturbed. — 
Its present government would be livid if an enterprising satel- 
lite operator dramatised “Spycatcher’’. Supranational agree- 
ments will try to go some way towards common regulation. 
Both the Council of Europe and the EEC have drafted ver- - 
sions for Europe. But these rely on countries agreeing to be 
bound by them. Even if states do sign, how do they agree on. 
standards detailed enough to be enforceable? One country’s 
pornography is another's bedtime reading. 2 

Britain plans to penalise companies that advertise in the - 
middle of saucy programmes. Its actions may not go down - 
well with the European Court of Justice if arbitration has al- 
ready deemed the programme uncorrupting. And if the porn 
channel is sold to viewers on a subscription basis, without — 
ads, the police will have a hard time tracking down homes — 
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1 uy p porn, ‘not the a ofi it. It is one thing for govern- 
ents to stop publishers from distributing girlie magazines; 
quite another to stop people watching porn in their homes. 

^ Because Britain has a strong TV production industry of its 
Own, its government may not worry much about cultural pol- 
lution. Other countries, rich and poor, are more perturbed. 
Already both Canada and the West Indies feel their own 


'couped there. Sales of programmes overseas are me 
rzipan. For a satellite operator, buying an Amer im- 
will always be cheaper than making a programme fron 
atch: While this will entrench English as a world language, 
the irritation of the French and the Spaniards, it may also 


lly destructive and is economically unaffordable. 
'. Some governments will find it unacceptably depraving. 


rable of the Chinese 


: ‘It does matter which colour they are, Mr Deng 


HE leaders of China have spent a few weeks pondering 
their nation’s fate at their annual think-in by the sea at 
. Beidaihe, and have ended up looking uncommonly confused 
(see page 17). In the ten years since Mr Deng Xiaoping pro- 
claimed his open-door policy for China, the world’s most 
populous country has galloped astonishingly far down. the 
capitalist road, into some horrid great potholes. 

^-^: Peasants now sell vegetables at moving prices determined 
- bytheir supply and their customers’ demand. Companies are 
—— being told to make profits or go bankrupt; they are allowed to 
sack surplus or inefficient workers, and are beginning to do 
‘so..An aspiring middle class can buy and sell bonds and 
-shares. The public ownership of land—once the basic tenet of 
-communism—is being fast eroded. Chinese and even foreign- 


-enough for most people to forget who owns the freehold. As 

China's door opens wider, more and more emblems of cap- 

italism come crowding in—from self-made millionaires ¢ to 
beauty contests, disco dances and prostitution. 

. A Many of the leaders who talk and swim at Beidaihe do not 
like this a bit. To them the freer-market economic reforms, 

pushed through by Mr Deng and ‘Mr Zhao Ziyang at last 

year's party congress and this year's meeting of parliament, 


doubts, millions of the masses agree with them. 

_ So far, China's steps towards free enterprise have proba- 
-bly upset more people than they have pleased. Officialdom 
admits that inflation is running at an annual rate of 19%; the 
customer at the free-market vegetable stall feels it is consider- 
-ably faster than that. Corruption is rampant. Crime, from 
fraud to mugging, is growing fast. Outsiders will truthfully say 
that Chairman Mao’s old Marxism left China languishing in 


3, they will be punishing those A 


more fragile cultures are eroded by shows beamed at them by 
heir boisterous neighbour. Cocacolanisation will increase. - 
:ause America is such a big market, production costs can 







ead in poor countries a materialism which is called cultur- z 


ers can bid for land leases lasting for up to 90 years, long | 


-have come into bad odour. When conservatives voice their 


d on their 


lahs will not want 
screens, but hey can zap back. Already pla aid for an 
Islamic religious channel in the Middle East, and the Iranians 


could run their own to beam at those far-too-secular Sunni 
Muslims in the Arab world. You think fundamentalist reli-. 
gion would make boring television? Remember the success of 
Mr Jerry Falwell and American evangelists. 
. Television, to the credulous, is a formidably powerful i me-. 
dium. Fearful people will. say: think how Hitler (another: 
"book-burner) would have used it. Actually, Hitler's vibrant 
voice held Germans in thrall by radio; if they had seen him 
constantly twitching on television, more might have noticed 
there was something peculiar about him. International Tv will 
give more choice and power to the people. This will be one of 
the most important changes of the next 30 years. Sometimes, 








| "people may use the new choice badly. But better they should 


have the information to decide what they want—whether of 
their rulers or in their shops—than that frequently misin- 
_ forming governments should make those choices for them. 


cats. 





a poverty surpassed in East eis only by that a T socialis 
countries, such as Burma and Vietnam. Some in China will 
remember that millions suffered starvation in the Great Leap 
Forward and persecution in the Cultural Revolution. But mil- 
lions more did not. Instead, they fed from an iron rice bowl. 
From cradle to grave Mao's state provided work and housing; 
set the prices of everything from cabbages to cooking oil; 
fixed wages to match prices. 


Give us back our chains 

Today, those millions must cope with the concept of “con- 
tract responsibility”, by which their performance. can, 
penalised as well as rewarded. They are now being brut 
told that the jobs of 30m out of 130m urban workers are quite 
uneconomic. They do not regard it as a great reformer's call 
that nearly one out of four of them may need to be sacked. Ir 
consequence, capitalism's stay in communist China looks nei 
ther comfortable nor secure. : e 

Communist party dogmatists dest Mr Deng's betrayal o: 
doctrine, while some even of the new undogmatic leader: 
(who should be his natural allies) are muttering that his re 
forms recall the corruption and. inflation before the 194€ 
revolution. “It does not matter", Mr Deng once said, “if a cat 
is black or white, so long as it catches mice." To anybody no 
trapped in Marxist minutiae, that is pragmatism. But many o 
China's leaders have spent their whole life thus trapped, anc 
to them it is heresy. They want to bell the capitalist cats nov 
taking over China’s economy. 

A policy of quick fix on those cats could take two a 
both disastrous. One temptation is to throw yet more subsi 
dies at people in order to preserve social peace. That wouk 
lead China down the road of other failed reforming commu 
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nists like dr. Poles ud e die road to high 
Aio low growth and rising foreign debt. The other temp- 
tation, dear to any communist party, is to suppose that party 
and government can re-establish control over the economy's 
commanding heights, while allowing free marketeers to flour- 
ish only on the plains and foothills. That would just continue 
the guerrilla warfare between planners and wealth-makers. 
Quite simply, China—even under Dengism—is at 
present trying to reconcile the irreconcilable. It wants the cer- 
tainties of the centrally planned economy and the dynamism 
of free enterprise, but without the rigidities of centralism or 
the uncertainties of freedom. In large part, it is the remnants 
of central planning and allocation that are stopping price le- 
vers from moving smoothly. The only effective lubricant is 
then a burgeoning black market, and all the reforms will seize 
__ up if anti-reformers try to ban that. 





The search to find the limits of Gorbachev-tolerated freedom east of the Elbe 


HE shouts of protest that have been heard in Prague, 

Gdansk and Tallinn this week are a reminder of some- 
thing too many people in comfortable Western Europe forget. 
While the western half of the continent is looking forward to 
a new unity, the eastern half is revealing the gulf between its 
rulers and ruled. The shouts are bound to get louder as more 
East Europeans take heart from Mr Mikhail Gorbachev’s at- 
tempted revolution in Moscow. How much extra freedom can 
these East Europeans win for themselves without destroying 
the perestroika in Russia which makes the freedom-winning 
seem possible? 

Twenty years ago a Soviet-led invasion crushed the Prague 
Spring that had blossomed under Mr Alexander Dubcek. In 
1981 General Jaruzelski imposed martial law on Poland and 

lawed Solidarity, the half-continent’s first free trade 

ion. These old causes have not been forgotten. About 
10,000 Czechoslovaks chanted for Dubcek in Prague on last 
Sunday's anniversary of the Soviet invasion. Strikers in Po- 
land are again demanding the unbanning of Solidarity. And 
new causes are coming to life. In the three Baltic republics of 
the Soviet Union up to 150,000 people turned out on August 
23rd to mark the anniversary of the 1939 Soviet-German pact 
which allowed Russia to annex Latvia, Lithuania and Estonia; 
these officially sanctioned rallies became colourful dem- 
onstrations for Baltic independence. 

[n part, the roots of protest in Eastern Europe are wearily 
familiar. One is the increasingly obvious inadequacies of eco- 
nomic Stalinism and one-party Leninism. Another is the frus- 
tration of having to be subservient to Moscow. What is new is 
the sense that, under Mr Gorbachev, Russia’s rules for East- 
ern Europe have become looser. 

How much looser? Back in 1968, the “Brezhnev doctrine" 
said, in effect, that the Soviet army could march into a com- 
munist country if it seemed about to become non-communist. 
Mr Gorbachev has not yet condemned the 1968 invasion of 
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A better though imperfect solution has already been — 
dimly perceived by the party: the role of government is to 
“regulate the market, and let the market guide enterprises”. 
Fine, if the “regulation” is feeble, the market guidance doni ; 
nant. There can still be state-owned enterprises, but let it be - 


in unsubsidised competition with other forms of 
ownership—including companies run by private entrepre- 
neurs. This is a brand of “socialism with Chinese characteris- - 
tics” that could further unshackle China from impoverishing 
Marxism, but only by letting more and more capitalist cats - 
run through the economy. In the long run that implies a pros- 
perous, open-market China. In the short run, as Mr Deng's. 
critics complain, it means more inflation and social unrest 
until communist workers learn to work as hard as capitalist t 
ones. Mr Deng also said: "Short pain is better than long " 
pain." The worst of all is both. 


Czechoslovakia (indeed, his security services broke up a dem- — 
onstration against it in Moscow last Sunday). But since his 
own policies—glasnost, “democratisation”, freer markets— 
are remarkably similar to Mr Dubcek's, his tolerance limits — 
are presumably greater than Brezhnev's were. And since an- 
other Soviet invasion in Eastern Europe would at a stroke’ 
undo all Mr Gorbachev's efforts to convince the world that 
Russia is now a cuddly country, reforms in Eastern Europe 
can go quite a way before smacking into the new limits. A — 
barrier there still is, however. The as yet unstated — 
“Gorbachev doctrine” probably runs roughly like this: i 


We recognise that there are different paths to communism. We 
accept that these may lead to freer markets and a much bigger- 
private sector in the economy, and to a much freer debate in poli- — 
tics. But we insist that the communist party must keep its e 
role. If that leading role is in danger, or if your country just 

like falling to bits (which means the leading role has failed), we 
reserve the right to intervene— preferably using your own coun- 
try's army, but with our own and our allies' if necessary. r 


Only dreamers will believe that it is yet possible for an East — 
European country to leave the Warsaw pact (as Hungary tried 
to do in 1956), or to vote its communist party formally out of - 
office. But realists will spot a chance to conduct a quiet half- _ 
revolution in the coming few years. It may already be happen- — 
ing in Hungary. There, restrictions on foreign travel and on - 
what can be written about in the official press are grad E 
vanishing. The government of Mr Karoly Grosz says it is pre- 
pared to see up to a quarter of the economy in private hands, 
and to legalise “associations” which could come pretty close _ 
to being opposition parties. E 
This liberalisation will go furthest where it is carried out 
by the ruling party because that party sees the need to meet - 
the pressure for change coming from below. An open clash 
between party and people could bring the process to an — 
abrupt halt—either by hauling in Russia's army, or by so - 
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strengthening the anti-Gorbachev conservatives in Moscow 
that they would be able to put a stop to perestroika in the 
Soviet Union, and tell Eastern Europe to conform, or else. 


Bi ez ney had his point 

-. But this Hungarian sidle towards freedom is only a half-revo- 
lution. Even in clever Hungary, people's patience can snap. In 
- Czechoslovakia, still led by men who presided over the post- 
1968 “normalisation”, it can be argued that only a powerful 
push from below will bring in a genuinely reform-minded gov- 
“ernment; such a push carries the risk of a counter-push from 
- above, or from outside. Few Poles will be persuaded by those 
who say that everybody should please be patient and do noth- 
ing to upset that nice Mr Gorbachev who offers them their 
best hope. The word “appeasement” does not translate well 


Mrs Thatcher's go slow 
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Britain's ministers face some awkward economic months 
ME THATCHER’S government is having to arrange an 
—. AVĀ unseemly economic slowdown. The trade figures re- 

leased on August 25th made this suddenly much more urgent. 
They were truly horrible. The current-account deficit in July 
. was more than £2.1 billion, bringing the deficit for the year so 
far to £8 billion. Just five months ago the Treasury predicted a 
— deficit of £4 billion for the whole of 1988. 

Mr Nigel Lawson, the chancellor of the exchequer, has 
some thinking to do. His line on the deteriorating deficit has 
so far been that it is no longer driven by public borrowing 
because the government's budget is in surplus; therefore the 

balance of payments is the private sector's concern, not his. 
_ That was wrong all along. The difference now is that until the 
“next good set of trade figures this line no longer commands a 
— shred of credibility. Financial markets greeted the trade news 
with sharp falls in the pound and in share prices, and with a 
rise of a full percentage point in interest rates. 
Calls for a tighter fiscal policy (which will probably have 

to mean higher taxes) are going to be hard to resist. Pending 
that, interest rates will have to take the strain. Over the past 
ten weeks the Treasury has pushed them up in eight steps 

from 712% to 12%. This is a vicious monetary squeeze—for 
- all Mr Lawson’s disavowals of concern about the deficit. Reel- 
- ing after their shock this week, the markets expected that the 
“squeeze would need to tighten again. 

This is going to hurt. Lending by banks and building soci- 
-eties to consumers—especially the newly competitive busi- 
. ness of lending for house purchase—has driven the current 
expansion. Many people have borrowed up to their scalps, 
gambling that incomes and house prices will carry on soaring 
and that money will stay cheap. Interest rates are not low any 
more, and there is a good chance they might go higher still. If 
. tight money does its job the house-price spiral may come to an 
abrupt halt. Prices in London could fall. High interest rates 
are already cutting deeply into disposable incomes. The next 
few months will bring forced sales, delinquencies and foreclo- 
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into Czech or Polish. — b 

Assume that parts of Eastern Europe do nonetheless man- 
age to creep or leap further down their "own pat ", Such 
paths will have their bumps. Western liberals assume that, 
given the chance, Eastern Europe will turn into so many new 
Hollands. In fact, as long-suppressed feelings at last emerge, it 
is just as likely that nascent democracy will bring with it a 
strong tang of nationalism. But the people in the Kremlin will 
have bigger worries. In the naive Dubcek tradition, many lib- 
erals in the Soviet world assume that the reformist path will 
magically stop short of the point at which communist author- 
ity is rejected outright. It will not. That is why Brezhnev's 
decision in 1968, from the point of view of Russia's power 
politics, was thoroughly logical. Sidle or jump, Eastern Eu- 
rope is heading towards a great decision. 
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sures to Britain's housing market, more of them perhaps than 
in any previous slowdown. 

Businesses will feel the pinch too. They have financed 
their growth partly through debt. Many of the start-ups, 
mergers and takeovers of the late 1980s have strapped heavy 
debts on to the backs of businesses already burdened with the 
task of corporate restructuring. Much of this borrowing will 
prove itself sound, but some of it will go bad. The latest fash- 
ions in corporate finance are only now, for the first time, hav- 
ing to cope with sharply higher interest rates and (if the gov- 
ernment has its way) slowing demand. 


No fudges 

After nine years of Thatcherism, Britain's economy is funda- 
mentally strong. The risk that a slowdown in demand will lead 
to a recession is small. But if the government continues to! 
monetary policy alone, there will be visible, debt-related c... 
tress. This is mostly Mr Lawson's fault. With hindsight it is 
clear that his tax cuts in March were too generous. Until now 
he has insisted that interest rates take all the resulting strain. 
If he sticks to that the next few months are going to be awk- 
ward. Mrs Thatcher's economic ministers have got used over 
the past two years to giving out nothing but good news on 
growth, inflation, unemployment and the public purse. They 
may feel tempted—they will certainly feel pressured—to 
come to the rescue of those who have not securely strapped 
themselves in for the downturn. 

That would be a mistake—an even bigger one than re- 
nouncing fiscal policy and relying exclusively on high interest 
rates and an overvalued currency to slow demand. Why? Be- 
cause Mrs Thatcher's central achievement for the British 
economy is that she has taught people to face the conse- 
quences of their economic decisions. The labour market was 
given the first and sternest of these lessons in self-determina- 
tion: uncompetitive wages and practices were allowed to 
mean unemployment straight away, not a year or two of high 
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- inflation later. People and businesses that have borrowed in- 

cautiously must likewise be forced to face up to the results. 
Suppose the chancellor has the chairmen of the banks 

and building societies in for a cocktail, and nudges them to 

take a soft line on foreclosures, or that the Bank of England 


The green baize door, Jacques 


Brussels commissioners and national ministers are Europe’s servants 


HERE are times when one wonders why the great nations 
of Europe ever wanted to become the European Commu- 
nity. These occasions recall the grande dame who married her 
butler: she may have had her reasons, but the embarrassment 
was apt to be acute. A few weeks ago Mr Jacques Delors, presi- 
‘ nt of the European Commission, predicted that one day 
76 of the economic and social legislation of EEC countries 
would be fixed in Brussels. Mr Delors's desire for a closer-knit 
Europe is admirable, but the sweep of his ambition horrified a 
lot of Europeans less nationalist than Britain's Mrs Margaret 
Thatcher. Since then Mr Delors has gone quiet (he is on holi- 
day with a stack of books on how 13 American colonies be- 
came the United States). But the eager Mr Delors is not the 
only embarrassment Europeans can suffer. For six months, 
the presidency of the Community has fallen to the Greeks. 


Greece isn't Europe, or Europe NATO 


It is the way of things that countries which cannot cope with 
mere pollution, or visiting Arab terrorists, love to strike atti- 
tudes on the world stage. Gestures at international gatherings 
are easier than efficient collection of var. The Mediterranean 
countries, whatever their charms, tend to this weakness. The 
Italian government faces an economic crisis caused by its in- 
ability to cut its budget deficit. It still cannot reform a system 
of government that has produced 48 governments since the 


3lue blacks. 


By chasing the black vote, the Tory party would do both itself and Britain's blacks a favour = 


3 is streets of Notting Hill, in west London, will be filled 
this weekend with the largest Caribbean street carnival in 
the world. This event, with its music and muggings, ackee and 
aggravation, symbolises the mixed blessings Britain has re- 
ceived from its West Indian community. The West Indians 
and their children have, in turn, enjoyed higher living stan- 
dards than most of their cousins back home, but met more 
prejudice, especially in the job market, than other immigrant 
groups which happen not to be black. A West Indian in Brit- 
ain is twice as likely to be unemployed as a white man. One 
reason is poor educational qualifications; another, more im- 
portant, is racial discrimination. Mrs Thatcher's government 
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urges lenders to stretch out the repayments of troubled bor- 
rowers. The message will be clear. The government, he ing 
made the economy strong, stands ready to forgive the m is- 
takes of the imprudent. That was the false promise of rs 
Thatcher's predecessors. She should not repeat it. 


-i 


war. Yet last month the Italian prime minister, Mr Ciriaco De 
Mita, seemed keen to listen, against NATO policy, to Mr 
Gorbachev's let's-do-a-deal bid to stop the American F16 
fighters heading for bases in Italy. B 

Now the temporary-president-of-Europe Greeks are s nd. 
ing their foreign minister to talk to his Soviet counter part 
about economics, the future of Europe, things like tha | 
Whether or not Mr Papoulias actually tells Mr Shevardnadze 
that he is there on behalf of the EEC, that is how M r 
Shevardnadze (and many Greeks) will love to see it. The Du- 
reaucrats of Brussels are understandably distancing them- 
selves from the business. Mr Papoulias's trip, they say, is an 
intergovernmental matter. The talks will be informative, no 
binding. The EEC is not yet involved in defence matters. You. 
know the Brussels style. At the least, Mr Papoulias is encour- 
aging the Russians to hope that Western Europe and NX o 
can be treated as separate entities. Greece’s role in the West 
too often seems to consist of bending EEC rules to its adve - 
tage, quibbling about American bases, agreeing with Russia 
about the squashing of Poles. | 

There is a different Mediterranean tradition. In the Do a 
Corleone style of negotiation, only one voice speaks, the one 
with authority. Neither ministers of separate nation-sta es 
nor officials in Brussels can speak for Europe. Only Europe's 
electorates have the voice with the ring that persuades. 
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knows that many of its electors revere Mr Enoch Powell, an 
erstwhile minister and prophet of racial strife; its ministers 
have carefully avoided public condemnation of racism. In do- 
ing so, they not only condone an injustice; they miss a politi. 
cal opportunity. iA 

The home secretary, Mr Douglas Hurd, has only made 
one policy speech attacking racism in his three years in office. 
The prime minister has made none. To be fair to the govern- 
ment, its actions have been more impressive than its words. 
The civil service has just completed a vast monitoring exercise 
to see how many blacks it hires and at what grades. Prec ict- 
ably, they are over-represented in menial jobs and almost 
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qualifications consider the civil service as a career; so the gov- 
:rnment has advertised in the ethnic press and is taking its 
message to universities and colleges. But taking a lead is not 
enough if nobody knows you are out in front. 

_ Nothing would serve the cause of racial harmony better 
than for Tory ministers to boast a bit about the steps they 
aave taken to promote it. They could, for instance, draw 
more attention to their initiatives to promote black busi- 
B n. 43 dcm 
nesses in inner cities. Most of all, the prime minister s voice 
needs to be heard. Mrs Thatcher's free-market, self-help ethic 
should make her an articulate enemy of discrimination, 
which, at the very least, is a source of economic inefficiency. 
The smaller the pool from which a company picks its workers, 
the less likely it is to find the best person for the job. 


T »me truths come best from friends 


The government could do more. American experience sug- 
gests that one of the best ways to reduce discrimination in the 
job market is for the public sector to insist that all contractors 
for government jobs have a workforce that reflects the com- 
position of blacks in their local population. Some local au- 
thorities already do just this, though the government has re- 
cently weakened their power to do so. Companies need to be 
-made to think about why they employ so few black people. Is 
‘it because the man at the factory gate tells blacks not to 


bother to apply? Or because a junior personnel manager is 


EE — 





> 2 c 
1on-existt 


IMAGINE trying to bring British lightness of touch to the 
A Napoleonic code. This is the task that faces Mr David 
Walker, the chairman of the City of London's super-supervi- 
sor, the Securities and Investments Board, as he sets about 
rewriting its labyrinthine rules. Doing his able best, he is go- 
_ ing for openness rather than pernickety proscription. He is 
stressing ends rather than means. He is easing the regulation 
of firms where they deal with fellow professionals. New 
- clauses say that firms cannot be sued by professional investors 
for infringing the letter of the siB rules, so long as they can 
show that they did their best to honour them. 

Disclosure is the unheralded success of the new City re- 
gime. The electronic recording of share trades has exposed 
insider trading. Nothing will discourage the unethical profes- 
sional and reassure the hapless amateur more than knowing 
that all deals are in the can for future inspection. Thus Mr 
Walker is changing the Sib's stance towards London's tradi- 
tionally anarchic international bond market. He is playing 
down rules, but insisting that the market becomes. more 
"transparent" and reports the times and details of all its 
trades. 

The openness needs to go further—to mean not only 
transparent markets but also more clarity in the pricing of 
financial services. London's private investors have long suf- 
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' owards a see-through City 


London can simplify its financial rules if it makes finance more transparent 
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word of (white) mouth? Often discrimination is not blatant; 
the insidious version has to be discovered before it can be 
stamped out. The government plans a stringent fair-employ- 
ment law for Northern Ireland, which will soon make it illegal 
not to try to employ a fair percentage of Catholics. It could 
use it as a model for helping British blacks. 

If the government were seen to attack racism more effec- 
tively, it could afford to point to ways Britain's blacks could 
help themselves. Ministers might do more to urge blacks to 
start their own businesses—well under a tenth of West Indian 
men with jobs are self-employed, compared with nearly a fifth 
of Asian men. Ministers who were seen to be boosting the 
confidence of young blacks could also encourage them to be 
more responsible. Half the babies of Caribbean-born mothers 
are born out of wedlock. Black men who refuse to take 
responsibility for the children they father condemn them to 
grow up in poverty, to do badly at school, to be tempted into 
crime. 

Such views are shared but rarely voiced by Britain's ti 
black middle class. Help Britain’s blacks to grow prospero 
and self-confident, and they will no longer be part of Labour's 
bedrock in the inner cities. Other immigrant groups have 
gradually adopted the voting patterns of the society in which 
they move. Get Britain’s blacks out of the council estates and 
the dole queues, and they might help to elect the Tory govern- 
ments of the next century. 











fered from murky pricing. Few holders of life assurance poli- 
cies know that when they buy a typical policy through an in- 
termediary, most of their premiums in the first few years go to 
the salesman. Thanks to pressure from Britain's Office of Faj 

Trading, and the European Commission, the life assurar D 
industry has had to accept that intermediaries must, by 1990, 
reveal their commission when they sell a life policy. But many 
in the industry still hope not to reveal how much of a given 
premium goes on overheads rather than into investments. Mr 
Walker should push for glasnost here too. Policyholders 
would get a better feel for each company's efficiency. And in- 
house salesmen would be put on a more even footing with the 
newly-candid independent ones. 

Britain's unit trust (mutual fund) industry has also had it 
too easy for too long. Earlier this year new rules made it 
harder for unit trust companies to profit at the expense of 
unit holders by dealing in their own units. So to make up for 
the removal of gravy they never should have had, unit trust 
companies are now raising their annual fees—from typically 
1% to 142%. They are also in cahoots in charging a front-end 
fee of about 596 every time an investor buys into a unit trust 
(many American mutual funds charge such a fee only to inves- 
tors who sell their units too soon). British firms should be told 
to spell out their methods of charging more clearly. 
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icieties are strongest when people ar e clear where they stand 


E a brings wealth. Wealth leads to sogginess. 
AY Sogginess brings poverty. Poverty creates crunchiness. 
From this immutable cycle we know that to hang on to 
wealth, you must keep things crunchy. | 
_.. Crunchy systems are those in which small changes have 
big effects—leaving those affected by them in no doubt 
whether they are up or down, rich or broke, winning or los- 
ing, dead or alive. The going was crunchy for Captain Scott as. 
he plodded southwards across the sastrugi. He was either on 
top of the snow-crust and smiling, or floundering thigh-deep. 
The farther south he marched the crunchier his predicament | 
became. | obedece oe 
—.. Sogginess is comfortable uncertainty. The modern Scott 
is unsure how deeply he is in it. He can radio for an airlift, or 
drop in on an American early-warning station for a hot 


toddy. The richer a society becomes, the soggier its systems © 


get. Light-switches no longer turn on or off: they dim. Intelli- 
nt questions replace the church's absolute faith. Seat belts 
-.? worn. Words (like these) are not written down, but pro- 
cessed endlessly. Exam papers are no longer passed or failed 
but graded, with no-one quite sure what grade is needed for 
what. = 
.. Some of these softnesses are the welcome accompani- 
ents of wealth. But lurking beyond sogginess lies moral haz- 


nd systemic drama. Take the world-wide move from 
te money-lending to floating-rate loans. Fixed rate 
ig is crunchy: borrower and lender commit themselves 
uture view of inflation and interest rates. If interest rates 
rise, borrowers are heftily deterred, for no one wants to be 
saddled with a loan at a rotten rate. In a soggy, floating-rate 
system, no such commitment is needed: the borrower lives in 
hope that his interest charge will fall. He knows that it will be 
no higher than his neighbour’s and suspects that there is 
safety in numbers. The result is a need for puzzlingly high 
rates of interest to curb consumer borrowing. 

__ The dangers of sogginess abound in a modern economy. 
Portfolio insurance", provided in a financial fütures market 
that transfers crunchiness from hedgers to speculators, gave 
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. come so expensive that whole areas of business are threa 


-ish coalmining union and the dwindling worth of the po 








simple change to the Companies Act: 
nominee shareholder refusing to 





o reveal t 
names, on demand, to the company concerne 
tors should be disfranchised: —. ^ ^. 
Determined criminals 
sider trading so long as they can 
foreign countries. But that is no 
transparency in a financial ce 
In contrast to American re 
much to cajole foreign gover 
secrecy rules. It should take i 
transparent markets will be less oj 
fewer rules. 













































































some American investors a soggy feeling of reassurance b 
fore last year's stockmarket crash. So share prices had 
move horribly to undo their comfortable excesses. So g 
eral deposit insurance, coupled with the move towards a so 
gier interest-rate regime, has taken many of America’s thi 
and banks into the shadow of a systemic collapse. Dramat 
bailouts are now needed. ss E 
_ Liability insurance provided American industry wit 
soggy riposte to the highly unsatisfactory evolution of Am 
can tort law. Don’t fight the absurd lawsuit: let our insure 
settle it out of court. Liability insurance cover has now b 


ened. And the next soft-headed notion will be "no fault insu 
ance"— no matter who is to blame, your insurers will pay : 


Crackling styles | a, 
Crunchiness is not just a facet of right-wing politics, Much 
the sogginess so far mentioned was served up by the free mai 
ket: the comforts of sogginess are much ih demand. Stalin v 
crunchy in his own way. Gorbachev needs somehow to 
come a lot crunchier in his. Mrs Thatcher is cel 
crunchy. Her policies towards the Falkland Islands, the i 


sterling were crunchiness writ large. Inflation is acutely so 
leaching away the wealth of savers and the obligation 
debtors, transferring national income from the uncomp 
ing to the militant. But after nine crunchy years fighting i 
tion Mrs Thatcher seems to be flirting with sogginess to 
Her desire to keep sterling floating rather than link it firm 
the D-mark is uncrunchy too—the Bundesbank being t 
crunchiest institution in a country that is rapidly becomii 
Europe's soggiest. President Reagan? Crunchy but with a se 
timentally soft centre. Munchy, perhaps. 

A crunchy policy is not necessarily right, only more cer- 
tain than a soggy one to deliver the results that it dese 've 
Run your country, or your company, or your life as you thir 
fit. But whatever you decide, keep things crunchy. : 
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` Jointly — E, by ! 
Business International Asia/ Pacific Ltd. 
| | ase and 
— Business Management and Service E orporation 
| . of China's . TIN 
| Ministry of Foreign Economic Relations and T rade 
(MOFERT) 


Following Business International's successful China Seminars in Beijing in 1982, 1983, and 1984, we have 
arranged another opportunity for senior executives to sit down with PRC officials from. Key government 
d i concerned with investment, t, licensing, and trade. 


At the end of the Beijing seminar, we are offering participants an bronna to TEN to Shandong 
province to talk with trade and investment officials about eee Upportumecs there. 


— We will visit. two important cities: Y addi one of the 14 coastal cities on which China’ s investment 
` strategy. has been focusing, and Qingdao, site of the country’ E best- known brewery. 


For further E E and registration form please reply to: 
Mrs. kois Dougan Tretiak | 
. Vice President & Director, China Division 
.. A Business International Asia/Pacific Ltd. 
7 1 1/ F, Mount Parker House, Cityplaza, Taikoo Shing, Hong Kong. 
Tel: 5-670941 € Telex:74364 BUSIN HX e. Fax: E52) 5-8853279 
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FROM OUR CHINA CORRESPONDENT 


NHINA'S new communist revolution, 
begun by Mr Deng Xiaoping ten years 
ago, is getting near its point of no return; or 
|. just possibly, since the prospect still makes 
' the country's leaders gulp, its point of turn- 
ing back. Each summer the leaders spend a 
few weeks together away from the Beijing 
heat at a beach resort called Beidaihe. There 
they agree on the main lines of policy the 
government will follow for the next year. 
This time Mr Zhao Ziyang, the Communist 
party's secretary-general: (and Mr Deng's 
favourite), tried to persuade his’ colleagues 
to push China's economic reforms ahead 
faster. He could not. The day of choice be- 
zen communism and capitalism in China 
_ 3 been put off; but it is coming. 
.. The pressures that will force it are be- 
hind one of the few practical decisions to 
come out of this year's Beidaihe musings. 
China is going to use its central bank to try 
to control credit. Such an idea, common- 
place in the West, is still a novelty in com- 
munist economies, where credit tends to be 
handed out just like other goodies, by a 
planner's decree. 
. The man who will put the credit squeeze 
into practice, Mr Li Guixian, president 
since April of the People's Bank of China, 
sounds distinctly beleaguered when he ex- 
plains why: 
"All China's 1 billion people want to eat lean 
pork and drink beer. This is not possible. Our 
. country is not up to that consumption level. 
. Ihe priorities are housing, education and rais- 
ng farm production. 
He has a point, in that China's 1 billion 
have an income per head of not much more 
than $300 a year and live in a frugal squalor 
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First consider the rise in interest rates. It 
2 on September Ist, and will be too late 
le. By the official underestimate, 
first half of this year were 1396 
ove the same period in 1987; prices in 
June: were 19% above those in June 1987. 









Yet interest rates for one-year deposits will 


rise only to 8.696 from 7.296. Any sensible 
Chinese, of whom there are hundreds of 
millions, can see that putting his savings in 
the bank is a good way of shrinking them. 
So he will keep spending on lean pork, beer 


and new necessities like television sets and. 


refrigerators. He will spend even faster if ru- 
mours grow louder of a devaluation of the 
yuan, which the black market already values 
1096 lower than the official rate does. And if 
he does not have enough of his own money 
to spend, he will borrow: bank loan rates are 


to rise, but only from 7.996 to 9% a year, still - 


less than half the official rate of inflation. 
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Yet even if the central bank were : 
its numbers right, it would be hard p it 
make its policy stick. Mr Li; a Ru sig 
trained chemical engineer, has neither 
nancial experience nor political clout: 
tough and financially expert predec 
Mrs Chen Muhua, was unable to curb. 
power of grasping state enterprises and p 













































vincial governments; Mr Li'stands even 
chance. State organisations will continu 
treat the central bank simply as. a machi 

print money for whatever spending 
they care to draw up — 00 
To see how, take another element of 
planned credit squeeze: stricter supervis 
of bank lending. From September Ist, tt 
reserve ratio for banks will be raised fr 
12% to 13%. It is easy to understand 
central bank's worries: the. money supph 
growing very fast (see chart). From 1984 
1987 bank loans and the issue of money 
creased by 2596 a vear, while industrial o 
put rose by only 1196.a year. Worse, t 
growth in basic money supply is getting 
er. At the end of July 164 billion yu 
billion) was in circulation, 3996 more 1 
onthesamedatelastyear. |. . — 
The vice-governor of the People's: 

Mr Zhou Zhenging, says that to enf 
policy the central bank will: chi 
bank's loans each month, and call. 
presidents to account for over-lending. 
State Council, the decision-making bod 
senior government ministers, says that | 
will not be made for constructión proj 
outside the state plan, or to "enterprise 
fering from poor product quality and: 
economic results". : 4 8C 
` Believe that, and you will believe 
than China's cynics do. They note that 
State Council is letting the central ban 
ply the market with 40 billion yuan in. 
notes this year, instead of the 20 b 








planned at the start of the year. Thee 
currency is supposed to be directed tox 
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of "key projects approved by the state"—a 
list which really means the cash will go to 
whoever has the best connections with party 
officials and government bureaucrats. 


Thinking in circles 

Divining the thinking of China’s inner cir- 
cle is an inexact science, but it seems clear 
that the idea of curbing credit belongs to Mr 
Li Peng, the somewhat dull prime minister, 
who heads the State Council. Mr Li believes 
in Mr Deng's “open-door” policy; but he 
would prefer to keep the draught to a mini- 
mum. By contrast the party boss, Mr Zhao, 
thinks a fresh breeze from the open market 
would do everyone good, whatever the 
cost—temporary, he argues—in price rises, 
corruption and an overstretched economy. 
If he is right, the benefits of easy credit for 
investment and growth outweigh the dam- 
age done by inflation. The corollary is that 
credit should be loose and the state's role in 
the economy quickly shrunk. 

Reconciling these two views tested Bei- 
daihe’s calming atmosphere to its limit. 
When the discussions were interrupted for a 
few days, the foreign press scented conflict. 
The heated denials by Mr Zhao and by two 
members of the Politburo’s Standing Com- 
mittee, Mr Qiao Shi and Mr Hu Qili, served 
only to show how hard such accusations hit. 

In the end, the Politburo came out with 
a "Tentative Plan on the Price and Wage Re- 
forms" to carry the reforms from 1989 to 
1993. The plan could be thought a victory 
for Mr Zhao: the cautious, after all, had 
wanted the reforms spread over eight years. 
Nonetheless, it may be all too tentative. 

China's reforms will work only if profit- 
ability—meaning the market—becomes the 
standard by which a firm, whether state- 
owned or not, lives or dies. But more than 
400,000 firms are losing money, and govern- 
ment subsidies to state enterprises will reach 
40 billion yuan this year (equal to two-thirds 
of China's total investment in construc- 
tion). An official newspaper, the Economic 
Daily, reckons that if profitability really be- 
comes the survival test at least 300,000 en- 
terprises should be declared bankrupt or be 
taken over by stronger competitors. 

Some 5,000 enterprises have gone out 
of business in Beijing alone this year, but 
even that represents too slow a pace (though 
failures will probably come at a faster clip 
once China’s bankruptcy law comes into ef- 
fect on November 1st). There is no denying 
the economic sense of letting failures go 
bust. The problem will be to reach the target 
without causing widespread strikes (there 
have been more than 50 industrial strikes 
this year) or even rioting. 

The fear of unrest is so strong that it has 
produced one bad idea said to be backed by 
the usually clear-thinking Mr Zhao: to give 
workers a big pay increase—perhaps a 2896 
rise on the average basic wage of 910 yuan a 
year—and then link further wage increases 
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to inflation. That sounds like the road to hy- 
perinflationary disaster already travelled by 
the likes of Brazil and Israel. 

Mr Zhao contradicts his own wage plan, 
but he is on safer ground when he argues 
that China has to make a choice: either to 
let the market decide what is produced and 
at what prices, or to suffer a continuous 
wage-price spiral that eventually produces 
the same old relative prices and wages but at 
higher levels. “If the latter occurs," he says, 
“the reform will have failed to achieve its 
goal. . . It will have returned in a circle to its 
original state.” That is a circle China would 
do well to avoid. 





Burma 


People power 
does it again 


FROM OUR SOUTH-EAST ASIA CORRESPONDENT 





N 26 years Rangoon has never been so 
lively. On August 24th there were 
300,000 demonstrators in its streets, clap- 
ping and cheering in the belief that Burma 
was on the brink of a return to democracy 
after enduring a quarter of a century of one- 
party pseudo-socialist rule and an ever-wors- 
ening economy. 
This week’s demonstrations had been 
the largest since unrest began to assume gov- 
ernment-toppling proportions a month ago. 


The country’s new leader, Mr Maung 
Maung, duly took note and announced the 
end of martial law and of the curfew in Ran- 
goon. The soldiers promptly withdrew from 
the streets, smiling and waving to the dem- 
onstrators. Mr Maung Maung then broad- 
cast a statement which, although confusing, 
seemed to say that he intended to make way 
for democracy. 

He announced that on September 12th 
the ruling Burma Socialist Programme party 
would meet to discuss a proposed referen- 
dum on the introduction of a multi-party 
system. After that, he said, he envisaged an 
election which many top party members 
would not be allowed to contest. Burma's 
leading voice of dissent, Brigadier-General 
Aung Gyi, has been freed along with nine 
other critics of the regime. Mr Maung 
Maung's biggest worry is whether the Bur- 
mese will be prepared to wait for another 
three weeks. Their huge demonstraticrs 
had forced the previous leader, Brigadi 
General Sein Lwin, to resign on Aug.. 
12th after only 17 days in office, and the 
pace of events has quickened since then. 

In the latest demonstrations in Ran- 
goon many middle-class and middle-aged 
people joined the younger ones: doctors 
marched wearing their white coats, lawyers 
wore their gowns. Civil servants joined the 
throng, while workers carried banners that 
named their factories. In Mandalay, Bur- 
ma's second city, the demonstrations were 
even larger, with a third of the city's popula- 
tion joining in. 

Some local administrations collapsed as 
people in small towns took to the streets. It 
is said that Buddhist monks took charge in 
Monywa and helped keep order in Gyo- 
bingauk. The marchers were mostly peace- 
ful, but their sheer numbers daunted the 
government forces. 

After he was named president on Au- 
gust 19th Mr Maung Maung talked of e 
nomic reform, and even said that the priv 
sector might publish newspapers and maga- 
zines. But many demonstrators were uncon- 
vinced. He had been chosen as president be- 
cause he was a civilian and, of the ruling 
party's leading figures, was deemed the most 
acceptable to the rebellious public. But he 
has always been a follower of General Ne 
Win, the architect of Burma’s unpopular po- 
litical system. A lawyer trained in London, 
Mr Maung Maung wrote a flattering biogra- 
phy of General Ne Win in 1969. He worked 
hard in the drafting of the 1974 constitu- 
tion, which underpinned the dictatorship 
that the general ran until last month. 

Rumours are flying in Rangoon about 
what comes next. The ruling party had tried 
to placate the Burmese by giving the govern- 
ment to Mr Maung Maung; but disputes 
about how much farther it should go proba- 
bly lie behind the new president's anxiety to 
stave off decisions until mid-September. If 
by then he has not produced some real 
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progress towards democracy, he will face 
even angrier crowds in all parts of Burma. 
The other great danger is that the army 
officers who control the ruling party may be- 
come scared about the whole idea of con- 
tinuing the present experiment, and decide 
to revert to their all too familiar habit of act- 
ing tough. That would involve ousting Mr 


Maung Maung and once again installing a 
general as party leader and president. The 
army's rank and file and some of the junior 
officers may not be prepared to stomach 
this; some have already shown themselves 
inclined to go over to the opposition. A 
fresh attempt by the generals to regain what 
they have lost would end bloodily. 





Pakistan and Afghanistan 


From beyond the grave 


A week after Zia ul Haq’s death in an unexplained aircraft crash, both Paki- 


stan and the Afghan guerrillas are nervously digestin 
Our special correspondent reports from Islamabad 


HOSE who have worked with Mr 
Ghulam Ishaq Khan, Pakistan’s acting 
president for the past week, say he despises 
liticians. If he wants to keep the job, he 
way have to change his mind: in Pakistan, 
parliament elects the president. 

A general election is due on November 
l6th, and it is likely that Mr Khan will have 
to make a quiet deal with whichever party 
looks like winning. He seems to think that 
the Pakistan People's party has the best 
chance. That party's leader, Miss Benazir 
Bhutto, thinks so too. Her party is jubilantly 
selecting candidates and, it says, receiving 
calls from caretaker ministers who also 
served Zia. Political loyalties in Pakistan are 
not strong. 

In fact, a victory for Miss Bhutto is far 
from certain. The opposition alliance, the 
Movement for the Restoration of Democ- 
racy, which her party dominates, may break 
up. Even when the alliance was united by 
enmity for Zia, Miss Bhutto's high-handed- 
ness angered many of her supposed allies. 

Inside her own party, Miss Bhutto is 
ely to encounter trouble from the left. 
èr late father came to power on a left-wing 





Benazir ponders her chance 
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the consequences. 
Peshawar 


platform; many of the party's busiest work- 
ers are anti-American, anti-rich and anti- 
army. Such people resent her apparent 
move towards the centre and continue, de- 
spite her orders, to burn American flags at 
her rallies. Opposition to Zia was the main 
plank of Miss Bhutto's platform, and after 
his death people will examine her policies 
more closely. If she now promises, as her fa- 
ther did, to hand over the country’s wealth 
to the poor, she will worry the people she is 
trying to placate; if she does not, she will fur- 
ther disappoint her father’s keenest backers. 

Being a woman and a Bhutto, she can- 
not expect the support of Pakistan's conser- 
vatives, even though she tries to convince 
them that she means them no harm. The 
Muslim League, which supported Zia, hopes 
to win most of the conservative vote. There 
is, it seems, still a Zia constituency. Whether 
he died by murder or accident on August 
| 7th—the investigation has produced noth- 
ing conclusive so far—Zia is now a martyr, 
shaheed. Half a million people attended his 
funeral in Islamabad, twice the capital's 
population, and many others remembered 
him at prayer meetings around the country. 
This suggests that, from beyond the grave, 
Zia will still be a political force. 

The Muslim League's problem is that 
Zia's mourners, though anti-Bhutto and reli- 
giously conservative, also tend to be middle- 
class and anti-privilege—and the League still 
speaks for most of the big landlords. It had 
already split after Zia's sacking of the gov- 
ernment in May. The dismissed prime min- 
ister, Mr Mohammad Khan Junejo, stands 
on one side of the split, the provincial chief 
ministers, who continued to support Zia, on 
the other. A reconciliation meeting in mid- 
August ended in chaos, with Mr Junejo's 
supporters banging spoons on the tables to 
silence the other faction. A spoon, in Urdu, 
also means a sycophant. 

The Muslim Leaguers are again trying to 
patch up their differences in the hope of get- 
ting the acting president's backing. That 
would give them the support of the district 
commissioners, the local bureaucrats whose 
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influence can affect an election without ac- 
tually rigging it. But, for the moment, Act- 
ing President Khan is not playing ball. “If we 
aren't going to get any help," said a League 
official, we may as well go home." 

What of the army? It could force the 
president to side with the Muslim League— 
or it could take over itself. Most people 
doubt whether it. could work with Miss 
Bhutto. The army remembers that when her 
father came to power after the loss of East 
Pakistan in 1971 he played havoc with pro- 
motions, eventually raising Zia above other 
officers because he thought Zia would be a 
pliant army ‘chief. The army doubts that 
Miss Bhutto really feels as warm towards it 
as she says she does. It has listened to the 
slogan her party members chant: “Whoever 
is with the army is a traitor”. 

The army's discipline is excellent. It is 
unlikely to make a move without the ap- 
proval of its new chief, General Aslam Beg. 
The general is said to be without political 
ambitions. Of course, that was said about 
Zia too. Whatever the new chief's inclina- 
tions, enough blood on the streets would 
bring the army in. Despite the seeming calm 
after Zia's death, Pakistan remains a poten- 
tially violent place. On August 24th the gov- 
ernment provided Miss Bhutto with extra 
guards on her Karachi house because of wor- 
ries about a possible attempt on her life. 





Arm us, but don't 
push us 


HE Afghan guerrillas are both fearful 

and hopeful. The fear is that, with Zia 
gone, Pakistan may reduce the flow of arms 
to them. The hope is that it will stop med- 
dling in the guerrillas' affairs. 

The guerrillas had been grateful for Zia's 
decision to go on supplying arms to them 
after May 15th, when the Soviet army began 
to pull out of Afghanistan. He held to this 
decision in the face of a stream of indignant 
Soviet complaints that he was violating the 
Geneva accord—complaints which ignored 
the private understanding between the 
Americans and the Russians that arms 
would continue to flow to the guerrillas so 
long as Russia went on providing arms to 
the Kabul government. 

But many of the Afghan guerrillas were 
increasingly upset by other aspects of Zia's 
policy. He appeared to favour the most fun- 
damentalist of the guerrilla leaders, Mr 
Gulbuddin Heckmatyar. Consequently, Pa- 
kistan's Inter-Services Intelligence (isi), the 
military agency that had sole responsibility 
for carrying out Zia’s guerrilla policy, gave 
priority to the needs of Mr Heckmatyar. His 
followers have recently been getting about 
half of the weapons that are distributed 
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through the agency. 

The guerrilla commanders inside Af- 
ghanistan were also annoyed by Zia's insis- 
tence on the creation of an Afghan govern- 
ment-in-exile composed of leading members 
of the political parties based in the Pakistani 
city of Peshawar. Increasingly, the field com- 
manders had come to suspect that some of 
these people were using the war to line their 
pockets; they saw no reason why they 
should run postwar Afghanistan. 

What worried the commanders most 
was Pakistan’s growing involvement in the 
fighting. Pakistani officers went into Af- 
ghanistan to direct operations, or to super- 
vise the use of missiles against Afghan and 
Soviet aircraft. The isi dictated strategy and 
sometimes tactics, penalising local com- 
manders who did not do as they were told. 

These differences were sharpened by 
Zia’s insistence that the guerrillas should 
give priority to the aim of capturing a major 
town. The guerrillas have repeatedly tried to 
do so, without success. In several places they 
have had the same experience as they had 
earlier this month at Kunduz in the north. 
They captured the town; Soviet and Afghan 
aircraft bombed it heavily; the inhabitants 
asked the guerrillas to go away. Kunduz is 
once more in the government's hands. 

In the south, at Kandahar, Afghani- 
stan’s second biggest city, the guerrillas have 
just captured an important position which 
leaves them well placed to press home an at- 
tack. However, now that the last Soviet 
troops have been withdrawn from Kanda- 
har, the guerrillas would prefer to try to 
strangle the government garrison slowly, by 
sealing the approach roads and capturing 
the airport. The isi has been demanding a 
full-scale assault. "We have resisted the Brit- 
ish and the Russians,” says one Afghan with 
a long memory. “Why should we be pushed 
around by the Pakistanis?” 
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How many more special deliveries from Pakistan for the mujaheddin? 


It seems that the man who became Paki- 
stan's acting president on Zia's death, Mr 


Ghulam Ishaq Khan, vaguely approved of 


Zia's policy. The foreign ministry, on the 
other hand, was worried both by the accusa- 
tions that Pakistan was violating the public 
part of the Geneva accord and by the impli- 
cations of the iSi's strategy. The new presi- 
dent, who is an old associate of the foreign 
minister, Mr Yaqub Khan, may now tighten 
the reins on the Isi and give the foreign min- 
istry more of a say. Although the guerrillas 
fear that the natural caution of bureaucrats 
may lead to a slow reduction in military sup- 
port, most of them would be grateful for less 
Pakistani interference. 

They worry about Pakistan's longer-run 
prospects. The Pakistani army had agreed 
with Zia's policy, and any military coup 
would probably. perpetuate it. If, on the 
other hand, Pakistan holds an election that 
is won by Miss Benazir Bhutto and her 
party, the guerrillas’ hearts will sink. Miss 
Bhutto has declared her support for a free 
Afghanistan; but the guerrillas fear that, 
once in power, she would not be able to re- 
sist the strong anti-American and anti-Af- 
ghan feeling within her party. 





Japan 


The rising gun 


FROM OUR TOKYO CORRESPONDENT 


VEN by its own over-modest reckoning 

of such things, Japan may become the 
world’s fourth biggest military spender next 
year, behind America, Russia and Britain. 
The ¥3.9 trillion ($29.1 billion) it plans to 
spend in the financial year beginning next 
April, 5.4% more than it is spending this 
year, is an impressive sum. But it matters less 


than the fact that Japan’s armed forces now 
have a role that extends beyond the defence 
of Japan itself—and that Japan may soon be 
ready to acknowledge the fact formally. 

The government's latest annual defence 
report was issued on August 23rd. The day 
after presenting it Mr Tsutomu Kawara, the 
head of the Self-Defence Agency (in effect, 
defence minister), resigned. It had nothing 
to do with policy: he was, in the Japanese 
way, assuming responsibility for an accident 
last month in which 30 lives were lost when 
a Japanese submarine sank a fishing boat. 

There was little military significance in 
the appointment of the 70-year-old Mr 
Kichiro Tazawa as his successor; mainly, it 
reflected the ruling Liberal Democratic par- 
ty’s need to maintain the balance in the cab- 
inet between the party’s rival factions. But 
Mr Tazawa will continue to develop the 
closer ties with the United States called for 
in the defence report. That means more pol- 
icy co-ordination, more money to pay f 
American troops stationed in Japan, more 
combined exercises, more swaps of technol- 
ogy and more interchangeable equipment 
that can be used by either country’s forces. 

The defence report argues the need for 
these things in familiar terms—meaning the 
protection of the Japanese archipelago. But 
what closer co-operation really means is that 
Japan will be better able to meet America's 
wish that it should enlarge its military role to 
serve broader western interests. Japan could 
be particularly useful in two respects. One is 
to use its fleet (it has 50 destroyers, twice as 
many as America's Seventh Fleet) to pen up 
the Soviet Pacific Fleet in the Sea of 
Okhotsk. The other is to act as a super-so- 
phisticated electronic observation post that 
could help to blunt Russian power if there 
ever were a war in the Pacific. 

At present, Japan's ability to do these 
things is restricted financially by the 1986- 
90 defence plan and politically by fear of u 
setting the Chinese and other nervo 
neighbours. However, as the end of the 
1986-90 plan approaches, the government is 
becoming readier to admit that its interest 
lies more in pleasing the Americans than in 
not offending the Chinese. 

The 1991-95 plan, now being worked 
on in the defence agency, will provide Japan 
with opportunities to speed up the increase 
in its military spending and to make a formal 
announcement about the enlarged job given 
to its armed forces. A step already taken in 
this direction was last year's abandonment 
of the self-imposed rule limiting defence ex- 
penditure to 196 of GNP. 

The projects Japan is starting to spend 
its money on show how its defence objec- 
tives are shifting. One such project is the 
purchase of the Aegis anti-aircraft system 
for Japanese destroyers (if Congress allows 
the Japanese to buy it). Others are develop- 
ment work for a new fighter aircraft based 
on America's F16 and research into over- 
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orou gh Alf show, t thatis. if you haven't 
rder for Flight international yet, you’ re in 
1 g Preview of the year’s most 


Our September 3rd edition addresses the major issues 
, facing the World's. aerospace industry. Flight | 
international gives you the professional’ s | 

viewpoint: Miss the ee: s 
Preview at your peril. 
Ask your newsagent to reserve 
| Flight International for you, or 
| take out a subscription. | 
| Flight International, Room 501, 
Quadrant House, The Quadrant, 
SUTTON, rey SM2 SAS, n 
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:rnational arms salesmen to pay | 
edevelopmentcosts. —— 

The main Japanese defence contractor, 
itsubishi Heavy Industries, will also be a 
ractor to the American Defence De- 
ment for research into one part of Presi- 
t. Reagan's Strategic Defence Initiative 
). This is said to be research into devel- 
ig Japanese anti-ballistic missiles for use 
in. spt shield over the western Pacific. 
a shield would stretch from the Aleu- 
slands in the north to the Carolines 
d the northern Marianas in the south. - 
hat is a much larger area than is covered by 
e present definition of Japan's responsibil- 
es, the defence of its own islands and of its 
alanes up to a distance of 1,000 nautical 
es. It looks as if this larger area, or some- 
ing like it, will eventually be Japan's 
sponsibilty as America’s eyes and ears in 
ie Pacific. 
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C OB HAWKE aims to persuade Austra- 
LJ lia that letting in more Asians is good 
or the country. On television this week he 
as in classic form. To keep out the Asians, 
said on August 21st, "would be morally 

yugnant and economically insane". Next 
ay he cleared the decks by appointing a 
ew immigr: ion minister, Senator Robert 

y, to replace Mr Clyde Holding, who, in 
awke's view, has been too shy about 
nding up for the Asians. 
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een now and the next election, which he 
ll probably call in 1989. It is hard to kno 
yow Australians will respond to his moral 


ian economy needs Asian muscle and brain- 
powerifitistogrow. ^... 005 
No one, certainly not Mr Hawke him- 
elf, doubts that this could be the toughest 
fight of his political career. Australia has 


more, even if the large tracts. of desert are 
discounted. In the overcrowded countries to 


the world’s population..Open the door to 
them, the anti-Asian argument goes, and 


Mr Hawke can be expected to fight for - 
er immigration with his usual energy be- - 


mmons. But he ought to get a respectful | 
audience for his argument that the Austra- - 


only 16m people and plenty of room for- 


the north are 2.5 billion Asians, around half 
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Australia will be swamped—or, if not quite |. 
pum: Australian Department of Immigration, Local Government and Ethnic Affairs 


that, will at least lose the character that has 


loudly, over the sound of glasses being 


smashed as the argument got out of hand, 
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turally sterile. If nothing else, Australi 

value the proliferation of good Vietna 
rce of Mr Hawke's argu- 
g decades Australia has 








also recognise ths 
ment that in comi 


| to get closer to Asia, which now takes half of 


the country's exports: xs 
There is no future for an Australia which de- 
ludes itself that it can be a fortress island with 
barriers put-up around it and says we're not 
part of this Asiar region: If we attempt to do 
that, we are condemning our children and the 
generation after that to not just third-rate but 






would probably be acceptable to at least a 
few opposition politicians, not all of whom 
approve of Mr Howard's pursuit of the 
white-Australia vote. Mr Hawke may be able 
to persuade even true-blue Australians that. 
they need not be threatened. But he will 
have to continue to be; as he has so far be: 

is pugnacious best. —— 
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Blacks and Jews come apart 


WASHINGTON, DC 


MERICAN Jewry charts the course of 
anti-Semitism within the United States 
with high-tech precision. Its surveys reveal a 
steady 40-year decline since a shameful high 
point at the end of the second world war— 
with one startling exception. Among young 
college-educated black Americans, prejudice 
is on the rise. 

Why should education make blacks, 

ntrary to every other ethnic or religious 
group in the United States, more, and not 
less, prejudiced in their stereotyped attitude 
to Jews? The trend is disturbing and it makes 
the black-Jewish anger that has erupted in a 
number of cities—notably New York and 
Chicago but also, to a much milder extent, 
in Los Angeles—more sinister than such 
clashes would otherwise be. For instance, a 
nasty, but five-month-old, Chicago incident 
is being kept alive largely because Jewish un- 
easiness will not let it go. 

Black and Jewish thinkers advance a 
number of reasons why educated blacks 
should buck the trend. It is suggested, for 
instance, that education prompts American 
blacks to go back to their roots, identifying 
themselves with African and third-world 
causes. Israel, with its links to South Africa 
and its treatment of the Palestinians, is seen 
as inimical and American Jewry’s indiscrimi- 

te support for the Jewish state is ab- 

rred. The closed-mind passion with 
which so many American Jews defend Israeli 
policies blurs the distinction that should 
properly be made between American citi- 
zens and a foreign government. 

Another reason is professional compe- 
tition, for university places and for jobs. 
American Jewish leaders are ambivalent to- 
wards reverse discrimination, some oppos- 
ing it altogether while others agree that 
there should be certain goals and timetables 
to alleviate wrongs. They oppose any system 
of quotas. For Jews quotas historically meant 
a ceiling to the number of places on offer; 
for blacks quotas mean a floor. Neither Jews 
nor blacks forget that, just ten years ago, a 
Jewish student, Allan Bakke, with support 
from American Jewish organisations, won a 
Supreme Court case when he claimed that, 
by being turned down by a medical school in 
favour of less well-qualified blacks, he was 
the victim of reverse discrimination. ` 

American Jews resent black ingratitude 
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in not recalling the part played by Jewish ac- 
tivists in the early years of the civil-rights 
struggle, symbolised by the two young Jews 
who were lynched, alongside a black com- 
rade, in Mississippi in 1964. But all that was 
a long time ago. Jewish and black paths di- 
verged in the late 1960s and a generation of 
blacks has grown up unaware of that old 
black-Jewish alliance. Individual Jews carry 
on the tradition but, for young blacks strug- 
gling up from the bottom, the Jewish com- 
munity has blended into the prosperous, un- 
caring mainstream of white America. 
Where the two groups come together is 
in their fidelity to the Democratic party. But 


The sound of a new generation? 


with the apparent consolidation of the Rev 
Jesse Jackson’s position within the party, 
American Jews are starting to feel threat- 
ened by the spectre of black national em- 
powerment, as opposed to the local empow- 
erment which they can sometimes support. 
An observer would doubtless conclude that 
American Jews are still infinitely more politi- 
cally powerful than American blacks. But 
America's Jews, many of whom still live in a 
ghetto, albeit a wealthy one, count the num- 
bers, listen to Mr Jackson—and panic. Mr 
Jackson is not liked by American Jews and 
this dislike will not be relinquished easily; 
his attempts to reach out to the community 
have so far done him little good. 

American Jewish organisations were 
scornful of Mr Jackson's meeting in Wash- 

















ington this month with Israel's ambassador; : 
the president of B'nai B'rith dismissed Mr. 


Jackson's efforts as inappropriate and dis- 


honest. And not all that much is expected of — 


his meeting on August 31st with Ed Koch, 


the Jewish mayor of New York. In the Jack- 
son-Koch rumpus, Mr Jackson was the in- | 
jured party; during the April primary in 


New York, Mr Koch, a divisive figure, trum- 
peted his views that Jews and other support- 
ers of Israel would be "crazy" to vote for the 


leader of the Rainbow Coalition, thus exac- — 


erbating the already sour relations between 


New York's Jews and blacks. Urged by New | 


York's governor, Mr Mario Cuomo, Mr 


Koch suggested the meeting, saying grudg- — 
ingly that it would be “in the interests of — 


party unity . Mr Jackson, more generous, 
spoke of “putting the urban agenda back on 
the table". 


But Mr Jackson is once again, as he was - 


four years ago, under intense Jewish pres- 


sure to denounce anti-Semitic black nation- — 


alists. This is at the heart of the black-Jewish | | 


clash in Mr Jackson's home city, Chicago. 


The incident in April that set it all off was — 


ugly but not very important. Mr Eugene 


Sawyer, a black politician who has been the ~ 


city's acting mayor since the death of Harold 
Washington, engaged an aide, Mr Steve 
Cokely, who was found to have spread some 
obscene anti-Semitic 


tors were injecting black babies with AIDS. 


Lectures by Mr Cokely, given before his ap- - 


pointment, were being handed out as tapes 
at meetings of Louis Farrakhan's Chicago- 


baseel Nation of Islam. 


Once this came out, Mr Sawyer dith- — 


ered for five days before sacking Mr Cokely. 
His black political rivals were equally 
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chicken in speaking out. City politics have 
fallen apart since Washington’s death, leav- 
ing his black would-be successors insecure, 
terrified of antagonising possible supporters 
and fearful lest Chicago machine-politics 
should again take over. The silence was con- 
temptible and infuriated Jewish leaders. But 
as they clamoured aggressively for black de- 
nunciation, black politicians grew more ob- 
stinate. A number of local community lead- 
ers tried to defuse the tension: an opinion 
poll of blacks by the Chicago Tribune 
showed that only 8% opposed Mr Cokely's 
dismissal. But the New York Times revived 
the bad feeling with an article on July 26th 
that spoke of “virulent anti-Semitism” grip- 
ping the black community and quoted Fa- 
ther Andrew Greeley, a Roman Catholic 
priest and writer, saying that if he were Jew- 
ish, he would be terrified. 

Mr Jackson has distanced himself from 
Mr Farrakhan and dismissed Mr Cokely as 
beneath notice. This, most Jews believe, is 
not enough. But Chicagoan blacks are di- 
vided on Mr Farrakhan. Some, who dislike 
the horrible things he says about Jews, feel 
that they can still approve of his attacks on 
black drug-taking, prostitution. and leth- 
argy. His words, they argue, cannot hurt 
American Jewry; his actions may be helping 
American blacks. As Mr Clarence Page, a 
black syndicated-columnist with the Chi- 
cago Tribune suggests, blacks and Jews have 
difficulty in understanding one another be- 
cause each interprets their priorities in the 
light of their separate but horrendous pasts. 
American Jews focus on the importance of 
denunciation, recalling that it was the fail- 
ure to denounce Hitler's evil that opened 
the way to the holocaust. American blacks 
focus on the importance of unity, arguing 
that it was black disunity that simplified 
slavery. 

The racial tension clouding New York 
and Chicago lightens to a summer tiff in Los 
Angeles—though some Angeleno Jews are 
reported to be making heavy weather of 
anti-Semitism among black students at the 
university. Los Angeles has a respected, if 
dull, four-term mayor, Tom Bradley, who, at 
70, will be trying for a fifth term next year. 
He is expected to be challenged by Mr Zev 
Yaroslavsky, a hard-working Jewish city 
councilman, who had hired a couple of top- 
notch political consultants, Michael Berman 
and Carl D'Agostino. 

They run an agency called BAD. The 
agency's bad mistake was to put its tough, 
irreverent advice into writing. Two memos 
to Mr Yaroslavsky were delivered, anony- 
mously and under plain cover, to the Los 
Angeles Times The world quickly discov- 
ered that BAD was telling its client that he 
had “50 LQ. points on [Bradley] and that's 
no compliment” but that to persuade guilt- 
ridden liberals to vote out a “dignified per- 
son of colour” he must waste less time in the 
council, impress every "tree-hugger" with 
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his no-growth ideas, and tap "fat-cat" Jews. 


for their money. Mr Yaroslavsky has been 
obliged to drop Mr Berman and Mr 
D'Agostino from his campaign. And that, 
say people in the know, means that he is a 
lot less likely to win in a tight race. 

Mr Bradley is a coalition-builder: he, 
like Washington in Chicago and Wilson 
Goode in Philadelphia, has won with Jewish, 
as well as black, support. For liberal Jews and 
mature blacks, the alliance of the two minor- 
ities, with their separate histories of oppres- 
sion, was a natural marriage. But American 
Jews have moved on and up, leaving the 
sour legacy of a broken marriage behind. 





The campaign 


Quayle hunt 


WASHINGTON, DC 


"He did not go to Canada, he 
did not burn his draft card and 
he damned sure didn't burn the 
American flag." Addressing ex- 
servicemen in Chicago, Mr 
George Bush chose to appeal to their patrio- 
tism while defending his running mate, 
James Danforth Quayle. Senator Quayle 
stands accused by the press of evading the 
Vietnam war by joining the Indiana Na- 
tional Guard a week before he became eligi- 
ble to be drafted into the army on graduat- 
ing from university. Mr Bush's rousing 
appeal received an ovation, whereupon Mr 
Quayle was rushed from a hotel in Washing- 
ton, where he was being briefed by the 
Bushmen on what views to express during 
the campaign, to the same convention of 
Veterans of Foreign Wars to earn their ap- 
plause and cleanse his name. 

Winning the support of those who did 
fight should have begun to defuse the crisis 
but it did not. Mr Quayle next made a 
speech to a National Guard convention in 
St Louis, a group profoundly offended by 


re 





What did you do in the war? 


the suggestion that joining the National 
Guard is unpatriotic. The National Guard is 
a militia, now containing about 450,000 
men, under the control of state governors. 
Its soldiers, after several months’ training, 
serve in the field one weekend a month and 
during a two-week stint in the summer. 
Only 15,000 guardsmen served in Vietnam, 
after the Tet offensive in 1968. Mr Quayle 
was in Indiana's National Guard from 1969 
to 1975, where he trained as a welder but 
worked in the public relations department 
because of his background in newspapers. 

Joining the National Guard was well 
known as a way of avoiding the draft. The 
president of the National Guard Associa- 
tion in 1970 said that 90% of those joining 
did so because they did not wish to fight in 
Vietnam—though they did not want to take 
the more drastic step of going to Canada ei- 
ther. Mr Quayle is hardly to be censured for 
that—after all, of 203 current members of 
Congress of suitable age to have be 
drafted to Vietnam, only 47 fought, while . 
joined the Reserves, 17 joined the National 
Guard and 126 managed to avoid the mili- 
tary altogether. (You could escape the draft 
by pleading the need to finish your educa- 
tion, or because you were head of a family, 
or for medical reasons, or if by the luck of 
the draw your number did not come up.) 

What makes Mr Quayle’s decision in 
1969 so political is that it touches on a raw 
nerve in the American memory: the suspi- 
cion, supported by statistics, that class con- 
nections could get you out of serving in 
Vietnam. The National Guard in the war 
was overwhelmingly white, middle-class and 
well-educated: 28,000 more university-edu- 
cated men served in the guard than in all 
active forces combined. And it was not easy 
to get in: until 1971 there was a waiting list, 
though it varied from state to state. 

Was there a waiting list in the Indiana 
Guard in 1969? According to Mr Quay'- 
no. According to its 1969 annual report, t 
Indiana Guard was at more than full 
strength and had imposed restrictions on re- 
cruiting two months before Mr Quayle 
joined. But, says the officer who recruited 
him—in quite a feat of recollection—there 
were four vacancies in the headquarters 
unit, which Mr Quayle joined. 

Mr Quayle did enlist the help of his fam- 
ils connections to get into the 
guard— though he denies it made any differ- 
ence. The officer, Major General Alfred 
Ahner, says he was asked by Mr Wendell 
Phillippi, a former commander of the state 
guard, to consider Mr Quayle. Mr Phillippi 
was at the time managing editor of one of 


' the newspapers owned by Mr Quayle's 


grandfather. 

Republicans angrily accuse Mr Quayle's 
accusers of hypocrisy: is not this the same 
press that vilified the Vietnam war? Were 
Mr Quayle a Democrat opposed to interven- 
tion, none of this would hurt him. But, just 
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sported America’s role in Vietnam 
then, so he generally favours the use of force 
"abroad now. He therefore stands accused 
not of pacifism but of implied cowardice 
~ ("Quayle: 60s chicken, 80s hawk," read the 
. placards at a recent rally). 
. Unless something that was actually ille- 
light, Mr Bush is determined to 
he has variously called a tem- 
acup and a press feeding-fury. 
d the blood of Gary Hart and 
, the press piranhas will not give up 
1is time. In choosing the little known 
uayle, Mr Bush risked this kind of sur- 
rise, but he appointed a diligent lawyer, Mr 
bert Kimmitt, to investigate all the candi- 
tes for the job thoroughly. Mr Kimmitt, 
-too young to have faced the same decision 
- himself, seems not to have noticed that ser- 
' vice in the National Guard was likely to be 
controversial. 
. The Bush campaign was probably more 
rried about the suggestion of an associa- 
uon with Miss Paula Parkinson, a lobbyist 
accused of, and briefly investigated by the 
FBI for, using sex to influence the way con- 
gressmen voted. Mr Quayle was in 1980 one 
of three congressmen who spent part of a 
weekend with Miss Parkinson in Florida. 
The other congressmen present were closely 
questioned by Mr Kimmitt and insisted Mr 
Quayle had nothing to do with her, but in- 
dulged his passion for golf instead. There 
the matter would have rested had not Miss 
Parkinson suddenly discovered this week, 
and divulged to Playboy along with a photo- 

















More patriotic than thou 


J WASHINGTON, DC 
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that weekend. 

Mr Quayle, suppressing a boiling rage, 
called that an “absolute, flat-out falsehood” 
and was backed up by one of the ex-con- 
gressmen, who confesses he did date Miss 
Parkinson. Mr Quayle and Mr Bush con- 
sider the press’s allegations part of an obses- 
sion to drive Mr Quayle off the ticket. The 
Democrats have been careful not to join the 
frenzy, but instead to emphasise Mr 
Quayle's mediocrity and inexperience by 
comparison with their own vice-presidential 
candidate. 

Mr Quayle needed to talk his way into 
the University of Indiana Law School be- 
cause his grades were low and he did poorly 
on a test of his writing skills when he left the 
Indiana Guard. When asked for evidence of 
executive skills outside Congress, he cited 
his work in the inheritance tax division of 
Indiana. Yet he has earned high marks as a 
"quick study" from colleagues in the Senate. 

Scandal-haunted vice presidential nom- 
inees are a regular feature of presidential 
races. Probably the worst thing to do is to 
drop them, as Mr George McGovern did Mr 
Thomas Eagleton in 1972 after he revealed 
that he had had electric shock treatment. 
The best thing to do is to face the cameras, 
preferably with a small dog called Checkers, 
and insist that you are being frank, as Mr 
Richard Nixon did in 1952 when his slush 
fund came to light after Eisenhower had 
chosen him as his running mate. 
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| X pledge allegiance to the flag of the United States of America and to the 


erty and justice for all. 


 XEORGE BUSH says he would like 
| WV teachers in state-supported schools 
.. tolead children in saying that every day; 
| Michael Dukakis, he says, would not. Mr. 


















hael Dul 
kis replies that this is a trumped-up 






1 in saying the 


torney general and the Massachusetts 
Supreme Court. Both said they thought 
was unconstitutional, because of 
-by the United States Supreme 
43. So. Mr Dukakis. vetoed 


legislature overrode his veto. 


of lack of patriotism, revealing 
) leve of debate in the m 


sulted his at- - 





lic for which it stands, one nation under God, indivisible, with lib- 













law-breaking of the Iran-contra affair. 


f Mr Dukakis, trying to display his patrio- 





ists he would encourage children _ 


to take the oath. Mr Bush goes one bet- 


ter: he has taken to reciting the pledge at - 


his rallies in unison with the crowd: Indi- 
visible indeed. LEE 
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graph of herself naked, a distant memory - 
that Mr Quayle made an abortive pass at her 


_ the machines did not fail the men; the 


which was flying (only 27 minutes lat 
regular schedule in its assigned corridor 











































Iranian boats and lost the : 

port of the official commission on the sho 
ing down of Iran Air Flight 655, headed 
Rear Admiral William Fogarty, reveals tl 


failed the machines. 

Crew: members misinterpreted: 
signals, relaying false information to.t 
captain. They misidentified the air 


tween Bandar Abbas and Dubai—as a 3 
tary aircraft (they may have confused it wi 
another aircraft). Computer terr 
showed the airbus steadily ascendi 
sailors, "yelling and shouting", re 
that it was descending and accelerating 
wards the Vincennes. On the strength of the 
information that he was given by his offi 
cers, Captain Will Rogers fired his mis: 
at the airliner, killing the 290. people 
board. | - do 

The defence department's conclus: 
that no American was to blame for the trag- 
edy on July 3rd. The report recomme 
that nobody be punished for the mistak 
General George Crist, the commander-i 
chief of the central command, diverge 
from the general view by suggesting that 
officer who passed on the false (and “hyste 
ical”) information on the Iranian airliner 
altitude to the captain without checki 
himself should be reprimanded in 
mildest possible way. Even this gentle s 
gestion was overruled by the defence sec 
tary, Mr Frank Carlucci. — ut 

Naval tradition holds the captai 
countable for all that happens under. 
command. Not so, this time. The co 
sion found that Captain Rogers had 
prudently on the basis of the data availa 
to him. Though vital parts of this info: 
tion were faulty, this, says Admiral Wil 
Crowe, the chairman of the Joint Chii 
Staffs, was not "crucial" to the decisic 
shoot down the airbus. prt fü xc 

Captain Rogers, says Admiral Crow 
did what the nation expected of him in de 
fence of his ship and his crew: since Flig 
655 never clearly identified itself as fiot hi 
tile, it could be assumed to be hostile. Th 
American fleet's rules of engagement in tt 
Gulf, after the attack on the uss Stark are 
take no chances. 

The commission argues that Iran, br 
lowing a commercial aircraft to fly so clo 
a sea battle (it is acknowledged that the 
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of the airbus were themselves probably un- 


aware of the surface action), must share res- 
ponsibility for the tragedy. Admiral Crowe, 
going one better, believes that Iran should 
bear "principal" responsibility. If this judg- 
ment affects congressional thinking on com- 
pensation for the victims’ families, the ofh- 
cial shifting of blame will look extremely 
shabby. 

Officers on the Vincennes, suggests the 
report, distorted the data on their computer 


terminals because they were already con- 
vinced that the aircraft was an F-14 and thus 
made the “available evidence fit a precon- 
ceived scenario”. There is much talk of com- 
bat stress and the fog of war. The commis- 
sion does not call for any major changes, 
and none for the rules of engagement. But it 
does suggest that "if we must operate in a 
low intensity conflict and in the presence of 
[commercial aircraft], we must train to that 
environment." Yes, and to keep cool. 





Baltimore 


BALTIMORE 


"Oh, say can you see?" 


Old ports are picturesque. In one of a series of occasional articles on Ameri- 


ca's 


er small cities, we look at Baltimore, whose boosters were among 


the first to realise that tourism can help to arrest decline 


"Crab town", "Charm city’, 
"Bawlmer". Call it what vou 
will, Baltimore is not what it 
used to be. A few years ago the 
idea of taking a holiday in Mary- 
land's largest city would have brought peals 
of laughter from almost everybody (some 
residents included). It was the kind of place, 
as the old joke goes, where you went for a 
week if vou won first prize. Win second prize 
and you went for two weeks. 

No longer. Today the rusty, dusty port 
city at the top end of Chesapeake Bay is, of 
all things, a tourist spot. Baltimore is flush 
with boutiques, shopping malls, restaurants 
and bars. It is home to a gleaming conven- 
tion centre, spanking new hotels, revitalised 
ethnic neighbourhoods, shiny office build- 
ings, old ships, new ships, monuments and 
an aquarium that ranks among the world's 
best. On a roasting hot summer day it is seen 
bustling with tourists from near and far. 
Even the city's somewhat snooty neighbours 
40 miles to the south, the residents of Wash- 
ington, DC, have stopped sniggering at blue- 
collar Baltimore and started coming up for a 
day's outing. 

The centre of the tourists’ attention is 
the Inner Habour, once an area of derelict 
wharves. Its Harbourplace, a pavilion of res- 
taurants and shops of the kind now found in 
many American cities, is said to have at- 
tracted at least 21m visitors since it opened 
in 1980. Next to it can be found various his- 
torical ships, including the uss Constella- 
tion, the American navy's first ship (built in 
Baltimore). Farther along the waterfront is 
the architecturally splendid National 
Aquarium (complete with a mock tropical 
rain forest and soon to be joined by a second 
building). The Inner Harbour is surrounded 
by a "downtown" of new office buildings, 
trendy shops and luxury hotels. The atmo- 
sphere is that of an urban amusement park; 
brimming with holiday-makers. 
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One of the earliest American cities, Bal- 
timore has had a surprisingly bland history. 
The Continental Congress met there for a 
short time in 1777, but the city’s main claim 
to fame comes from Fort McHenry, which 
was attacked by the British during the war of 
1812. During the bombardment, the British 
guns failed to dislodge the American flag fly- 
ing above the fort. It was seen “in the dawn's 
early light" by Francis Scott Key, who then 
wrote the words of the musically tortuous 
song that has since become the national 
anthem. 

The city boomed during the late nine- 
teenth and early twentieth centuries because 
of its position as the most inland seaport in 
America, making it a railhead for the Mid- 
west. The opening of the St Lawrence Sea- 
way and the general decline in manufactur- 
ing and ship-building in the 1950s put paid 
to that prosperity, although—through plan- 
ning, redevelopment and government lar- 


Things have changed in "Bawlmer" 


gesse— Baltimore managed to avoid the big 
declines that afflicted such cities as Buffalo, 
Cleveland and Detroit. 

The largest employers in Baltimore to- 
day are Johns Hopkins University, Balti- 
more Gas and Electric, Johns Hopkins Hos- 
pital and a highly automated General 
Motors plant. In the metropolitan area as a 
whole, 2496 of the workers are employed by 
the federal, state or local government—a re- 
flection of the closeness of Washington, DC, 
and of the headquarters outside the city of 
the Social Security Administration and the 
National Security Agency. 

Baltimore is often cited for its ability to 
change with the times and, indeed, to im- 
prove its lot. It is, says Mr Bob Keller of the 
Greater Baltimore Committee, “a kind of 
national laboratory for urban America". If 
he is right, then the boffins in this particular 
lab are an unusual mixture of far-sighted lo- 
cal businessmen and a string of remarkablv 
able mayors, aided by grants from the sta 
and federal governments. 

Baltimore's transformation began in the 
early 1950s after a study was released sug- 
gesting that, unless the city did some plan- 
ning for the future, it would fall on hard 
times. This triggered action by a group of 
businessmen, who drew up a plan to rede- 
velop the downtown, adopting an idea that 
was unusual at the time. If private enterprise 
would not do the job alone, they said, gov- 
ernment would have to help. 

The mayors of Baltimore since then ap- 
pear to have agreed, three of them in par- 
ticular. They have endorsed and added to 
the plan. Continuity, says Mr William Don- 
ald Schaefer, the mayor from 1971 to 1987, 
is the secret of Baltimore's revival. 

With the help and approval of Thomas 
D'Alessandro, the mayor from 1947 to 
1959, work was begun on the Charles Cen- 
tre, a commercial complex started in the 
1960s and not completed until 1986. It ' 
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crammed with hotels ‘and office buildings. 
Theodore McKeldin, Baltimore’s only Re- 
publican mayor, extended the plan to the 
Inner Harbour. Throughout, the develop- 
ment was aided by three senior (now retired) 
congressmen, who managed to direct mil- 
lions of federal dollars into the city. 

The harvester of all this sowing was Mr 
Schaefer, who was president of the city 
council in the early days of the development 
and then came to epitomise Baltimore as its 
colourful and eccentric mayor. Now gover- 
nor of Maryland (although he still lives in 
his Baltimore terrace house, not in the gov- 
ernor's mansion in Annapolis), Mr Schaefer 
is credited with giving the city its new repu- 
tation as an enjoyable town to live in or visit. 

Not that everything in Baltimore is rosy. 
lt suffers from many of the problems of 
other American cities: bad schools, "white 
flight" (the population has dropped to 
751,000, 6096 of whom are black) and wide- 

read poverty. Median disposable house- 
nold income for the city in 1987 was 
$19,377, compared with $28,227 for the 
metropolitan area and $24,632 for the 
United States as a whole). Many of the most 
plentiful and better-paying jobs, such as 
those with Westinghouse and the Social Se- 
curity Administration, are outside the city. 
Perhaps most distressing, Baltimore's teen- 
age-pregnancy rate is the third highest 
among big American cities. Nearly a quarter 
of Baltimore's children are born to teenage 
mothers. 

The tough task of reversing these trends 
will fall to Mr Kurt Schmoke, the current 
mayor and one of the new breed of black 
American politicians. He is a man who is al- 
ready earning a name for himself as intelli- 
gent and outspoken (he has dared to suggest 
that America might legalise drugs as a way of 
getting criminals out of the business), and 
he may well succeed in finishing the job that 

hers have started. He does, however, have 
iard act to follow. 





Pollution 
Breathing is bad 
for you 


WASHINGTON, DC 


HE air over America's cities has been 

like the inside of a dog's mouth this 
summer. It has been unsettling for people to 
be told day after day by their weather fore- 
casters that the air will be not only hot and 
wet but also "unhealthful", the term em- 
ployed for air that breaks a federally ap- 
pointed threshold of ozone concentration 
above which the government would prefer 
you to stay indoors. 

In most cities ozone levels have never 
been this high since the government started 
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A smoggy day in LA town 


collecting data ten years ago. Appropriately, 
on August 31st this year, the deadline for 
meeting the Clean Air Act of 1977 will ex- 
pire, exposing cities that pollute their air to 
federal punishment. 

The Clean Air Act set target levels of 
ozone and carbon monoxide for cities to 
aim for by the end of 1987. In December last 
year, when it became clear that cities would 
fall far short, Congress simply extended the 
deadline for eight months. At the end of 
August, the act says, those cities that have 
not yet met the targets are to be punished. 
Congress wants to renew the act, setting 
new targets and less drastic punishments. In 
the meantime, the federal Environmental 
Protection Agency (EPA) must enforce the 
penalties. 

Both ozone and carbon monoxide are 
bad for people. Carbon monoxide is simply 
a poison that reduces blood's ability to carry 
oxygen. It is formed when oxygen is scarce 
and fuel does not burn properly, so it is espe- 
cially bad in cities at high altitudes and in 
cold conditions, Denver, the worst offender, 
has taken steps to clean its air by insisting, 
over the complaints of oil companies, that 
garages sell ethanol and other high-oxygen 
fuels mixed with petrol during the winter. 
The first experiment last winter was a 
success. 

Ozone scars lung tissue, which worsens 
respiratory diseases and can cause breathing 
problems especially for young children. It 
also makes eyes sting and throats itch. 
Ozone is a summer gas, baked by strong sun- 
light from a mixture of unburnt fuel (and 
other fumes), oxygen and nitrogen oxides, 
much of which come from car exhausts. The 
federal limit for ozone is 120 parts per bil- 
lion. In Los Angeles, it sometimes reaches 
three times that level and exceeds the 
threshold on nearly half the days in the year. 
In this hot summer most cities have already 
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broker the record levels of ozone (and thea 
number of days above the threshold) they 


set in 1983, another hot vear. 


Congress still plans to renew the Clean ` 
Air Act bur it has little time left to do so - 
before the election. Senator George Mitch- — 


ell of Maine and Representative Henry Wax- 
man of California both have bills ready but 


both are being blocked by powerful oppo- 


nents from coal-mining and car-producing 


states. Meanwhile the EPA has already drawn — 
up plans of its own to punish the offenders, _ 
which it defines as those cities without plans 4 
to meet the thresholds within five years. In — 
June, Mr Lee Thomas, the EPA’s adminis- — 


trator, published a list of 14 metropolitan ar- - 
eas whose plans to reduce their air pollution 


were inadequate. Of these three could be — 


punished this autumn: Los Angeles, Chi- 


cago and Sacramento. | 


The punishment would take the form of 


a ban on the construction or enlargement of | 


any sources likely to produce more than 100 
tonnes of pollutant a year. That would mean 
no more dirty factories, power plants or re- 
fineries. Since at least half of the fumes come 
from vehicle exhausts, it would also make 
sense to ban the construction of roads. Al- 
though EPA does not have the power to li- 
cense roads, it can deny the federal funds on 
which cities rely for big road-building 
projects. Only Cleveland is immediately 
threatened with such sanctions since it 
failed to implement a policy for inspecting 
cars and testing their exhausts. 

Harsh though it would be to deny cities 
new factories, these measures would do no 
more than nibble round the edges of the 
problem. For the past ten years, car exhausts 
have been getting cleaner, as have most fac- 
tory chimneys. But both have been growing 
more numerous even faster than they grow 
cleaner, so the total pollution emitted has 
gone up. All the big sources have been tack- 
led. What is needed are schemes to deal with 
the small sources and those that are already 
half-clean. 

The pioneer is Los Angéles, which by 
virtue of a topography that traps the city's 
fumes against the mountains is by far du 
most ozone-polluted city in the country— 


though it is gradually getting better, not — 


worse. Last year the California legislature 


gave the South Coast Air Quality Manage-  — 


ment District Board new teeth to plan to 
clean up the air. 


It has moved fast. Now if you see a car _ 


emitting blue smoke in its exhaust, you can 
call 1-800-cur-swooc to betray it to the au- 
thorities. More than 13,000 such calls were 
made in the first two months the line was 
working. Earlier this month the board over- 
came intense lobbying and ordered big oil 
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refineries and furniture companies to cut by — 


1996 their emissions of nitrogen oxides by 
70% and 90% respectively from existing lev- 
els. Furniture makers use volatile hydrocar- 
bon solvents, paints and varnishes that the 
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ederal employees 
omparable 


T. IS hardly likely to keep them up at 
nights pd what to do with the 
oney, but some 4.4m employees of the fed- 

ral government (including the military) are 
bout to get a pay rise. On August 10th, a 
ference of senators and representatives: 
ded to give the government's workers a 
o salary increase as of January Ist. Not a 
rou say. But it is clearly better than the 
handed out by a grateful government 
tyear. | 

Not everyone is included. Congress’ $ 
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EORGE BUSH has promised that he 
MI will keep the economy growing, and 
that "if we continue to grow at our 
< present rate over the next eight years" he 
will create 30m more jobs. How, is some- 
thing of a mystery. The rate of unemploy- 
‘ment in the America fell to 5.3% in June, 
the lowest it has been for 14 years. lt 
edged up a bit in July, but only to 5.496. 
The number of people classed as unem- 
ployed stood at about 6.8m. 
Moreover, totals conceal the tightness 
of the many labour markets where eco- 
nomic growth is the most feverish. In New 
Hampshire where the rate is 2%, the low- 
.. est for any state, it falls to 1.4% in the met- 
. ropolitan area of Portsmouth-Rochester. 
-In Massachusetts the rate is 3.6%. In the 
- Boston area it is 396, in San Francisco 
< 3.8%. In the Washington, DC, metropoli- 
tan area it is 2.596, roughly half the na- 
tional average. 

Jobs are going begging, not only in 
Washington, Boston and San Francisco, 
but in Philadelphia and in cities in the 
South. "Help wanted" signs are every- 
. where in the suburbs, on shops, factories, 
< fast-food restaurants, offices. Employers 
. are desperate for workers, from trained 
- secretaries to nurses, from bank clerks to 
hamburger cooks and technicians. 

| One reason is that the baby boom is 
| -petering out. The first baby-boomers are 





themselves (this is, after all, 


— —— —— n—À Án! € er 


dentally, includes members of Congress 
an election 
year). And there is. the proviso that federal 


agencies must pay for the increase by mak- 
ing cuts in their respective dpa None- 


theless, the rise should be welcome news to 
the bureaucrats, not least because members 
of Congress clearly believe they deserve it. 

During the debate, à familiar refrain was 
heard: federal employees deserve a rise be- 
cause they could make so much more if only 
they did not work for the government. lt 
was best summed up by Representative 
Steny Hoyer of Maryland, a Democrat 
whose district includes many of those who 
will now get more money. “We are moving 
to a fairer pay scale, although we're still way 
behind the private sector,” said Mr Hoyer. 
He added that federal ‘workers shoul d really 
be getting a 24% lift if they were to have 
their salaries made comparable with those 
who work for others. 

Wrong. Or so, at least, says Mr Alan 
Krueger of Princeton University’s depart- 
ment of economics. In a study for the Na- 
tional Bureau of Economic Research, Mr 
Krueger finds that employees of the federal 





T he miseries of full sien 


now in their late twenties and thirties and 
already well up the promotion ladders. 
From now on their numbers will decline 

steadily. In desperation employers in the 
suburbs turned first to the elderly and to. 
married women to fill the gap. Now even 
they are becoming hard to find. 

Another reason is that the new jobs. 
are, for the most part, in the suburbs, 
where land. was cheap to build on. In 
Washington almost all of the 400,000 or 
so new jobs created since 1983 have been 
in the suburbs. These tend to be service. 








A dwindling pool of labour 


US unemployment rate 
as % of civilian labour force 





Source: US Bureau ot Labour Statistios 
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senior. officiale—a group that, not coinci- 


jobs that demand T skills (ends pay. core " 


l wages of federal workers exceed. those of pri- 


vate-sector workers by 10% to 25%, while 
wages of state and local government workers 
are roughly equivalent to or: slightly. less 
than the wages of private sector workers.” 
Mr Krueger’s findings—based on a sta- 
tistical comparison of -public and private 
 pay—are much the same as those of other 
academic studies, even though he used a dif- 
ferent research method. Furthermore, Mr 
Krueger’s . "comparative analysis. of the 
length of job pisa ' found that on average 
more workers apply y for federal jobs than for 
jobs ín the private sector (suggesting, per- 
haps, that federal jobs have more to offer). 
Mr Krueger admits that his study used 
too small a sample for the results to be deci- 
sive and he notes that other. studies— 
notably one by the government's Bureau af 
Labour Statistics—have found federal e: 
ployees to be paid less than private sector 
workers who: perform similar jobs. Given 
this, Mr Krueger says ner hos be more 
studies. . Dy. private. «government 
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respondingly little) but just forthat reason 
can be filled by untrained young people. 

There are plenty of them in the inner 
cities, but they cannot afford to live in the 
suburbs and often there is no easy way to. 
get to where the jobs are. Poor people cane. | 
not afford cars, public transport is often . 
not available and it is expensive. Some | 
employers try to bridge the gap. by run- | 
ning their own coaches, but dwellers in | 
slums often fear to leave their familiar sur- | 
roundings even if the transport is cheap. 

This week cold water was being 
thrown on Mr Bush’s figure of 30m new 
jobs. His senior economic adviser, Mr 
Robert Zoellick, called it just an aspira- 
tion. And two of his most prominent out» - 
side advisers, Mr Martin Feldstein and Mr. 
Michael Boskin, voiced their doubts. Ac- 
cording to the Bureau of Labour Statis- 
tics, only about 11m more Americans are 
likely to enter the labour force by 1996. 

Still, if Bush is elected in November 
and he can keep the boom rolling, he will 
have a not-to-be missed opportunity to 
help man industry and services with the 
poor blacks and Hispanics marooned in 
the inner cities. This will require much 
more vigorous training than exists today. 
Then some businesses, in their despera- 
tion for staff, may be prevailed upon to. 
return to the city fringes. And it is not 
only. businessmen-and. poor people who 
would profit. Taxpayers could benefit too. 
But is this what Mr Bush has in mind? 
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The price of national defense—second in a series 


THERE IS NO WEAPON MORE COSTLY 


THAN ONE WHICH CAN'T FIGHT AT NIGHT. 


The movement of armor under 
the cover of darkness and in bad 
weather is a time-proven battle 
tactic. The defending force which 


ignores this reality of combat forfeits 


perhaps the only opportunity to 
defeat the advancing threat. 


No light ts no problem. 

The AH-64 Apache is the only 
anti-armor helicopter available 
today at any cost which can fight 
day and night as well as in bad 
weather. Its advanced avionics 
seek out, identify and lock onto 
distant targets. Laser-guided 


Hellfire missiles knock out any 
known armor. Apache flies nap of 
the earth, using the terrain itself 
as well as electronic jammers to 
hide from radar. Virtually invisible 
to heat-seeking missiles, Apache 
moves undetected to strike 
intruding forces. 


Cost-effective—today and tomorrow. 


Today's Apache is a formidable 
weapon system, built to survive the 
fight and to be easily maintained 
on the battlefield. Enhancements 
now under way will make the 
Apache an even more potent 





weapon. Air-to-air missiles will 
provide new combat capability. 
A new fully integrated cockpit 
with multifunction displays, 
plus state-of-the-art flight 
controls, communication and 
navigation systems — all will 
increase crew and combat 
effectiveness. 

Apache is an aircraft with 
proven performance and reliability. 
‘Td procure a combat helicopter 
with less than Apache's defensive 
capability is to deny the reality of 
modern combat requirements. 
That would be costly. 


Apache owns the night—for a lot less money than you're led to believe. 


The Apache's flyaway cost is $9.8 million (U.S.). kar 
That's the average unit cost reported by the U.S. 
Department of Defense for procurement of | wt 


675 aircraft through fiscal year 1989. " À 
Collaborative Apache production could f, * 

bring substantial benefits to any x 

participating country. A coopera- 
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tive venture could produce new jobs and enhance 

the development of new technologies. Apache is 
available now, with more combat capability 
than any other helicopter. In fact, as today's 
only anti-armor helicopter built for around- 


the-clock operations, Apache has 
no competition — at any cost. 
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like this. 


The new Minolta EP490Z gives you 
two-color copying that’s as fast and easy 
as regular copying. 

Think of it. A copier that makes two-color 
copies in one quick scan. It’s now a reality for 
your business with the new Minolta EP490Z's 
Simul-Color function. 

Simul-Color makes two-color copies in 3 
fast, easy steps. Simply set the Color Lever. then 
press the Simul-Color Key and the Print Key The 
result is a perfect copy in black plus another 
color: red, blue, sepia or green. 


new Simul-Co 


SO now you can say goodbye to ordinary 
color copying. No more waiting for two scans. 
No more time-consuming procedures for desig- 
nating the color area. No more disappointing 
copies that don't really match up. 

That's because the Minolta EP490Z makes 
high-quality two-color copies just as fast as it 
makes regular black copies, at a quick rate of 30 
copies per minute. 

So contact your Minolta dealer about the 
new Minolta EP490Z with Simul-Color. It’s the 
world's first practical color copier 
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Africa's heart of darkness 


HERE is slaughter in the green hills be- 
tween the tiny central African states of 
Rwanda and Burundi. At least 5,000 people, 
most of them Hutu peasants, have been 
massacred since August 14th. Some 35,000 
Hutu refugees have fled across the 
Akanyaru river into Rwanda for fear of their 
Tutsi fellow-countrymen, who have been 
reir feudal lords for centuries. The body 
Junt was announced by the Tutsi soldiers 
who run the government in Bujumbura; 
their men used modern weapons, including 
helicopters, to shoot down the fleeing Hutu. 
Nobody will ever know the true extent of 
the killing. 

Tribal hatreds in Burundi are among 
the bitterest in tropical Africa. On the steep 
hills where the Oreat Rift valley breaks 
down in volcanic contortions, two peoples 
as different as Finns and Sicilians live on top 
of one another in highlands whose fertility 
has been eroded by slash-and-burn farming. 
The Hutu—some 85% of Burundi’s 5m or 
so people—are small, thick-set, deep-brown 
farmers. The Tutsi minority are tall, slim, 
very dark cattle-drovers whose forefathers 
conquered the Hutu some four centuries 
ago. The two peoples have lived as nobles 
and serfs ever since. 

In this tinderbox, a small spark 
can start a blaze. Refugees in Rwanda 

y the bloodletting began when an 
nd Tutsi soldier killed two Hutu. A 
furious Hutu crowd killed the soldier 
and then set upon Tutsi homes, mur- 
dering about 1,000 people. On Au- 
gust 17th the army, which is almost 
entirely Tutsi, began its revenge. Sol- 
diers slaughtered thousands of Hutu, 
many of whom were in flight to 
Rwanda; the killing may still be going 
on. The government's story, less plau- 
sible, is that the uprising was insti- 
gated from Hutu-run Rwanda. 

Dousing the fire in Burundi will 
test the one-year-old regime of Major 
Pierre Buyoya. He had somewhat 
smoothed relations between the gov- 
ernment and the Roman Catholic 
church, inflamed since his predeces- 
sor, Colonel Jean-Baptiste Bagaza, ex- 
cluded Belgian missionaries whom he 

called “agents of imperialism”, closed 
church schools and abolished parish 
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councils. Missionaries have favoured the 
Hutu underdogs since the Germans first in- 
vaded the territory in 1899; the Tutsi have 
always disdained foreigners and preferred 
their cattle to a European idea of God. 
While the Hutu ran the civil service, the 
Tutsi manned the army, and kept the upper 
hand by shooting complainers. They massa- 


cred up to 100,000 Hutu in 1972. 
What's Burundi for? 


If history were logical, the indigenous Hutu 
and the Tutsi invaders would have 
intermarried and buried the roots of their 
family trees; the Germans would not have 
bagged a fruitless colony in order to separate 
Belgium's west African empire from the 
British one in the east; the Belgians would 
not have been given the place after the first 
world war; Burundi would never have been 
invented. In the event it is a miniature of the 
tribal agonies that baffle Africa's well-wish- 
ers and reinforce its critics’ contempt. 
Africa is a patchwork of perhaps 1,000 
distinct ethnic groups (our map shows only 
the main ones) The European statesmen 
who parcelled out the continent over port 
and cigars in the great Berlin conference of 
1884 paid little attention to such trifles. The 
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All Try well for the Tutsi 


troubles that outsiders call tribal are some- 
times no more than regional rivalries, such 
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as even the modern industrial countries 


have to accommodate. Sometimes they are 
more like the nationalisms of Europe's small 
tribes. It is not easy to govern new nations 
where several dozen groups of Welshmen, 
Ulster Protestants, Basques, Lapps and 
Montenegrins live cheek-by-jowl. 

Yet not all the new African nations have 
turned into Burundis. In some, the 
colonisers destroyed the tribal structure. In 
Tanzania, for example, Arab slave-traders 
and Germany's colonial administrators sup- 


pressed the local rulers and imposed tħe 
coastal Swahili language as a genuine lingua — 
franca. Only in recent years, under Mr Julius — 
Nyerere, have tribal rivalries raised. 


their heads after a century of quiet. 
The well-meaning British tended 


name of respect for indigenous cus- 
toms. In Uganda they tried the system 
of indirect rule through local princes 
that had worked so well in India, and 
at independence left behind a con- 
stitution that installed as national 
president the greatest of all the tribal 
rulers, the Kabaka of Buganda. The 
other tribes banded together to undo 


other and have been fighting ever 
since. The country’s present military 
ruler, Mr Yoweri Museveni, has the 
great advantage of belonging to the 
Banyarwanda, most of whom live 
next door in Rwanda. 

The best-run countries are proba- 
bly those where a dominant tribe has 
the wit to share the spoils of govern- 
ment with others. In Kenya, the once- 
despised Kikuyu took keenly to edu- 
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this absurdity, then fell out with each- 
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cation, and emerged as the spearhead of the 
independence movement. Kenya's first pres- 
ident, Jomo Kenyatta, was a Kikuyu; his suc- 
cessor, Mr Daniel arap Moi, is from the 
small Kalenjin people; his Kalenjin friends 
get promoted a lot, but the Kikuyu seem 
happy for the moment because they get 
plenty of business opportunities, and the 
second-largest people, the Luo, are grateful 
to Mr Moi for not being a Kikuyu. 
Statecraft works in Africa as anywhere 
else. In Nigeria the powerful Muslim clans of 
the northern Hausa peoples for the present 
allow others to hold the top jobs, because 
they fear the country might break up if they 
tried to run it openly. The wily Mr Mobutu 
Sese Seko has held power in Zaire since 
1965 by formally banning tribal associations 


— while in fact allowing local rulers to run 


their piece of land as they wish. 


Africans say, rightly, that the colonial 
powers divided in order to rule, and made 
tribalism worse. (The South African govern- 
ment still plays that old game.) They also ar- 
gue that national institutions, especially ar- 
mies and police forces, can be organised in 
non-tribal ways to foster unity: an argument 
often used by military dictators. By far the 
most effective detribalising influence is that 
of living in towns, where people become so 
jumbled up that the old languages and dis- 
tinctions quickly lose their divisive force. 

So far only some 2096 of black Africans 
live in cities, and the only country with a lot 
of detribalised, well-educated, prosperous 
urban black Africans is South Africa, where 
they are confronted by a better educated 
and more prosperous white tribe. That con- 
flict could one day make the fight in Bu- 
rundi look like a picnic. 





Nuclear tests 


OVIET observers watched the Ameri- 

cans set off a nuclear explosion in the 
Nevada desert on August 17th. In Septem- 
ber American officials will watch a similar 
Soviet test. This exchange would have been 
unthinkable only two years ago. But the two 
superpowers hope for very different returns 
from letting their opposite numbers come to 


— see their big bangs. The Russians still want 


all nuclear tests banned, the 
Americans want to carry on 
some amount of testing for the 
foreseeable future. 

Even so, the two countries 
are growing more relaxed 
about co-operation. Neither 
wants to look as if it is obstruct- 
ing progress on arms control, 
and both are keen to collect as 
much information as possible 
about the other side while rela- 
tions stay reasonably good. 

It all began in July 1986, 
when the Russians let scientists 
from the Natural Resources 
Defence Council (NRDC), an 
American environmental pres- 
sure-group, take measurements 
near the main Soviet test site at 
Semipalatinsk in central Asia. The Ameri- 
can scientists wanted to work out how many 
stations would be needed to detect very 
small tests anywhere in the Soviet Union; 
this would help to enforce the complete test 
ban which (unlike their own government) 
the NRDC scientists favour. 

The Russians did not let the visitors 
make their experiments during a real nu- 
clear test. Instead, they set off three biggish 
chemical explosions to help them measure 
shock-waves around the test site. (The NRDC 
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One that works 


people are still there, with more stations, 
and hope to monitor next month's test with 
their seismometers.) In return, also in 1986, 
the American government said it would let a 
group from the Soviet Academy of Sciences 
observe a nuclear test and inspect an Ameri- 
can system, called CORRTEX, for measuring 
the power of underground explosions. 

This system is built around a cable bur- 
ied at the test site, which is 
crushed by the force of the 
blast. By measuring the speed 
of the crushing, say the Ameri- 
cans, one can measure the ex- 
plosion's power accurately and 
easily. Since the Russians were 
not interested in measure- 
ments but in a complete ban 
on tests, they declined to look 
at CORRTEX. But they half- 
changed their mind at last De- 
cember's meeting between Mr 
Gorbachev and Mr Reagan, 
when Russia agreed to an ex- 
change of government observ- 
ers using their own methods to 
measure each other's explo- 
sions. The Americans will use 
CORRTEX. 

The United States has handicapped it- 
self in this debate. It has deployed every 
imaginable argument against a complete test 
ban, including the contention that very 
small weapons might be tested without de- 
tection, and that the side which cheated 
would jump ahead of the one that did no 
tests. Unfortunately for the Americans, 
technology is demolishing the they-might- 
cheat-without-getting-caught argument. 

Partly as a result of the NRDC's work, 
most scientists now agree that about 25 seis- 


mic stations inside the Soviet Union could 
detect nuclear explosions as small as five ki- 
lotons (one kiloton gives a bang as big as 
1,000 tons of TNT) and distinguish them 
from earthquakes. Such a network might 
fail to distinguish nuclear explosions of this 
size from the big conventional bangs some- 
times used in mining. But a combination of 
a 25-station network plus an agreement to 
invite outside observers to mining explo- 
sions could catch nearly everything nuclear 
down to perhaps one kiloton. 

[n fact, the possibility of cheating is not 
the main American objection to a complete 
test ban. The Americans argue that so long 
as nuclear weapons help to keep the peace 
old ones need to be replaced by new ones, 
and the new ones have to be tested. The new 
ones generally produce less radiation and 
cause less physical havoc than the old ones. 
Even existing weapons need testing now and 
again to make sure they still work. Under- 
ground tests are not particularly expensis 
or dangerous: they rarely release much r 
dioactivity into the atmosphere. It is a good 
argument. 

Most opponents of tests would like to 
do away with nuclear weapons entirely, and 
think a test ban might help. It might, but if 
governments decide that it is safe to do away 
with nuclear weapons the best way is to sign 
an agreement and then destroy them all, not 
deny themselves new and "cleaner" ones 
while the old ones deteriorate in unpredict- 
able ways. 

This does not invalidate the superpow- 
ers’ exchange of test-watchers. The present 
rules limit nuclear explosions to a power of 
no more than 150 kilotons. The two treaties 
that set this limit—the Threshold Test-Ban 
Treaty of 1974 and the Peaceful Nuclear Ex- 
plosions Treaty of 1976—have never been 
ratified by the American Senate, mainly be- 
cause of fear of cheating. The exchange vis- 
its will probably show that cheats can be 
caught. If the Americans are allowed to « 
in their CORRTEX cables at the Soviet test 
site before each shot, the Senate may be per- 
suaded to ratify those treaties. 





Gulf war 


Other means 


LAUSEWITZ called war the continua- 
tion of politics by other means. The 
peace talks between Iran and Iraq, which be- 
gan in Geneva on August 25th, five days af- 
ter an official ceasefire took hold on the 
ground, are likely to reverse that dictum. 
Both sides want the talks to deliver the clear 
victory neither managed to gain on the bat- 
tlefield. Mr Javier Perez de Cuellar, the 
United Nations secretary-general, thinks 
the negotiation could last for years. 
The bitterest disputes will be over two 
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ghdad thinks it won 
points that have become questions of na- 
tional honour. Who started the war? And 
who owns the Shatt al-Arab waterway, on 
which Iraq has its only deep-water port? Iraq 
ceded half of the Shatt to the Shah in 1975 
but invaded Iran in 1980 partly to get it back 
again. The Iraqis say this bit of their border 
must be renegotiated; the Iranians say the 
1975 treaty still stands. 

For Iran, the “impartial body” that is to 
look into the cause of the war may be even 
more important. If it delivers the expected 
verdict, by laying the blame on Iraq while 
noting Iranian provocation, the Iranians 
will ask for compensation. They are unlikely 
to get much, but would be able to claim 
some sort of moral victory. 

Moral victories are badly needed by 
both governments if their people are to be 

suaded that the eight-year war was worth 

iting. The Iraqis were quick to claim a 
symbolic moment on August 20th, when 
the first Iraqi merchant ship for nearly eight 
years passed through the Strait of Hormuz. 
The Iranians insisted on their right to in- 
spect it and then let it proceed. The ship 
berthed at Umm Qasr, a shallow-water port 
near the Kuwaiti border. 

Iran has less to comfort itself with (al- 
though it must have been pleased by the 
UN's confirmation, on August 23rd, that 
Iraq had attacked Iranian civilians with mus- 
tard gas only weeks before the ceasefire took 
effect). Mr Ali Akbar Rafsanjani, the acting 
head of the Iranian forces, has been sound- 
ing duly defensive. In a speech on August 
I9th he said that his country's belated ac- 
ceptance of the UN's ceasefire resolution was 
"very much the right thing to do"; but gave 
warning that the war was not necessarily 
over and that Iran intended to rebuild its 
armed forces. 

À sign of Mr Rafsanjani's sensitivity is 
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that the parliament of which he is Speaker 
has failed to reconvene since its members 
rushed to the war front a month ago (that 
was when lraqi-backed Iranian rebels 
launched a cross-border attack towards the 
Iranian city of Kermanshah). The govern- 
ment is said to have been cracking down on 
domestic opponents, executing political 
prisoners and hanging publicly some of the 
Iranians thought to have supported the 
rebel offensive. 

Iraq, too, has turned on its enemies at 
home. The Kurdish rebels in the north of 
the country say that 30,000 Iraqi troops 
have been attacking their positions near the 
Iranian and Turkish borders since late July, 
and have again used poison gas. The 
ceasefire, it seems, is just for some. 





Egypt 


Iran grew weary, 
but they still try 


FROM OUR CAIRO CORRESPONDENT 


HE Egyptian government's annual ritu- 
al of filling its jails with bearded young 
men accused of being subversive Muslim 
fundamentalists is being performed with its 
usual verve this summer. Since the fasting 
month of Ramadan in May, and especially 
during August, the police have arrested 
hundreds of alleged members of the jamaat 
islamiya, a network of shadowy “Islamic 
groups" which want an Islamic government, 
whatever that means, for Egypt. 

So far the police appear to have arrested 
fewer people than they did last summer, 
when armed men tried to kill two former in- 
terior ministers and a magazine editor (33 
suspects are now on trial). But police tactics 
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are getting tougher. One new trick of besieg- 
ing mosques to arrest militants after prayer 
has begun to look to many ordinary Egyp- 
tians like harassment of the devout. 

On August 12th Cairo saw its worst reli- 
gious-inspired violence for years when po- 
licemen surrounded the Adam mosque, in 
the eastern part of the city. The mosque is 
used by jamaat members for a weekly meet- 
ing after Friday prayers. When the police ar- 
rived local people pelted them with stones. 
The police responded with teargas and then 
with gunfire; the skirmish killed two people 
on the spot and fatally injured three others, 
including a police captain. More than 100 
people were arrested, many of them young- 
sters who had set police cars on fire. 

The area where this happened, Ain 
Shams, is typical of the middle-class urban 
districts where Islamic militants flourish. It 
contains a disproportionate number of 
Christians (a well-guarded church is barely a 
block from the Adam mosque) and many 
first-generation university students from the 


, countryside. In such places militant leaders 


are readily sheltered. One jamaat spokes- 
man was interviewed after the rioting in a 
tiny apartment to which foreign reporters 
were brought after being led down dark al- 
leys to shake off plain-clothes policemen. 
“We are the only true voice of opposition in 
Egypt,” he claimed with pride. 

The police say that many jamaat mem- 
bers belong to the Jihad (“Holy War”) 
organisation, which killed President Sadat 
in 1981. Not so, say the jamaat, although 
the distinction sometimes seems a fine one. 
The jamaat claim to prefer “infiltrative” 
methods to Jihad's violence, but argue that 
violence is sometimes justified. Both groups 
are influenced by a blind theologian, Sheikh 
Omar Abdel Rahman, whose fatwa (reli- 
gious finding) that it was lawful to kill a ruler 
who does not obey God's laws, is said to 
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A candidate too far 


FROM OUR LEVANT CORRESPONDENT 


VER say that President Hafez As- 
sad of Syria forgets his friends. One 
of his best friends in Lebanon is 78-year- 
old Mr Suleiman Franjieh, a Christian 
and a former president of that country, 
whom he met decades ago when Mr Assad 
was a humble air force officer and Mr 
Franjieh was sheltering in Syria after be- 
ing accused of involvement in the massa- 
cre (while they were at their prayers on a 
Sunday) of 16 fellow Christians from a ri- 
val clan. A few weeks ago Mr Franjieh de- 
cided that he would rather like to be presi- 
dent again. He sees himself as a saviour of 
Lebanon with certain essential tasks to 
perform. These include the expulsion of 
Israel from southern Lebanon. President 
Assad decided to support him. 

If anyone can repair the mess that is 
Lebanon, it is not Mr Franjieh. He is 
deeply unpopular even among the Maro- 
nites. For ten years he has waged a ven- 
detta against the families of President 
Amin Gemayel and Mr Samir Geagea, the 
commander of a Maronite militia known 
as the "Lebanese forces", both of whom 
he blames for the killing of his son in 
1978. Hundreds of followers of the 
Gemayels and Geageas have been killed, 
and there have been numerous attempts 
on the lives of both men. Little wonder 
that many Christian members stayed 
away from the meeting of parliament on 


have inspired Sadat's killers. 


The zeal with which the police have har- 


ried the fundamentalists this summer is due 
partly to embarrassment over the escape 
from prison in July of three Jihad members. 
(Police eventually tracked down the escap- 
ees and killed two of them.) But the authori- 
ties are also keen to exploit the division be- 
tween the jamaat and an older funda- 
mentalist group, the tolerated but tech- 
nically outlawed Muslim Brotherhood. 
Relations between the militants and the 
mellower Brothers, always bad, have deteri- 
orated since the government let the Brother- 
hood run for election to Egypt's toothless 
parliament last year. The Brothers appear to 
have taken to the parliamentary life; the 
jamaat call them "circus lions". In July 
young militants stormed a Brotherhood-run 
mosque in the upper Egyptian city of Asyut. 
The Gulf-war discomfiture of Iran, once 
an inspiration for Islamic militants every- 
where, seems not to have dented the funda- 
mentalists' belief that Egypt will one day 
have its own Islamic revolution. The mili- 
tants now regard the triumphs of Afghani- 
stan's guerrillas (most of whom, unlike the 
Shia Muslims of Iran, are Sunnis, as most 
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August 18th at which Mr Franjieh's can- 
didacy would have been put to the vote. 
The session was inquorate and the elec- 
tion was postponed. 

Parliament is expected to make an- 
other attempt to convene in early Septem- 
ber, but the outcome is uncertain. The 
Syrians seem to be standing by Mr 
Franjieh, even though his unpopularity 
extends well beyond the Maronite com- 
munity. Most Lebanese associate his pre- 
vious spell as president, between 1970 and 





Franjieh plans to save Lebanon 


Egyptians are) as a better example of the 
power of faith. Mr Mohamed Heikal, an 
Egyptian journalist, speculated recently that 
Egypt's Islamic movement, which began its 
latest rise after Egypt's defeat in the 1967 
war with Israel, had finally peaked. The 
deaths in Ain Shams suggest that it is not 
yet an excellent idea to send police snatch 
squads to Friday prayers. 





EI Salvador 


Let's try the vote 


HE people of El Salvador will have an 

unexpectedly wide choice at the presi- 
dential election next March. On August 
22nd a left-wing body styling itself the 
"Democratic Convergence" said it intended 
to take to the hustings. Its candidates for 
president and vice-president will probably 
be Mr Guillermo Ungo and Mr Ruben Za- 
mora, men who have often spoken for the 
armed rebels of the Farabundo Marti Liber- 
ation Front. Their decision to stand for elec- 
tion will please people who have cam- 





1976, with billowing corruption and the 
growth of the divisions that led to civil 
war. His chumminess with President As- 
sad makes him unacceptable to Lebanon's | 
independence-minded Druzes and the 
Shia Muslims of Hezbollah, the pro-Ira- 
nian "Party of God". | 

The Lebanese constitution specifies 
that the president must be a Christian. 
Until Mr Franjieh offered himself for 
president, most Lebanese thought that 
the Syrians and the Americans had agreed 
to engineer the election of a popular 
Christian willing to share power with the 
country's Muslim majority. Possible can- 
didates include the army chief, General 
Michel Aoun, and a parliamentarian, Mr | 
Michel Daher. The Syrians say they would | 
have preferred some such candidate, but | 
had to support Mr Franjieh when he de- 
cided to stand. Somewhat apologetically, 
they maintain that Mr Franjieh, if he were 
elected, would serve only two years of his 
six-year term of office. 

The Syrians may be able to persuade 
Mr Franjieh to stand down: they can be 
persuasive people. But on August 23rd 
Syria's Muslim allies in the parliament an- 
nounced that they would now boycott the | 
election unless there was a prior agree- 
ment on power-sharing. That is improb- 
able: these reforms have been discussed 
for ages, without any meeting of minds. If 
boycott and counter-boycott are main- 
tained the current man in the job, Presi- 
dent Gemayel, could look forward to a 
long extension of his term. 


paigned for more democracy in Central 
America, even though nobody, not even it- 
self, expects the left to win. 

The guerrillas have not made them- 
selves popular by spending years destroyi- - 
bridges, power-lines and crops. Mr Zam: 
says that Democratic Convergence's aim is 
not to win the election but to move towards 
a negotiated end of the civil war. 

The main contestants in the election 
will be the far-right National Renewal Alli- 
ance (ARENA) and the middle-of-the-road 
Christian Democrats. ARENA stands a good 
chance of winning. Its candidate, the mild- 
mannered Mr Freddy Cristiani, says he 
wants to encourage El Salvador's business- 
men. The party put him up to replace its 
original leader, Mr Roberto d'Aubuisson, 
who was linked to the country’s death 
squads and still has much influence in the 
party. The Christian Democrats’ candidate 
is the dull Mr Fidel Chavez Mena, who has 
been foreign minister and planning minister 
under President Napoleon Duarte. 

Mr Duarte himself is dying of cancer. 
He will leave behind a country in which the 
army has been more or less pushed out of 
politics, and the right-wing death-squads 
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- have grown quiet enough for people like Mr 
—— Ungo and Mr Zamora to think it safe to take 


to the hustings. That is no small achieve- 
ment for the leader of a nation riven by in- 


E surgency. But his Christian Democrats lost 
- last March's parliamentary election largely 


because of internal squabbling. 

An ARENA victory could spell the end of 
El Salvador's friendship with the United 
States. Even a victory by Mr Chavez Mena 


_ might not persuade a new American admin- 


istration to continue its aid to the country, 
which now runs at $370m a year. Many 
Americans admired Mr Duarte. Fewer of 
them would want to help a post-Duarte re- 
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gime influenced by Mr d'Aubuisson. 


The Democrats in Congress have al- 


ready begun to ask questions about help for 
El Salvador. A personal appeal from Mr 
Duarte's sickbed, in June, helped persuade 
the Senate Appropriations Committee to 
defeat, by one vote, an amendment which 
would have withheld half the military aid 
the country gets. À President Michael Duka- 
kis would be the first American president to 
speak Spanish. That would make him no 
keener to help an El Salvador sliding back 
into chaos, even if it was the long American 
indecision about Central America that had 
started the slide. 





Migrant workers in the Gulf 


- The guests who stayed 


The end of the Iran-Iraq war is not the only thing Gulf Arabs have to cele- 


P brate. Over the past 15 years one of 
— world has absorbed 


N the oil price quadrupled in 
1973, the Gulf states hired foreigners 
to build splendid houses, hospitals, roads 


. and telephone systems. The local people felt 


threatened by the rising number of guest 
workers, but reasoned that the migrants 
would leave when the jobs were done. They 


— were wrong. 


After the oil price began to slide in 
1982, the six members of the Gulf Co-opera- 
tion Council cut their spending: they post- 
- poned new projects, slashed or froze wages, 
— and trimmed their staff. Yet they employed 
more outsiders than ever: during the grim 
days of 1985, 72% of their 7m or so workers 
were foreign, compared with 50% a decade 
earlier during the boom. The figure has 
shrunk a little since then, but is forecast to 
start growing again in 1990. 

The governments had underestimated 
how much labour they needed to maintain 
the things their foreign servants had built 
for them. By 1985 more foreigners 
worked in service industries than in 
construction, a change which killed 
off hopes that they might go home. 

Each wave of foreigners has 
brought a different worry. Kuwait 
embarked on its development pro- 
gramme in the 1950s, at a time when 
Israel had just been created and many 
Palestinians were looking for a new 
home. Thousands came to Kuwait 
and today make up almost a quarter 
of its population. They helped to 
build up not only its economy but 
also a relatively liberal tradition the 
country has become proud of. 

The Palestinians’ readiness to 
criticise the government rubbed off 
on Kuwaitis and showed itself in vig- 
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the most conservative corners of the 
so many foreign workers that in some sheikhdoms for- 
. eigners outnumber locals. Yet the servants have given little trouble 


orous debates in the now-suspended Ku- 
waiti parliament, which was the only such 
institution in the Gulf. Often better edu- 
cated than local people of similar ages, Pal- 
estinians rose to senior positions. They 
dominated the press. Very few were granted 
Kuwaiti citizenship, but the government 
had to take the Palestinians' views into ac- 
count. Their loyalty was nevertheless sus- 
pect, particularly after Palestinians (among 
others) were convicted of terrorism in 1985. 

Watching Kuwait, more conservative 
Gulf states became wary of letting Palestin- 
ians in lest they spread radical thoughts or 
stayed on and demanded political rights. 
Saudi Arabia now has only 200,000 Pal- 
estinians among its 4m foreigners, and 
watches them carefully. 

Other Arabs were a less obvious threat, 
partly because they had countries to go 
home to; but the Gulf governments worried 
about the many educated Jordanians and 
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engineers and teachers who, along 


with the unskilled labourers, manned the 


early oil boom. Like the Palestinians, they 
were tainted with free-thinking traditions. 

Towards the end of the 1970s, Indians 
and Pakistanis began to take over some of 
the work done by Arabs. They cost about 
half as much and were politically reassuring: 
less likely to speak Arabic, to care about lo- 
cal issues, or to mix with the locals. There 
were still tensions, though; and last year, af- 
ter a series of quarrels between Saudi Arabi- 
ans and Pakistani soldiers hired out by the 
Pakistani government, the Saudi govern- 
ment said it would be sending the Pakistani 
military contingent home. 

By the early 1980s Thais, Filipinos, Ko- 
reans and Indonesians were replacing the 
South Asians. They were not necessarily 
cheaper, but they were easier to manage. A 
foreign contractor, sometimes a government 
agency, would assemble the workers for ^ 
project, fly them in, house them, feed ther 


'and (best of all), when the contract was over, 


fly them home again. By 1985, Arabs made 
up less than a third of the foreign workforce 
in the Gulf states, down from two-thirds a 
decade earlier. South Asians accounted for 
43%, and East Asians, who had been invisi- 
ble ten years earlier, made up a fifth. 

There was a trade-off—peace of mind 
for cultural purity. Locals worry that their 
countries are losing their Arab identity. The 
new foreigners cannot speak Arabic and are 
probably.not Muslims. This may not matter 
on building sites, but it does inside the 
home. Last April the Saudi Gazette ran a 
feature on “harrowing stories about domes- 
tic servants", The horrors included a family 
with a Thai maid who found their children 
speaking better Thai than Arabic. 

The Gulf states are now wondering 
whether to employ more Arabs. Qatar has 
decided to “Arabise”’ its public sector. But 
these countries seem to accept that they w™ 
go on needing foreign help, Arab or othe 
wise. Some are making it easier for profes- 
sional workers to bring in their families. 
They take care to keep tabs on them. Bah- 
rain last year launched a computer- 
ised system of identity cards listing all 
sorts of details about a foreigner, 
from his visa number to his children. 
Oman, the United Arab Emirates 
and Saudi Arabia are also said to be 
computerising these things. 

Just as well. By 1990, neither 
Saudi Arabia nor Kuwait will have re- 
duced its immigrant workforce by 
anything like the figures proposed in 
their five-year plans. The Saudi plan 
says that Saudi workers’ “motivation 
and attitude to work will have to re- 
flect the realities of the private sec- 
tor". Saudis, in other words, can be 
work-shy. It's so much easier to hire 
foreigners. 
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; Information for Siemens shareholders 


usiness continu 





In the first nine months of the current financial year 

(1 October 1987 to 30 June 1988) Siemens recorded an 
encouraging growth in new orders and sales. While this 
business expansion was initially restricted to international 


Siemens, comprising Siemens AG and its consolidated 
domestic and international companies, booked £13,017m in 
new orders during the first nine months. This is 7% more 

than the previous year's figure. Domestic orders, up 1 9. were 
slightly higher for the first time this year. International orders 
continued to expand, showing 1296 growth. In the third quarter, 
major contracts were won by the Telecommunication 

Networks and Security Systems Group (telecom equipment for 
Indonesia, Pakistan and Paraguay) and the KWU Group (gas 


Siemens total worldwide sales at £12,763m, increased 7 %, 
equalling the growth in new orders. Domestic and international 
sales showed similar high rates of growth. The strongest sales 
were recorded by the KWU, Telecommunication Networks and 
Security Systems, and Electrical Installations and Automotive 
Systems Groups. 


At £16,613m, orders in hand almost attained the level achieved 
at the start of the financial year. 


At the end of June 1988, the company employed 356,000 
people worldwide (excluding trainees and student workers). 
Compared with 30 September last year, there was a marginal 
1% decrease in the workforce in Germany, but the number 
of employees abroad was virtually unchanged. Employment 
costs increased by 3%. 


Capital expenditure and investment in the first nine months 
totalled £ 867m. This 29% drop was due to lower spending 

on acquisitions abroad and the accounting method used. 

By the end of the financial year, capital spending should return 
to approximately the previous year's level (£1,700m). 


Net income after taxes rose 296 to £ 311m, due to a third quarter 


which more than compensated for the modest first half. 





es to expand 


operations, new orders from the German market have also 
expanded in recent months. The performance varied from 
sector to sector. Net income after taxes was 2% higher than 
in the same period last year. 


and steam turbines for Finland, Indonesia, the Philippines and 


1/10/86 to 
30/6/87 — | 30/6/88 


Hungary). 
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All amounts translated at Frankfurt middle rate on 30/6/1988: £1 = DM 3.112. 


in billions of DM 
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Auto electronics - a growth market 


Electronics is transforming the motor car. Industry analysts estimate 

that today's DM 9,000m world market for automobile electronics will at 
least double within the next five years. Siemens already offers around 
300 electronic products and systems that make driving more economi- 
cal, safer and more enjoyable. Sales of the Automotive Systems Division 
will expand by over 20% to around DM 800m in the current year. With the 
recently announced acquisition of a majority holding in the Bendix 
Electronics group of the U.S., business volume will almost double next 
year. This opens up further opportunities for Siemens to share in this 
expanding world market. 





Siemens AG 


In Great Britain: Siemens Ltd. 


Siemens House, Windmill Road, Sunbury-on-Thames 
Middlesex, TW16 7HS 
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Five tiny secrets of success 


The happy Lilliputs 
Resident population latest available 
[ose fF] Foreigners 
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* Original citizenship re-acquired on leaving Vatican service * 7,950 full citizens, 4.970 "bom in Andorra’ (entitled to citizenship under certain circumstances) 









From Lisbon to Lesbos, the Paropéeh trend is big, as Houge turn to 1992 


and a single EEC-wide market. But, 


across the continent are five states—And 


as a special correspondent reports, dot- 


orra, Monaco, Liechtenstein, 


San Marino and the Vatican—which still think very small is beautiful 


HEY may not amount to much on the 
map, but Europe’s smallest states make 
up for this with healthy economies and bags 
of history. And pride, for the continent's 
all men are also its great survivors. They 
— 2a reminder of a Europe that was once a 
crazy quilt of tiny duchies, principalities and 
kingdoms. They will need all the ingenuity 
that got them to 1988 to carry on as Eu- 
rope's high-fliers, albeit miniature ones, af- 
ter 1992. 

A conference held in Andorra last year 
found that the microstates really had little in 
common besides size and prosperity. Once, 
with the exception of the Vatican, the com- 
mon denominators were size and poverty. 
How things have changed. Today it is the 
mighty Vatican which has fallen on hard 
times. Well, relatively. 


If there were no Pope, there 
would be no Vatican. (Hard 
R though it is to imagine, but if 
j| there were no Grimaldis 
there would always be a 
Monte Carlo.) The state of Vatican City is 
the successor to the papal states which were 
finally snuffed out by the new Italy in 1870. 
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Thereafter, the Pontiff refused to emerge 
from the Vatican until he was recognised as 
king of his own castle. In 1929 the Vatican 
and Mussolini’s Italy signed the Lateran 
Treaty which gave birth to the Vatican City 
State. 

It now has some 800 residents, and can 
be walked round in 45 minutes. Apart from 
the world’s largest church, it houses a papal 
heliport, the offices of the Holy See and the 
Curia, the government of the Roman Cath- 
olic church, a station, Archbishop Paul 
Marcinkus, some Ethiopian students and a 
duty-free shop. 

The head of the Vatican pharmacy re- 
ports that tranquillisers are his best-sellers. 
This is perhaps not surprising. The Holy See 
is expected to report yet another deficit, 
about $60m, this year. The officials who run 
the city state itself can afford to relax. Their 
budget is separate from the one for running 
the Catholic church, and it should be in the 
black to the tune of $7m this year, thanks to 
revenues from tourism and postage stamps. 
For the Vatican, the effect of a post-1992 
single European market will be limited, 
since it imports little and exports, so to 
speak, "invisibles of a higher order”. 
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Andorra's exports are high 
visible. Gaudy shops selling 
everything from Dutch bi 
cuits to BMWs line the streets 
and help line the locals’ 
pockets. Andorra's transformation is some- 
times compared with that of the Gulf. For 
"from camels to Cadillacs" read "fror 
mules to Mercedes". Once upon a time (be- 
fore about 1950), the poor peasants of An- 
dorra had to go and work as maids and 
labourers in the big houses of France and 
Spain. Now the poor peasants of the Philip- 
pines, Spain and Portugal come to work ir 
the big houses of Andorra. 
lt was in 1867 that a French-Spanish 
agreement exempted Andorra from paying 
import duties. The Andorrans were then so 
poor they could not afford to import much 
anyway. But after the second world war 
they discovered that if they imported, say, a 
duty-free radio, a bottle of whisky or, later, 
a Japanese camera, then someone might 
think it worth coming from next-door 
France or Spain to buy it. Last year 10m 
people visited the cut-price principality 
whose co-princes (with fuzzy powers) are 
the president of France and the bishop of 
Urgel in Spain. 
Can the good times last? "Not unless we 
diversify," says Mr Gérard Martinez, an cO- 
nomics adviser to the government. “We 
know that after 1992 VAT rates in Spain and 
France will drop and so it will become less 
and less worthwhile for people to come here 
solely to shop." The Andorrans are trying to 
move their tourism up-market, and to nego- 
tiate a special relationship with the EEC. _ 





In Monte Carlo people take 
a more sanguine view of the 
future. Mr Jean-Charles Rey, 
the president of the Conseil 
National, Monaco's parlia- 
ment, says "we've been an independent sov. 
ereign state for nearly 800 years and I don't 
see why anything should change now.” The 
parliament over which Mr Rey presides is 
quieter than most. It has only one party and 
many would say that there is only one powe 
in the land—the royal palace. The real po- 
litical questions concern the configuration 
of power within the palace. Monaco's gos- 
sips say that this has now passed from Prince 
Rainier to Princess Caroline and her busi- 
nessman husband. t: 

The country's finances are buoyed by 
small industries, such as cosmetics. Income . 
from gambling is a mere 496 of gov 
revenue. But Monaco's finances are likely to 
suffer after 1992, with the loss of a big slice 
of income from VAT because of the parity 
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-— Monaco is obliged to maintain with France. 
N Many people say that Monaco has lost 
its old charm; they point to the ranks of fruit 
! machines in the Belle Epoque casino and 
other signs of bad taste. The Loews Hotel 
serves an alcohol-free cocktail called a Kelly. 
Prince Rainier's wife, Grace Kelly, died in a 
car crash in 1982. Still, the Monegasques 
point out that their state is clean, that its 
flowers never die (they are merely replaced) 
and that you can walk around safely with a 
lot of jewellery on. This security comes with 
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l the help of police cameras which seem to 
peer around every street corner. 
aai There are no cameras on the 
E pam streets of Vaduz, the capital 
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village of Liechtenstein. In- 
deed, apart from the coun- 
try’s three banks and the 
shops selling stamps, bars of Toblerone 
chocolate and cow bells, there is not much 
else on the streets of Vaduz either. Small, 
clean and prosperous, Vaduz and Liechten- 
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stein's other small suburban-style "towns" 
suggest themselves as candidates for twin- 
ning with commuter-belt towns in southern 
England's home counties or New York's 
Westchester county. Liechtenstein is more 
snobby, though. It is quicker, and cheaper, 
to drive to neighbouring Austria to buy gro- 
ceries than to comb Liechtenstein in search 
of anything so vulgar as a grocer. 

False teeth or precision-engineering 
parts are another matter. Liechtenstein's in- 
dustries employ just over half the working 
population and appear to have reached the 
limits of expansion. Why? Partly because the 
country is so small that there is no more 
room to expand. Partly because the attempt 
to limit the foreign population prevents 
companies from bringing in any more 
skilled labour. Liechtenstein's Gastarbeiter 
are not dark-skinned Turks or Pakistanis, 
but mainly pale-faced Austrians and Swiss. 

The Liechtensteins, from near Vienna, 
bought the scrap of land in the early eigh- 
teenth century for reasons of pure social 





Psst... I know this nice little country 


FROM OUR MICROSTATES CORRESPONDENT 


! 

| , 

| HE tourist offices of Europe's micro- 

| states like to pretend that their coun- 

| tries are just rural idylls (Andorra and 

| Liechtenstein), charming seaside towns 
(Monaco) or in a state of grace with a big 
church (the Vatican). This is rubbish, as 
any tax-evader knows. 

| Andorra is home to thousands of se- 
cret numbered bank accounts, most of 

| them belonging to Spaniards. However, 

| since its financial services are not well de- 

| veloped, Andorra can be only a close and 
convenient deposit account or a first step 
for money fleeing Spain. Andorra is also 
home to a couple of thousand tax exiles, 
especially from northern Europe. 

Better known as a home for tax exiles 
is Monaco (except, that is, for French citi- 
zens, who cannot escape French taxes in 
Monaco). Its tax exiles are obliged to 
spend at least six months a year in the 
principality to maintain their residency 
status. How many actually do so is un- 
clear. Monte Carlo's skyscrapers look sus- 
piciously dark and empty at night. The 
Monegasque authorities are said to be 
clamping down on people who abuse the 
system. 

If the tax shelter is for your company 
rather than yourself, look to Liechten- 
stein. Monaco no longer allows the setting 
up of dubious and dummy companies. 

| Liechtenstein, with a population of 
27,700, has between 25,000 and 50,000 
letterbox companies. They contribute up 
to a third of the Liechtenstein govern- 
ment's annual revenue. 
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Opening a secret numbered account is 
easy too. When your correspondent asked 
Mr Karlheinz Heeb, director of the 
Liechtensteinische Landesbank, if he 
could deposit £500,000 in cash after the 
interview, Mr Heeb replied, “Only after 
we've seen your passport and got your ad- 
dress." Asked about the channelling and 
laundering of dubious money through 
Liechtenstein, Mr Heeb replied, "I per- 






Baa. 
Local colour is only part of the charm 
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climbing. They needed the land, to be repre- 
sented in the Imperial Diet. They hardly 
ever visited this impoverished piece of fam- 
ily real estate until 1938, by which time Vi- 
enna had become too prickly for comfort. 
Since then the principality has never looked 
back. Almost totally agricultural before the 
second world war, it emerged in 1945 with 
an industrial base and tax-haven regulations 
which have made it super-rich. Prince Franz 
Josef II has been on his throne for 50 years 
(though in 1984 he handed executive pow- 
ers to his son, Prince Hans Adam). Don't 
ask Liechtensteiners if you want to know the 
difference between the government's two ` 
parties. They can't remember. 


Politics in the Republic of 
San Marino is far more inter- 
esting. In May its Christian 
Democrats and Communists 
ran on a joint ticket in th 
general election, and won. The leaders 

these two parties even wear the same type ot 





sonally look at all transfers of SFr10m 
($6.3m) and above. We don’t want crimi- 
nal money here." 

Banking secrecy is said to be more se- | 
cure in Liechtenstein than in Switzerland. 
“If you want a real Swiss bank account | 
come to Liechtenstein," they say. One ad- 
vantage Liechtenstein has over Switzer- 
land is that it does not have the 3596 with- 
holding tax on investment income the | 
Swiss impose. 

The Vatican is a tax haven by virtue of 
having an immensely wealthy and influen- 
tial bank, the Istituto per le Opere di 
Religione, off-shore and smack in the mid- 
dle of the Italian capital. The advantages 
(or disadvantages) of this were demon- 
strated by the Italian authorities' failure to 
prise out the bank's chairman, Arch- 
bishop Paul Marcinkus, for questioning 
over the Banco Ambrosiano business. 
This affair has done a lot of harm to the 
church's reputation. One official in Jus- 
tice and Peace, a Vatican "Pontifical 
Commission" which deals with human 
rights and development issues, said: 
“Whenever I go and lecture in a school, 
there's always some brat who asks about 
Marcinkus." 

San Marino is the sole European mi- 
crostate which cannot be counted as a tax 
haven. There are certain tax advantages 
for industries which set up in San Marino 
but these will probably disappear after 
1992. All the microstates tend to be some- | 
what snooty about each other—but none 
so much as the Sammarinese talking 
about the others. Liechtenstein, they say, 
“smells of banks”, and Andorra and Mo- 
naco are “spoilt and awful” because they 
"sold out to money”. 


THE ECONOMIST AUGUST 27 1988 


p 


watch: 

San Marino plays host to about 3m day- 
trippers a year. Perched triumphantly on the 
rock of Mount Titano, it exudes the greatest 
self-confidence of all the microstates. San 
Marino, they say, was founded in 301 and is 
the world’s oldest and smallest republic. 

It lives on more than tourism. Its fac- 
tories make cement, leather and textile 
products. By virtue of its customs union 
with Italy, its goods already have free access 
to the EEC. The locals are a bit worried 
about stiffer competition after 1992. But 
having survived everything from the demise 
of the Roman Empire to the unification of 
Italy, the Sammarinese are sure they will 
cope with this latest challenge too. 

The country is so rich that it can afford 
to pay 7596 of the return fare of any 
Sammarinese living abroad to come home 
and vote in general elections. In May, 5,402 
(about 50% of those eligible) heeded the 

all. One retired car worker from Detroit 
where many Sammarinese live) said: “I left 
the Republic in 1949. The country had 
nothing and the Communists were in con- 
trol. Now I'm happy to see it doing well.” 
His son said privately: “Every night my fa- 
ther and uncle regret leaving. They left to 
make their fortunes. They ended up as car 
workers. The family and country they left 
behind became rich." Don't cry for me, San 


Marino, or Monaco, or Liechtenstein . . x 





Poland 


NO way out 


TRIKES, for the second time this year, 
have gripped Poland. Back in April and 
May the government saw off the strikers' 
challenge by deploying a mixture of force 
“nd concessions. The present round of 
tikes looks more serious, not least because 
it involves a dozen or so coal mines in Sile- 
sia, the first strike by miners since the impo- 
sition of martial law and the banning of Soli- 
darity in December 1981. And this time a 
political demand—for the unbanning of 
Solidarity—is at the top of the strikers’ list. 

After starting in a Silesian mine on Au- 
gust 15th, the strikes spread to Szczecin, Po- 
land's most important port, and to Gdansk, 
home of the Lenin shipyard where Solidar- 
ity was born in 1980. By the second week the 
government was estimating that coal output 
worth some $1.3m was being lost each day. 
Coal is Poland’s best earner of hard cur- 
rency. Even allowing for some exaggeration 
by a government anxious to present the 
strikers as economic wreckers, the loss has 
already been painful to hard-up Poland. 

As in the spring, the strikers are asking 
for higher wages, to cope with near-60% in- 
flation. But this time the widespread de- 
mand for Solidarity's legalisation makes it 
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harder for the government to buy the work- 
ers off (which would anyway mean even 
more inflation). In the spring it got busmen 
in Bydgoszcz and steelworkers in Stalowa 
Wola back to work by agreeing to large wage 
increases. Only in Gdansk was the demand 
for Solidarity’s unbanning then to the fore: 
and five days after the riot police broke the 
strike at the giant steel works at Nowa Huta 
near Cracow on May 5th, Mr Lech Walesa’s 
men at Gdansk voted to end their sit-in. 
Although the challenge is stiffer this 
time, the government's carrot-and-stick tac- 
tics are the same. On August 22nd it im- 
posed a curfew in the three main areas of 
trouble: Szczecin, Gdansk and the mining 
region of Katowice. Dressed in military uni- 
form, General Czeslaw Kiszczak, the inte- 
rior minister, went on television to say that 
the government would not allow Poland to 
become a “country of anarchy”. Not long 
before his broadcast the police stormed two 
tram depots and a bus depot in Szczecin. 
The government is saying that it will not ne- 
gotiate under duress, but a special session of 


the Polish parliament's economic commit- 
tee will be held next week to “review the 
economic situation” —a clear hint of con- 
cessions Over wages. 

At midweek these tactics seemed at least 
partly successful. Strikes in a number of big 
plants—the Cegielski engineering factory in 
Poznan, the railway works in Wroclaw, the 
Huta Warszawa steel works in Warsaw, the 
Andaluzja coal mines near Katowice—had 
collapsed. But elsewhere strikes were con- 
tinuing; some of them seemed better pre- 
pared, and led by more experienced men, 
than those in the spring. 

General Jaruzelski presumably hopes to 
see off this latest trouble without widespread 
use of force. Heavy-handedness could spoil 
Poland's chances of aid from the West. It 
could also lead to the cancellation of Marga- 
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ret Thatcher's proposed visit in October, by 


which the Polish regime sets great store. In 
the United States it is being suggested that 
the new trade act, which authorises eco- 
nomic measures against offending countries, 
could be invoked against Poland if the gov- 
ernment sets out to break the remaining 
strikes by violence. 

But the alternative, big wage increases, 
would throw the economy further of 
course. It would make better economic sense 
for General Jaruzelski to negotiate with Soli- 
darity. The trouble is that he has invested 
too much political capital in crushing the 
union to contemplate relegalising it. If the 
general is not the man for a more flexible 
line, and if the trouble drags on, might the 
Polish comrades choose someone who is? 





West Germany 


Cops, crooks and 
cameramen 


FROM A CORRESPONDENT IN BONN 


v once newspapers and television get 
involved in the real-life dramas they re- 
port, and if so how far? West Germans, who 
love outraged debates about the ethics of 
the press—for instance, the publication of 
photographs of Schleswig-Holstein’s former 
premier, Uwe Barschel, as he lay dead in a 
bathtub—have a new issue to chew on. 

On three days last week, millions of tele- 
vision viewers were offered live close-ups of 
a wild, real-world (and real-blood) cops-and- 
robbers drama. They saw two desperate 
gangsters waving guns at hostages, threaten- 
ing to blow their victims and themselves 
into the next world, and posing for pictures 
while they dictated their demands into the 
microphones of eager reporters. They heard 
sob-stuff from one about his deprived child- 
hood in an institution. They also saw a nine- 
year-old child with a gun against her head, 
and a 15-year-old Italian boy being dragged 
shot and dying from a hijacked bus. 

West Germany's most public crime had 
begun as a bank robbery in the Ruhr town 
of Gladbeck, when two ex«onvicts took 
hostage two members of the bank's staff, ex- 
tracted DM420,000 ($220,000) and a get- 
away car, and were allowed by the police to 
leave, in the hope that they would keep their 
promise to release their victims. Instead they 
set off on a 1,000-kilometre journey through 
northern Germany and Holland, including 
several hours in the hijacked bus, with 30 
passengers on board. For much of the time 
they were pursued by a convoy of cars and a 
helicopter bearing newsmen. 

Things became almost surreal when the 
pair drove their car, with two new women 
hostages, into «Cologne's pedestrian pre- 
cinct, to be surrounded by curious passers- 
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by as if they were film actors on location. 
The deputy editor of a local tabloid sat in 
their car, guided them out of the city and 
had himself released just before the dénoue- 
‘ment, a police ambush near Bonn in which 
one of the hostages was killed by the gang- 
sters and the other wounded. 

_ While there has been much criticism of 
the way the local politicians and police han- 
dled the affair, the more interesting row is 
over the behaviour of the media. Politicians, 
particularly those right of centre, have at- 
ed it as “intolerable”, accusing the me- 
dia of giving the gangsters a public platform, 
- and so becoming accessories to the crime. A 
psychological adviser to the police said that 
ind of thing "only happens in America". 
The television stations defended their deci- 
sion to "document" the event. The German 
journalists’ union found it “hazardous, ma- 
cabre and scarcely compatible with the basic 
ethics of journalism". 

In West Germany such matters are su- 
pervised by a special press council, whose 
rules state vaguely that in the reporting of 
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~ T2XCAVATIONS this summer in the 
woods north of Minsk have given a 
new dimension to the current Soviet cam- 
paign to rehabilitate Stalin's victims. A 
state commission has opened a mass grave 
at Kurapaty and is examining the bodies 
A of men and women shot in one of Stalin's 
purges. It appears that public opinion will 
no longer be satisfied with the announce- 
ment of the posthumous restoration of 
military titles or academic degrees to the 
most eminent victims. Even designing 
monuments is not enough. In Byelorussia, 
at least, the call is for the exhumation of 
the victims and their honourable reburial, 
. with the dedication of at least one killing 
ground—Kurapaty—as a memorial park. 
Byelorussia lost nearly all of its nation- 
alist intellectuals in Stalin's purges, and in 
the following years was considered the 
most Russified of the Soviet republics. But 
patriotic sentiments began to stir in the 
late 1970s and unofficial clubs began 
meeting towards the end of Brezhnev's 
rule. Mr Gorbachev's glasnost encouraged 
the clubs. Their activities focused on the 
defence of the Byelorussian language, res- 
toration of ancient monuments, and 
openness about the purges. At a rally last 
November in Minsk to mark the tradi- 
tional *Ancestors' Day”, organised by the 
most important of the new clubs, the 
word "genocide" was openly used to de- 
scribe the purges in Byelorussia. 
At about the same time, Mr Zianon 
Pazniak, a well-known Byelorussian 
writer, decided to investigate stories he 
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is to b 
used". West Germany's media are less 
fiercely competitive, and mostly further 
from the gutter, than, say, Britain's. But 
limp-wristed advice is hardly going to re- 
strain any reporter anywhere who is sent to 
cover a red-hot story. The journalists’ union 
has asked the press council to define better 
"the borderline between a reporter's duty 
and the role of journalists as interviewers 
and negotiators with criminals". 
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Ireland 


The ones that are 
getting away 


VEN the English, with all their colonial 

foolishness in Ireland, were never so 
rash as to interfere with an lrishman's trout 
fishing. How wise they were the government 
of Mr Charles Haughey is now learning. 


| Unearthing Stalin's crimes 





The mass murderer 


had heard in the early 1970s from people 
living in villages north of Minsk. They 
had told him about mass executions in the 
nearby forests, carried out by the NKVD 
(the forerunner of the KGB) between 1937 
and the Nazi invasion in 1941. The vic- 
tims had apparently been buried in pits in 
the forest at Kurapaty, an area which, as 
Minsk grew, had since been turned into a 
popular picnic site. 

At the beginning of May, Mr Pazniak 
and a team from the Institute of History of 
the Byelorussian Academy of Sciences set 
out to excavate the site. At first, they 
proved unlucky. The grave they opened 
had clearly at one time contained bodies, 
but it had been cleared. Eventually they 
found that the NKVD had used "double- 
decker graves". Whoever had later cleared 
them had removed only the top layer of 
bodies; the bottom layer was still intact 
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Ye 's attem »t to require tor the first time, | 
a licence for trout and coarse fishing has led 
to a summer of boycotts and intimidation by 
the anglers of Connaught and Munster. 
Next year the fishermen of Leinster and 
those parts of Ulster ruled by Dublin may 
join in. The dispute has cost the tourist in- 
dustry a heavy slice of the IR£11m ($16m) a 
year that foreign anglers bring in. 

The bother began as part of the govern- 
ment's attack on its budget deficit. Since the 
state puts money into the fisheries, the min- 
ister for the marine, Mr Brendan Daly, rea- 
soned, the state ought to get money out of 
them. He decided to impose an annual li- 
cence fee of IR£15 for trout and IR£IO for 
coarse fishing. 

Why not? After all, fishing for salmon 
and sea-trout has needed a licence for more 
than 100 years. But Mr Daly had reckoned 
without the ancestral anti-landlord feelings 
of his countrymen. The anglers say the gov- 
ernment has no right to issue licences, b 
cause it does not own the lakes: when tlic 
English took the land, even they left the 
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and Mr Pazniak's team exhumed them. | 
Coins and manufacturers’ marks on items | 
of clothing dated the executions to 1937. | 
It seemed likely from the presence of such 
items as toothbrushes and overshoes that 
the victims had been expecting to go to 
prison, not execution. 

Mr Pazniak's report, both of the eye- 
witness accounts and the excavations, was 
published in the Minsk weekly Litaratura 
i Mastastva in early June, and provoked 
an outcry. There were demands for the 
bodies to be honourably reburied, for the 
picnic grounds to be closed, for a proper 
monument to be raised. Letters to 
Litaratura i Mastastva suggested other 
sites for excavation (though one letter 
from an old man who had lost both his 
parents at Kurapaty simply wondered if 
the size 36 boots found there might have 
belonged to his mother). A state commis- 
sion was at last set up to investigate fur- 
ther. By late July, Litaratura i Mastastva 
reported that "nine or ten graves, each 
containing many dozens of corpses”, had 
been dug up. 

One question raised by Mr Pazniak in 
his original article remains unanswered. 
What of the killers? "Let the reader decide 
for himself," he wrote, but “we note that 
there is no pardon for genocide... no 
statute of limitations." The phrases are 
loaded. They recall what Soviet diplomats 
say when demanding the repatriation of 
alleged Nazi war criminals to face a Soviet | 
court. How soon, one wonders, before 
there are demands from the Soviet public | 
that the men who murdered for Stalin, | 
those who are still alive, be found and | 
brought to trial? | 
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Now: each and every Friday 
a million to win... 


This extraordinary chance and others are offered 
to you by the state-controlled NORTH-WEST-GERMAN 
STATE-LOTTERY. Extraordinary! More than every 3rd 
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vised by state auditors. 
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It's easy to participate: t 
Q9 Please send us the order coupon - or if missing - a 
letter. 


Q Attach payment for the tickets you want, using either 
cash by registered airmail-postage, international post- 
al order, personal cheque, cheque drawn by bank or 
travellers cheque. You can also pay for your ticket after 
receipt of the invoice. 





Q We send you the tickets, further information and the of- 
ficial draw schedule. After each class you receive the of- 
ficial winning list as well as your ticket for the next class. 





@ Within days you will be notified each time vou win Your 
y y 
prize-money will be transferred by cheque to any place 
you wish to. The prize-money is paid to you free of Ger- 
man Tax and the whole amount will be paid without any 
deductions. You remain absolutely anonymous. 


@ We guarantee fast, reliable and confidential service 
world-wide. 


This is why it is interesting for you to join 
the lottery: 206 million DM prize money 


3 x 2 million DM as maximum prize-money 


19x 1 million DM 
5 x 1 million or 50 x 100.000 DM 


and in addition: 


240.390 x prizes up to 500.000 DM 
Only 600.000 tickets form the basis of the lottery. Out of these 


tickets 240.417 numbers win in the course of the lottery: So, we 
can guarantee winnings for more than every 3rd ticket-number! 
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lakes to the local people. The anglers fear 
the licence is just the first step in an attempt 
by their own government to steal their lakes 
and rivers for commercial fish-farming. 

So they declared a boycott. Not every- 
where with success: determined anglers at 
Lough Conn in County Mayo even man- 
aged to hold an international fishing con- 
test. But angling clubs will not let their boats 
put out on Lough Corrib or Lough Mask, or 
allow members to fish the rich River Black- 
water. Signs warn off tourists, and gillies will 
not help visiting anglers. Some fishermen 
who have ignored the boycott have found 
their tyres slashed. 

The government fisheries board has hit 
back. Members of the Mallow Trout An- 
gling Club in County Cork ordered 50,000 
fingerlings from one of the board's fish 
farms to restock a 10-mile stretch of river. 
The board's chief officer banned the ship- 
ment because the club members had helped 
organise the boycott on the Blackwater. 

Disputatious anglers have summoned 
up the ghosts of Cromwell's seventeenth- 
century oppression in their arguments; as 
the Irish Times put it, "the slaughter of 
thousands, the sack of cities, the butchery of 
priests, and the levying of a £15 fish licence 
all become rolled into one single, seamless 
atrocity.” The particularly republican folk 
of Connaught have reminded the govern- 
ment that it was they who invented the boy- 
cott, named after the hapless Englishman 
Captain Charles Boycott who came up 
against the Fenians' Land League in 1880 
and was driven out of the country by their 
concerted effort. 

But the government too knows its his- 
tory. Mr Daly cites Ireland's ancient written 
law, the fifth-century Brehon Law, which— 
in his interpretation, anyway—included 
payments for the right to fish. At one point 
this summer, in the best medieval manner, 
an archbishop was called in to mediate. 
Meanwhile wild brown trout are enjoying an 
unexpected longevity that is likely to last 
well beyond the season's end next month. 











Cyprus 


Well, they met 


FROM OUR CYPRUS CORRESPONDENT 


A in Cyprus too? The meeting on 
August 24th in Geneva between Mr 
George Vassiliou and Mr Rauf Denktash 
was the first for three years between the 
leaders of the official Cypriot republic and 
of the self-proclaimed Turkish Cypriot state 
in the north of the island. Given the bitter 
history of the Cyprus dispute, it was a re- 
markably friendly occasion. 

The meeting, promoted by the United 
Nations, owed much to President Vassiliou, 
newly elected (in the Greek zone, though 
theoretically for the whole island) in Febru- 
ary, and a less rigid man than his predeces- 
sor. The two main Turkish Cypriot opposi- 
tion parties, which speak for almost half the 
electorate in their zone, also helped: they 
have been campaigning for negotiations and 
a settlement of the island’s long quarrel. 


The two leaders are now talking of 


achieving a negotiated settlement "'of all as- 
pects of the Cyprus problem" by next June. 
For all the smiles in Geneva, that sounds 
optimistic. 

This week's meeting was a getting-to- 
know-you affair, to ratify arrangements for 
discussions that had already been agreed 
upon. Mr Vassiliou and Mr Denktash will 
hold regular meetings in Nicosia, starting on 
September 15th, while committees handle 
details. Any piecemeal agreements that can 
be reached will be initialled right away, with- 
out waiting for an overall agreement, which 


Best table manners on display from Denktash and Vassiliou 





may be harder to achieve. 

There is already agreement in principle 
on the idea of a "bizonal federation”, but 
the two sides differ on what they mean by it. 
In Geneva Mr Denktash, no doubt remem- 
bering the Turkish Cypriots’ old troubles 
with their Greek neighbours, spoke of “a 
federation with boundaries": boundaries 
across which Greek Cypriots, 80% of the is- 
land's population, would not be permit-~7 
to move freely, to live or to own prope 
He rejected the idea that the thousands of 
mainland Turks now settled in the north 
should leave, and he wants the Turkish 
troops from the mainland —29,000 of them, 
say the Greek Cypriots, 18,500 say the 
Turks—to stay until every detail of the set- 
tlement is sorted out. 

The Greek Cypriots mean by a federa- 
tion a single state with one president, one 
foreign policy and one economy. Mr Denk- 
tash himself may be an obstacle. For 13 years 
he has been president of the Turkish Cyp- 
riot zone, or republic, as it has called itself 
since 1983. True, the only country that 
recognises this republic is Turkey, but it is 
hard to see Mr Denktash accepting any fed- 
eral arrangement that would reduce him to a 
mere vice-presidency. Some Greek Cypriots 
have an ingenious answer: in a reunified Cy- 
prus, why should not he, at least for a time, 
be its president? 
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BRITAIN 





A battle of gestures, symbols 


and bombs 


FTER months of bungled bombs and 
misdirected murders, the Provisional 
IRA has had a run of hits. In one week it has 
blown to bits a bus full of young soldiers, 
killing eight of them; murdered a recruiting 
officer for the navy; planted a large car 
bomb in the most prosperous part of Bel- 
fast's city centre; and tried to kill two police- 
men in Londonderry. The security forces 
~ ar they may be in for a nasty autumn; and 
Ir Tom King, the Northern Ireland secre- 
tary, has had to wrack his brains to devise 
new measures to crack down on terrorism. 

The battle is essentially about propa- 
ganda. By making the public on the British 
mainland sit up and notice its existence 
again, the Provisional iRA has scored what it 
would regard as a victory. For this most so- 
phisticated of terrorist groups understands 
full well how to use violence as a weapon to 
sway public opinion, in the Republic, in Ul- 
ster, and above all on the mainland. Bombs 
will not drive the British from Northern Ire- 
land; British votes might. 

The propaganda coup the IRA most 
hopes for is the restoration of internment 
without trial. This policy, introduced by Mr 
Edward Heath's Tory government, did won- 
ders for IRA recruiting at home and support 
abroad, especially in the United States. It 
was followed by the bloodiest year of the 
present troubles (see chart). Mr Heath him- 
self admitted at the weekend that it had 
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been a mistake and an affront to human 
rights. Those who advocate its return, in- 
cluding Unionist politicians and the middle 
and lower ranks of the Royal Ulster 
Constabulary (RUC), argue that internment 
failed mainly because poor intelligence led 
to the rounding up of the wrong people; this 
time, the security forces would make far 
fewer mistakes. 

Mrs Thatcher is sorely tempted, as she 
was last month, when the IRA successfully 
planted a bomb at an army barracks in 
north London. But senior officers in the 
army and police counsel caution. The Re- 
public would condemn internment, not 
copy it. That would reduce its effect because 
terrorists would just direct operations from 
the south. Useful intelligence sources would 
vanish: informers would have to be rounded 
up with everybody else to avoid arousing 
suspicion. Mr King and his officials oppose 
internment for a further reason: it would be 
a signal to the Republic that he had aban- 
doned attempts to find a political solution 
to the problems of the north. 


Quick, somebody think of a measure 


If not internment, then what? Most of the 
security measures that can be openly dis 
cussed have been tried at least once— 
though not the suggestion by Dr David 
Owen, leader of the Social Democrats, that 


the 350-mile border be sealed with barbed 


| 
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wire and mines. 

Better intelligence is on everybody's 
agenda: the attacks on British soldiers in Eu- 
rope and London came out of the blue and, 
worse, a huge cache of Libyan arms reached 
the Republic and then came north unde- 
tected. But better intelligence is easier prom- 
ised than achieved. Cross-border co-opera- 
tion has already improved: clandestine 
British surveillance flights over the border 
have added considerably to what police in 
the Republic know, while the Garda claim 
that they are being given more useful tips by 
the predominantly Catholic population 
near the border with the bandit country of 
South Armagh. More troops may be sent to 
the borders: but already a new army brigade 
is operating in County Armagh. Besides, 
government policy for over a decade has 
been to make Northern Ireland a job mainly 
for the police. Send in too many troops, and 
it becomes harder to pretend that the con- 
flict has a political solution. 

So the main new measures are likely to 
be judicial reforms. One option, the ending 
of automatic remission for imprisoned IRA 
murderers, worries the police and Mr King's 
officials. To do that would penalise well-be- 
haved prisoners, and risk a noisy protest in 
Ulster's jails. A better bet would be to con- 
sider limiting the right of a terrorist suspect 
to remain silent in the face of police interro- 
gation. That might be risky, given the past 
history of maltreatment of prisoners in 
Northern Ireland. But IRA members are now 
trained to say nothing when questioned. 
Given the paucity of other evidence in ter- 
rorist trials, that has made conviction of sus- 
pected terrorists increasingly difficult. The 
right to silence is already under review in 
Britain; and in the Republic, a measure in- 
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ot to answer questions on acts of terrorism 
or the possession of arms or explosives. The 
Republic would therefore find it hard to 
complain if such a measure were introduced 
r the North. 

. The appearance of action may, for a 
while at least, quieten the British public. For 
Mr King, who accepts that the IRA cannot be 
beaten, only subdued for limited periods of 
time, it is a matter of waiting and praying 
that any new measures aimed against terror- 
ists do not set back the interminable search 
knee solution. 

— — That holy grail seems as elusive as ever. 
Ministers draw comfort from the mere sur- 
rival of the Anglo-Irish agreement, signs of 
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I torways 
How many more? 


| \ year the Department of Transport 
LN plans to open part of the 58-mile ex- 
tension of the M40 from Oxford to Birming- 
ham, and start building the final 1 4-mile sec- 
tion of the M20 in Kent. These are the last 
big links planned in a 2,000-mile motorway 


Ss 


etwork started 30 years ago. Most of Brit- 


ain’s cities are now within easy reach of a 
our- or six-lane motorway; yet British road 
rs still complain bitterly about how hard 
it is to get around their congested island. 

_ In the bi-annual review of road policy 
hat gets under way this autumn, the trans- 
vort secretary, Mr Paul Channon, will have 
to take some tricky decisions. The road-us- 
ers’ lobby will put plenty of good economic 
arguments for more main roads and motor- 
ways, both in the congested south-east and 
in other parts of the country whose develop- 
ment has supposedly been hindered by inad- 
equate transport links. Like every transport 
secretary before him, Mr Channon will have 
to arbitrate between these competing de- 
nands on a limited public budget, already 
heavily committed to maintaining existing 
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| Rewing up 
| Motor vehicles in use in Britain 


Sources: Department of Transport, International Road Federation 
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war-weariness among 
hopes that a new leader will one day emerge 
among the Unionists. A successful offensive 
by the IRA would hurt Mr John Hume, lead- 
er of the moderate nationalist SDLP, who has 
been holding tentative talks with Mr Gerry 
Adams, president of Sinn Fein, the political 
wing of the RA. Mr Hume has the blessing 
of the Republic's prime minister, Mr 
Charles Haughey, but his machinations 
have left his own followers increasingly un- 
happy. Mr Haughey is being urged by the 
Irish press to start talking to the Unionists. 
Without some political solution, no amount 
of ingenious changes in security or the ad- 
ministration of justice will permanently curb 
the IRA. 
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T! Botnia network is almost complete. Now the transport department 
nust decide »bich roads to build eet P 


motorways. Unlike any of his predecessors, 
he will also be trying to find a way to get a 
substantial amount of private investment 
into roadbuilding. 

The demand for new roads appears to 
be as high as ever. In a booming economy 
where around 8596 of goods are delivered by 
road, freight traffic increases every year; be- 
tween 1980 and 1986, its volume rose by 
1396. And more people than ever have cars: 
the number in use nearly tripled between 
1960 and 1985, and could rise again by be- 
tween one-third and one-half in the follow- 
ing 25 years, according to Department of 
Transport forecasts. That is plausible—Brit- 
ain still has fewer vehicles per inhabitant 
than other large rich countries (see chart). 

So the benefits of most new road pro- 
posals can easily be shown to outweigh their 
costs, using the government's normal 
method of calculation (which, however, suf- 
fers from the weakness of all British trans- 
port policy that it fails to compare the merits 
of investment in road and rail). But the addi- 
tional motorways proposed by the British 
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clude another orbital moto 

don roughly 15 miles outside the M25; the 
upgrading of the A1 to motorway standard 
from London to Newcastle; a relief motor- 
way parallel to the M6 between Birmingham 
and Preston; and yet more motorways and 
dual-carriageways criss-crossing East Anglia, 
south-west England and the Pennines. Such 
a programme, admits the BRF, would require 
a near-doubling of the £1 billion budget for 
main roads. It would also require the silenc- 
ing of a whole pack of environmentalists al- 
ready upset by the pace of housebuilding in 
the south-east. 

Selecting a more affordable programme 
is, in theory, a technical exercise of choosing 
the roads that perform best in cost-benefit 
analysis. In practice, every decision to build 
roads is riddled with politics. A six-lane mo- 
torway is normally considered viable only if 
40,000 cars a day or more are forecast; or 
that basis, motorways like the Mi, the M2 
and the Mé near the big cities of south ana 
central England should have at least eight 
lanes, while peripheral routes like the M50 
near the Wye Valley and the m90 north of 
Edinburgh should never have been built 
(see map on next page). Central Scotland 
and South Wales can thank persuasive local 
ministers rather than abundant motorists 
for their extensive road networks. 

Should new motorways be built to re- 
lieve congestion or to stimulate regional 
economies? The argument that a new motor- 
way generates its own traffic, and therefore 
cannot reduce crowding, remains untested: 
the transport department pours millions of 
pounds into public inquiries to forecast the 
impact of motorways and to appease the 
greens, but takes little trouble to analyse 
their actual impact once they have been 
built. The overcrowding of the M25 from the 
day it opened appears to prove that motor- 
ways induce people to use their cars mor 
Opponents of this theory say that the M2! 
problems have not been caused by new traf- 
fic, but by existing traffic which was not ex- 
pected to use the motorway, such as cars and 
lorries making local trips in the home 
counties. 

One suggested new motorway which 
would help regions badly served by roads, 
yet also relieve congestion elsewhere, is an 
extension of the M11 north from Cambridge 
to create an east coast motorway as far as 
Middlesbrough. One-fifth of the country's 
population lives in the motorway-free zone 
east of the inadequate A1. An extended M11 
would not only provide a decent route to the 
north-east, but also open up inaccessible 
places like Norfolk, Lincolnshire and Hum- 
berside on the way. It would also take traffic 
off the crowded Mi and A1. At a recent con- 
ference aimed at rallying support for the 
idea, opened by the head of the Confedera- 
tion of British Industry, road-hauliers ar- 
gued that goods landing at Hull could be 
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of Transpor «Flow is measured in both directions at 


more easily shipped west along the M62 to 
Manchester than north or south to closer 
markets. That has contributed to the slow 
strangulation of the Humber port of 
Immingham, and made Humberside the last 
underdeveloped deep-water port in the 
country. 

Supporters of the M11 extensiorr believe 
they are starting to get a sympathetic hear- 
ing from officials in the Department of 
Transport. But those officials are much 
more keenly aware of the need to solve a 
problem that they encounter daily as com- 
muters: congestion in and around London. 
` "inisters believe that, in central London at 

ast, the main solution must be improved 
rail and underground lines, and they have 
commissioned a study to look at possibil- 
ities, But they are also considering where to 
build new main roads in the capital —and 
they are prepared to give the private sector a 
significant role in doing so. 

Private infrastructure projects are still in 
their infancy in Britain. Three big 
projects—the Channel Tunnel and the sec- 
ond crossings of the River Severn and the 
River Thames at Dartford—have been con- 
ceived by government to be built privately. 
A more adventurous kind of private scheme 
would be one proposed by its builder. Mr 
Channon is looking at a number of such 
projects, including the Costain Group's pro- 
posals for a 16-mile-long submerged tunnel 
under the Thames and a second deck on the 
M25, The transport secretary would like to 
show that private infrastructure will have as 
significant a role over the next decade as 
privatisation has had since 1979, but he 
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must tread carefully. He is likely soon to ac- 
cept one unsolicited scheme as a pilot, but it 
will not be as zany and ambitious as the dou- 
ble-deck M25, which would probably fall at 
the first hurdle of planning permission. 

Two other constraints could hold back 
the building of new private roads, One is the 
problem of charging tolls. In a small country 
like Britain, tolls may be practical on 
bridges, but less so on motorways, where 
motorists may often be able to avoid tolls by 
taking other routes. That difficulty may be- 
come less serious as the alternative routes 
become more congested, and as new tech- 
niques are devised to charge cars without 
slowing them down. A more serious obstacle 
is the Treasury. Transport ministers would 
like to use private money to invest more in 
transport than would otherwise be possible; 
the Treasury prefers to regard all infrastruc- 
ture investment as being in the public do- 
main, and subject to normal spending con- 
trols. Unless it changes its mind, some of the 
grander plans for new toll motorways will re- 
main idle fancy. 





Trade figures 


Off balance 


HOSE who worry about the balance of 

payments have had a busy week. July's 
biggest-ever monthly current-account defi- 
cit—it was more than £2.1 billion—trig- 
gered a full percentage-point rise in interest 
rates. It also brought the deficit for the first 
seven months of 1988 to nearly £8 billion— 
twice the forecast for the whole year made 
by the chancellor of the exchequer at the 
time of his March budget. 

The July figures confirmed the picture 
shown in the latest edition* of the balance 
of payments "pink book", also published 
this week. The pink book reckons the cur- 
rent-account deficit for 1987 was £2!^ bil- 
lion—£1 billion more than the chancellor's 
previous estimate. The trend of Britain's ex- 
ternal accounts is clear from these figures: 
from a big current-account surplus in the 
mid-1980s to a deficit that is equally big and 
is growing fast. 

There remains an unsolved mystery. In 
each of the past four years, the balancing 
item—the number corresponding to un- 
identifed transactions that is inserted to 
make the external accounts balance—has 
exceeded the figure for the current account 
itself. In 1986 it was a huge £14 billion. That 
suggests a link with the ending of exchange 
controls in 1979 and financial deregulation 
in 1986: either the surplus on interest, prof- 
its and dividends or investment abroad may 
have been larger than officially recorded. 





* United Kingdom Balance of Payments. 1988 edition. 
HMSO, £9.95, 


BRITAIN 


The ending of exchange controls has 
also led to an enormous growth in Britain's 
net external assets. While America has be- 
come the world's biggest net debtor, Britain 
has become its second biggest net creditor 
(after Japan). In 1987, though, Britain's net 
assets fell from £113 billion to £89 billion, 
partly thanks to a fall in share values after 
last October's stockmarket crash. The crash 
was probably responsible for British resi- 
dents being net sellers of foreign stocks and 
shares for the first time since 1977. It may 
also explain the slight fall to £9 billion in the 
City of London's net earnings. 


Hospital doctors 


Curing by sacking 


UPPOSE a senior hospital doctor 

(known in Britain as a consultant) were a 
cocaine addict. You might as a prospective 
patient hope that when found out he could 
be instantly sacked. National Health Service 
(NHS) managers will tell vou that life is sadly 
not that simple. All dismissals have to go 
through an arcane procedure known from 
the circular that sets it out as (61) 112. Even 
then, most consultants have the right of ap- 
peal to the health secretary. Some recent 
cases have shown that the whole procedure 
can take between one and five years, The 
cost in pay and legal fees can be as high as 
£250,000 for each dismissal. 

Consultants are quick to justify such 
protection even though it is denied to other 
NHS staff. Most of them arrive in their grade 
after years of 100-hour weeks. Many work 
more than their contracted hours. Once dis- 
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Available to think 


ICTURE the scene. On one side of a 
large municipal-style table in a prefab 
| government office sit three middle-aged, 
middle-class home counties worthies. On 
| the other is an unshaven, overwrought, 
| gesticulating and heavily accented man 
trying to argue, like Aristotle, that phi- 
losophy is the key to the best life; and, 
like Socrates, that a life without philoso- 
phy is not worth living. 

The philosopher is Mr Julius Tomin, 
an unemployed Czech dissident who has 
swapped a secure living with little free- 
dom of expression in Prague for more 
freedom but less security in Oxford. The 








Would Oxford give Plato a job? 


| 

social-security department now wants to 
withdraw Mr Tomin's dole on the 
| grounds that, by refusing to accept work 
| other than that for which he is qualified 
(ie, teaching philosophy), he has made 
| himself unavailable for work. 

In true philosophical tradition, the 
| argument at the tribunal revolved mainly 
| around definitions. What, for instance, 
did applying for a job mean? According 


D 









to Mr Tomin, it meant sitting in Oxford 
University’s Bodleian Library research- 
ing Plato. On his logic, if he writes schol- | 
arly papers and has them published, he is 
more likely to be offered a teaching job. 
The worthies, it seemed, were more used 
to thinking in terms of scanning the 
noticeboard at the local Job Centre. 

Mr Tomin’s chances of teaching phi- 
losophy at Oxford are “zero”, according 
to an Oxford philosopher: “It's all a very 
sad story, but it’s at least half his fault.” 
Mr Tomin was first invited to give a 
short series of lectures at Oxford in 1980 
after a group of Balliol philosophers had | 
visited his seminars in Prague. They en- | 
joyed a brief moment of glory when they 
were arrested mid-seminar and sent 
packing back to Britain. They came back 
deeply impressed by Mr  Tomin's 
bravery. 

Bravery does not guarantee brilliance. 
Even the best philosophers find it hard 
to get work in Britain these days. In the 
past four years, seven university philoso- 
phy departments have closed and since 
1980 the number of lecturers in the sub- 
ject has fallen by a third to 378. Mr 
Tomin has not helped his cause by alien- 
ating the Oxford philosophy establish- 
ment. He is obsessed with trying to show 
that Plato's "Phaedrus" was his first dia- 
logue, a theory which has been robustly 
rebuffed by Mr Anthony Kenny, master 
of Balliol and the man who invited him 
to Oxford in the first place. "From the 
point of view of style, content and every- 
thing else, it's clearly a late dialogue, and | 
that's all there is to it," savs a classical 
philosopher firmly. 

If the tribunal finds against Mr 
Tomin in a fortnight’s time, the Job Cen- 
tre will beckon. If he has to work at all, 
he is determined to do a manual job, to 
leave his mind free for philosophy. In 
that, he will be following a noble tradi- 
tion. Wittgenstein, no less, did the same. 

























































missed, they cannot hope for another job 
since the NHS is a monopoly employer. The 
two-year case of Mrs Wendy Savage in 
Tower Hamlets showed that dismissals can 
be motivated largely by personal animosity. 

Even so, doctors concede the case for 
change. Last year the health department set 
up a joint review of disciplinary procedures 
with the profession that was originally due 
to report by the end of 1987. True to form, 
its delayed report has only just been sent to 
ministers. It recommends wider use of peer 
review: four consultants in each district 
should have the job of urging poor perform- 
ers to improve. It may also do away with ap- 
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peals to the minister, which are anomalous 
now that appeals against sacking can go to 
industrial tribunals. And it will put forward 
some ideas for cutting the delays that are 
such an expensive feature of the present 
system. 

Behind grumbles about the difficulty of 
sacking bad consultants lies a bigger issue 
that will be brought into sharp focus by the 
present NHS review. This is the contractual 
relationship between doctors and managers. 
District health managers complain about 
the problem of running hospitals and stay- 
ing within budgets when they have no say in 
the appointment of consultants and no con- 





trol over their activities, since consultants' 
contracts are with health regions. Nor can 
they influence consultants’ pay which is 
fixed by a review body and topped up by big 
merit payments that are awarded by worthy 
senior consultants to their fellows. 

Consultants defend these practices by 
saying that their first duty should be to pa- 
tients not managers. They do not like the 
idea of giving politically accountable manag- 
ers, keen to seek savings, some control over 
doctors' decisions. In the past they have 
fought off attacks on their freedom. This 
time, they may lose. Even the House of 
Commons socialservices committee, re- 
cently unfriendly to the government, is hos- 
tile to consultants. And the new health sec- 
retary, Mr Kenneth Clarke, has shown in 
the past that he enjoys scrapping with doc- 
tors. He will have plenty of chances over the 
year ahead. 


Brent council 


Socialism’s last 
stand 


HE local council in Brent, in north Lon- 

don, means different things to different 
people. To a reader of the Daily Mail, it sug- 
gests anti-racism advisers, homosexuality 
taught in schools and support for lesbian 
groups. To a Brent resident in the past few 
weeks, the council has meant nursery-school 
closures and the cancellation of school 
meals and grants to voluntary groups. But 
say Brent to an employee of the Audit Com- 
mission, which monitors local-government 
efficiency, and it will mean only one thing: 
administrative incompetence. 

Brent is the borough with the highest 





No free lunch, even in Brent 
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mitting that no creative accounting mea- 
sures could stave off the need to make dras- 
tic budget cuts, Brent was still literally 
spending like there was no tomorrow—and 
getting ready to sell off its town hall to prove 


New New England 














Having held out longer than any other 
borough, Brent also has farther to fall. It 
must immediately trim £17m from its 
£385m budget for 1988-89, and is planning 
widespread redundancies: the local-govern- 
ment union, NALGO, reckons that up to half 


.. of its members could receive redundancy 


notices. On August 22nd the council modi- 


. fied its plans to close down services, claim- 


ing that it can keep its nurseries open, con- 
tinue to offer school meals to children who 


require them, and support 145 of the 188 - 


voluntary organisations presently on its 
books. But the departments which have 
agreed to trim their budgets while meeting 
such guarantees have little idea how they 
will do so. 

For the foreseeable future, the byzan- 
tine politics of Brent's Labour party mean 
that the council will teeter from one crisis to 
the next, while services deteriorate. What 
Brent needs is a hard-nosed efficiency re- 
view. Who might undertake it? Now that 


left-wing councils have been forced to aban- 


An occasional series on foreigners in Britain looks at Americans 


| BQETWEEN 140,000 and 160,000 
OSAJ Americans live in Britain—roughly 
the population of Worcester, Massachu- 
setts. The number has-remained more or 
less constant for the past 15 years. But the 
kind of American living in Britain: is 
„changing. Fewer now are employees of big 
American companies and fewer still are 
rich expatriates of the kind described by 
Somerset Maugham. 
Sending employees over to Britain has 
ecome expensive. Some companies, such 
as Esso Europe, which employed several 
hundred Americans in Britain during the 
-. 1970s, have closed their offices down. The 
* problem is partly the exchange rate, partly 
the high cost of housing and partly—at 
least until. Mr Nigel Lawson’s tax-slashing 
budget—higher British tax rates. Many 
American companies make up to their 
|. employees the amount of money they lose 
by paying higher taxes when abroad. One 
investment bank—about 65 of whose em- 
| ployees are Americans—reckons that in 
the last tax year this cost the company 
$2.5m (£1.5m). 
Once upon a time—before 1974—— well 
. heeled Americans saw Britain as a civi- 
^. lised tax haven where they did not pay any 
Dritish taxes. A few elderly grandees re- 
main from those days, as well as those al- 
|. ready married to Britons—the Countess 
| of Airlie, for example. Britain is a tax ha- 
| ven no more: indeed, if last month's Trea- 
| sury consultative document on United 


ERAI Mm eet hr eiie eer ere E a E 


: arene RE SEPA mae I PP ARR oa i 


Nae tr TWN ee alarm BAN AER h rere Lm i err 





THE ECONOMIST AUGUST 27 1988 











Kingdom residents comes to fruition, 


‘Americans who are resident in Britain 
may find themselves paying British capi- 
tal-gains tax when they sell their summer 
home in Martha’s Vineyard, or their 
condo in New York. | 
The largest single contingent of Amer- 
icans in Britain is the armed forces, con- 
sisting mainly of 60,000 United States Air 
Force (USAF) staff and their families on 
short postings to one of nine bases such as 
Lakenheath or Mildenhall in Suffolk. 
They lead a somewhat isolated existence: 
entertainment (bowling alleys, cinemas 
etc) and shopping facilities are provided 
on base. Some prefer to live in rented ac- 
commodation in surrounding villages and 
towns. Some say it is hard to meet local 
people, who tend to view them with suspi- 
cion even though members of the USAF 
put butter on their bread by spending 
over $45m (£27m) in sterling last year. 
Most of the 80,000-100,000 civilians 
now living in Britain are not sent over by 
big American companies. Mr Robert. 
Worcester, a London-based opinion poll- 
ster, reckons many are working in profes- 
sions such as advertising, television, 
teaching, and market research. Most live 
in or just outside London, in no particular 
area—although the rich insist on Belgra- 
via, Knightsbridge or St John's Wood, 
close to the American school. 
Day-to-day existence in Britain can 
take some getting used to—no all-night 
























terference in Brent’s affairs by centra 
ernment would win the council f 
‘where now it. has.none: even the | 
local member of Parliament, Mr Ken 
stone, has savagely attacked his fellow: 
iststhere, ss ^ 507 s : 
Another Labour mp, Mr »* 
Blunkett, has offered Brent an olive: 
let the local-government unions set u 
dependent inquiry into Brent's finan 
suggests, and sympathetic experts fr 
side the borough could offer helpful: 
Mr Blunkett believes that the faction 
power in Brent is realistic enough to} 
outsiders. If so, it should consider ask 
Audit Commission to come in for 
dependent view of how to cut i 
litically unthinkable? Maybe. f 
precedented. Last December anot 
so-moderate council decided to take 
course. Liverpool. 
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supermarkets, inefficient showers, lou: 
telephones and, some find, slapdash se 
vice where the general attitude is "we 
can't do that". One woman was astot 
ished to be told that it would take 1 
weeks for her new sofa to be delivered. In 
the event it took eight months. Attitude 
to work also differ. A television executiv 
working for a British company claims sh 
was jokingly advised to do her late-ni 
work at home rather than in the office 
it might "demoralise" her English co 
leagues. American journalists in Londo: 
like the fact that the Foreign Office does 
not get into gear until a civilised 9.30 
10.00 am. The best time to get hold o 
official at the State Department in Was 
ington is 7.30am. ee 
Prominent Americans living in Britair 
such as Mr Kingman Brewster, maste 
University College, Oxford, Mr John 
Getty, a philanthropist who-has con 
uted vast sums to the arts in Britai 
Mrs David Owen, who isa successfu 
ary agent, would be welcome anywt 
For more ordinary folk, friendships wi 
the British can sometimes be hard 
form. An American working on a Briti 
glossy magazine complained that he w 
not invited to any of his colleagues’ hom 
for more than two years. Rhodes sche 
at Oxford say they are forced to sper 
much of their time with fellow America 
because British students are so "cliquéy 
Even rich bankers with £500,000 houses 
and tailor-made suits who shop for the 
groceries at department stores such ; 
Harrods and Fortnum & Mason, can fin 
it hard to make English friends or g 


asked for country weekends.” 
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Whitehall 


Moving out 


FFICE rents, labour shortages and 

wages are much higher in London and 
the south-east than elsewhere in Britain. Yet 
most government jobs are there. More and 
more departments are asking if this is wise. 
Over 10,000 of these jobs have been moved 
out of London since 1979—including a 
third of the overseas-development ministry, 
which has gone to East Kilbride. An internal 
study recently concluded that 2,000 more 
positions in the social-security department 
could be moved. The employment depart- 
ment is now thinking about moving more 
jobs in headquarters to join those bits of its 
empire that have already been moved to 
Shefheld and Bootle. 

Seasoned observers might be forgiven a 
touch of cynicism. Over the years, successive 
inquiries by eminent knights have recom- 
mended moving many civil-service posts out 
of London. The chart shows that the results 
have been flimsy. Whitehall’s mandarins— 
supported for once by their recalcitrant 
unions—have successfully fought off previ- 
ous bids to take them away from Westmin- 
ster's fleshpots by arguing either that they 
must be near ministers and Parliament or 
that they are serving the south’s own 
inhabitants. 

Will the latest initiatives peter out too? 
There are four reasons for hoping not: 

@ The economic pressures are building up. 
The rent and wage differentials have always 





: Distribution of 
E eS " government staff, 1987 
MESS Figures per 10,000 population 
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been big. Now many London departments 
are finding it impossible to recruit or retain 
staff at uncompetitive (because Treasury- 
fixed) pay rates. One office reports 70% staff 
turnover in the past three years. Some de- 
partments may therefore have to move out 
to survive. 

e Better incentives. Relocation used to be 
forced on the civil service from the centre. 
Now departments are just given guidelines. 
But they are also charged market-related 
rents even when their buildings are govern- 
ment-owned. The Treasury helps with one- 
off relocation costs: and departments can 
bid in the public-spending round to keep 
some of their relocation savings. 

e Two significant changes are in the offing. 
One is bigger local pay variations which the 
Treasury is trying out in the teeth of union 
hostility. They will increase the savings from 
moving out of the south-east. The second is 
the arrival of autonomous agencies to take 
over routine jobs like issuing passports or 
forecasting the weather. Managers of these 
agencies will have their performance (and 
pay) assessed against targets for quality of 
service and costs. They may find such tar- 
gets easier to meet if they move. 

e The private sector is increasingly moving 
too. Relocated civil servants used to feel sin- 
gled out and victimised. Now more big com- 
panies are planning to join them: Lloyds 
Bank to Bristol, Pearl Assurance to Peter- 
borough and Esso to Leatherhead. The dif- 
ference is that companies tend to stay closer 
to London whereas departments are under 
pressure to go farther north. 

Most people still dislike the idea of re- 
location. Yet those who have done it are sur- 
prisingly content. The Scottish Office re- 
ports that overseas-development staff in 
East Kilbride appreciate their better (and 
cheaper) housing and schooling and less 
traffic. New inventions like the fax machine 
and video-conferencing mean that those 
who move need not constantly come back to 
London for meetings. And individuals who 
don't want to go can usually be redeployed 
in London: the savings come from moving 
jobs not people. 

The logic of relocation needs to be ap- 
plied to other parts of the public sector. The 
armed forces have been largely exempt (see 
chart) despite the efforts of Mr Michael 
Heseltine to push them north when he was 
defence secretary. Even local authorities 
could benefit. It is hard to see why all of 
Westminster council's 5,700 staff have to be 
based within the city boundaries. 

And the departments (like the Treasury, 
Foreign Office or Cabinet Office) that have 
to stay in London? They might reflect on of- 
fice rents of £30-40 a square foot in the 
Whitehall area against £7-10 at the Elephant 
and Castle. Whitehall's knights might not 
like moving south of the river; but the tax- 
payer would rejoice. 
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Amnesty International 


Jail-house rock 


EXT Friday some 77,000 frenzied fans 

will gather at Wembley Stadium in 
north London to dance to Bruce 
Springsteen, Sting and Peter Gabriel. The 
gig has been organised to support Amnesty 
International’s campaign to promote the 
40th anniversary of the Universal Declara- 
tion of Human Rights. 

The concert marks the start of a six- 
week tour covering 20 cities from Budapest 
to Buenos Aires. The aim is not to raise 
money but to make people more aware of 
their rights. The tour has a commercial 





Rock for rights 


sponsor. Ticket sales are expected to pay for 
only $12m (£7m) of the estimated $22m 
(£13m) cost of the tour—concerts in devel- 
oping countries such as the Ivory Coast and 
Puerto Rico will cost far more than the reve 
nue from ticket sales. The hefty balance will 
be met by the Reebok Foundation, the char- 
itable arm of a sportswear manufacturer, 
originally British, now based in America. 
Sportswear firms promote football teams 
more often than human rights, but Reebok 
says its products represent "lifestyle and 
freedom of expression". Those, it feels, are 
two essential benefits of human rights. In re- 
turn, it wants only a modest "made possible 
by the Reebok Foundation" at the foot of 
advertisements and programmes. 

Reebok, like Amnesty, may benefit 
from a growing interest in human rights 
among young people. Amnesty's member- 
ship in Britain has increased from 35,000 to 
45.000 in the past two years, most of the 
new members coming from schools and uni- 
versities. It is confident that next week's Hu- 
man Rights Now! concert will result in still 
more members. 
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Euro delays 


Eurotunnel warned its tun- 
nelling contractors that they 
face hefty penalties for digging 
the Channel tunnel rail link 
between Britain and France 
too slowly. The British side is 
about 13 weeks behind sched- 
ule, and the French side is 
about 12 weeks late. 


One in three airline flights 
in Europe was delayed in June 

use of congestion, accord- 
ing to the Association of Eu- 
ropean Airlines. 


The IATA airline cartel said six 
European airports—Munich, 
Frankfurt and Dusseldorf, 
London's Heathrow and 
Gatwick, and Milan—are 
short of runway capacity. It 
wants governments to lift cur- 
fews on night-flights for qui- 
eter, modern jets while more 
runways are being built. 


People 





Kenneth Derr was elected as 
the new chairman of Chev- 

. ron, America's fourth-largest 
oil company. Mr Derr, aged 
52, is one of two vice-chair- 
men and will succeed George 
Keller, who retires at the end 
of the year. 


Donald Kelly resigned as 
chairman of Beatrice, a giant 
American food and consumer- 
products group. Mr Kelly, 66, 
took two executives with him 
and may buy part of the com- 
pany to try and build another 

| conglomerate. 
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Global motors 


The fourth-largest car manu- 
facturer in America, Japan's 
Honda, plans to sell 1m cars 
there by 1990. Its second 
American car-plant is nearly 
ready. 


America's General Motors 
launched a new range of cars 
in Europe, developed at a cost 
of about $800m, to challenge 
Ford's leadership in the mid- 
range car sector. The new 
Opel Vectra and Vauxhall 
Cavalier models are being 
built in Britain, West Ger- 
many and Belgium. 


Japan's Toyota began export- 
ing some of its American- 
made Corolla cars to Taiwan. 
The cars are built in America 
in a joint venture with Gen- 
eral Motors. 


Computer makers 


Fast-growing Apple Com- 
puter has been reorganised 
into four operating divisions. 
The Californian company 
reckons it will more than dou- 
ble in size to $10 billion of 
turnover by the early 1990s. 


America's Du Pont will pay 
$4.5m for the patent on a 
supercomputer developed by 
the University of Houston. 
The chemicals company reck- 
ons the machine will be the 
first with wide commercial po- 
tential, It also has an option 
on the university's super- 
conductivity inventions. 


Finance and trade 


Britain's current account re- 


corded its largest-ever 
monthly deficit: the July figure 
was £2.15 billion ($3.7 bil- 
lion). Bonds, shares and ster- 
ling slumped. Banks' base 
rates rose a full point, to 1296. 


Taylor Woodrow, a British 
construction and property 


group, plans to issue property 
income certificates for a pro- 





posed new market. The certifi- 


cates, called pincs, would give 
holders a share in the rental 


income from its St Katherine's 


Dock development in London 
and a stake in the manage- 

ment company running it, but 
not ownership of the building. 


Feverish trading in the shares 
of Italy's Nuovo Banco 
Ambrosiano fuelled specula- 
tion of a merger with Banca 
Cattolica, in which it already 
has a 5096 stake. This would 
create the second-largest pri- 
vate-sector bank in Italy, with 
deposits of more than 12 tril- 
lion lire ($8.5 billion). A stake 
may also be sold to another 
European bank. 


Calling time 





For the first time in 74 years 
pubs in England and Wales 
may now open all day. Sober 
start, though: beyond the 
tourist spots many landlords 
did little trade. Many pubs will 
continue to shut in the after- 
noon. 


Israel shortened its working 
week from six to five days as 
part of a long-term wage agree- 
ment with its public-sector 
workers. 


Going up and down 


E Prime Aerospace, a small 
company founded 18 months 
ago by a group of retired space 
and defence engineers, said it 
had started its countdown for 
America's first private-enter- 
prise rocket launch on Octo- 
ber 6th. 
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A federal jury in America or- 
dered the three Hunt oth. |. 
ers of Texas, and a group of — 

other investors, to pay more - 
than $130m in damagesto —— 
Minpeco, the marketingarm — 
of Peru's state-owned mining 

industry. The jury found that. 
the brothers had conspired to 
corner the world silver 

















year acquired [ 

14.9% of Britain's Midland _ 

raised net profits for the 

first half of 1988 by 18.696 to 
HK$1.7 billion ($220m). 


Pleasurama, a British casino — 
and holidays group fightinga | 
£750m ($1.3 billion) takeover | 
bid from Mecca Leisure, in- 
creased pre-tax profits in the. 
six months to the end of June 
by 38%, to £22.5m. 


The net profits of America’s — 
Deere increased to $81min 
the third quarter compared | 
with $25.5m in the same pe- 
riod last year. The manufac- 
turing group is the world’s 
largest producer of farm 


equipment. 
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Alan Bond's Australian mas- ^g 
ter-company, Bond j 
tion, more than trebled its af- 
ter-tax profits to A$402.6m 
($294m) in the year to June. | 
Its international drinks busi- 
ness was the biggest contribu- 


tor to profits. : 















Expectations for Spain over the next five years, up to the 

completion of the single European market in 1992, are 

high. This is because Spain has: 

* The potential for high export and GDP growth 

* An encouraging programme of market and 
administrative reform, which has strengthened industry 
and promoted the growth of the financial sector 

* The necessary backdrop of political stability 

However, Spain faces serious worries over rapidly 

increasing imports. And there are long term concerns about 

Spain’s ability to retain the confidence of foreign 

investors. 
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A new Sp 





ecial Report assesses 
the key economic and political 
issues in Spain. 


* Will it become a significant financial market? 
* What is the future for the country’s agriculture, tourism, 
textile, and automotive industries? 


* How deeply rooted is the new entrepreneurial spirit? 
This comprehensive Report forecasts the evolution of 
Spain’s improving economy. It brings together a wide range 
of data and analysis on sectoral output, fiscal and monetary 
policies and highlights the emergence of Spain as a full 
participant in the EC. 

Spain to 1992: Joining Europe's Mainstream. 

Special Report No. 1138 

by Mark Hudson and Stan Rudcenko. 

Price including airmail postage: 

£115 UK & Europe; 


e : S ; i : : US$245 North America; 
Will Spain's present ideal business climate last: £118 Rest of World. 
The Economist Intelligence Unit Limited, 40 Duke Street, London WIA LDW a— omit 
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Are America's consumers 
ready to deflate? 


NEW YORK 


HE party may not yet be over, but it 
seems to be quietening down. After 
years of spending freely, America's consum- 
ers have been keeping a tighter grip on their 
wallets since the stockmarket crash of Octo- 
ber 1987. Mind you, America's GNP still 
grew at a handsome 496 in the year to the 
second quarter—fast enough for the Federal 
~ eserve to feel it necessary to push up inter- 
t rates. America's transition from growth 
fuelled by domestic consumption to—touch 
wood—more growth fuelled by exports is 
bound to be a delicate business. 

America's real consumer spending grew 
steadily at between 4!2% and 5% a year be- 
tween 1983 and 1985, and by barely less in 
1986. Last year it grew by 2.796, and this 
year looks set for a rise of 2.596. That is not 
exactly frugal, but it has made a little room 
for the recent strong growth in investment 
and exports. Measured in 1982 dollars, ex- 
ports grew by 2096 between 1987's second 
quarter and April-June 1988. 

The shift to exported growth is fast 
shrinking America’s once unbudgeable 
trade deficit, and, with it, the country's 
hearty appetite for foreign capital. In nomi- 
nal terms, America's deficit on trade in 
goods and services peaked at a seasonally- 
adjusted annual rate of $126 billion in the 
fourth quarter of 1987. By the second quar- 
ter of 1988, the Council of Economic Advi- 
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sors calculates it had fallen by nearly 3096, to 
an annual rate of $91 billion. Annualising a 
short span of data is a hazardous business, as 
the disappointingly large visible-trade deficit 
for June showed. (It was $12.5 billion: 
annualise that and you get $150 billion.) 
That said, the trend is encouraging. 

Businessmen have so far been doing 
their part to keep the export boom going. 
For the first time since 1985, American busi- 
ness investment is growing much faster (at 
roughly 1096 a year) than consumer spend- 
ing. Perils remain. The risks are the greater 
because only one part of America's eco- 
nomic policy-making equipment is in work- 
ing order. Mr Alan Greenspan's Federal Re- 
serve is humming purposefully; fiscal policy 
has broken down, and isn't going to be fixed 
until after the election. Even then, don't 
hold your breath. 

Though each political party eagerly ac- 
cuses the other of having no programme to 
reduce the budget deficit, neither has made 
any effort to enact in 1988 the policies that 
the presidential hopefuls are vaguely prom- 
ising for 1989. Mr Greenspan is hence left to 
make fine adjustments to the economy with 
the axe of monetary policy. 

Higher interest rates are badly suited to 
cooling an economy in which the trade bal- 
ance is a worry, because they strengthen the 
currency, and hence make exports dearer 





# and imports cheaper. The dollar is already 


too high for America's short-term health 
(see page 57); another spell of appreciation — 
will do no good at all. | 

Since higher interest rates are unpopu- _ 
lar with voters, they are also badly suited to 
a Republican chairman of the Fed in an elec- _ 
tion year. So far, though, Mr Greenspan has à 
kept his distance from politics. His recent 
testimony to Congress was judged “sound RA 
on inflation”, and so were the rises in inter- 
est rates he has already arranged. The prob- — 
lem of whether and how much to tighten _ 
money further may be manageable for the — 
time being. The inflation rate rose to 4.19% _ 
in July, but that was thanks to the temporary 
effect of the drought on food prices. Ameri- 
ca's economy needs a tight rein, but most 
short-term signals do not suggest critical 
difficulties. 

Despite an average unemployment rate 
of only 5%—which means that there are 
many pockets of more-than-full employ- 
ment (see page 28)—collectively negotiated 
wage increases still lag inflation. Manufac- 
turing productivity is rising. Industrial ca- 
pacity utilisation, at just over 8396, is not 
quite level with its previous peak in 1978. 
The best part of Mr Greenspan's good for- 
tune is simply that America's consumers are 
showing some unaccustomed restraint. 

In particular, they have learned to say 
no to imports made expensive by the fallen 
dollar. Sales of imported consumer goods 
fell in dollar terms in the second quarter—a 
rare event. (Most forecasters expect their 
growth in volume terms this year to slow to 
576, compared with nearly 796 in 1987.) The 
number of imported cars sold in America 
has fallen by over 10% from its peak of 3.5m 
in the third quarter of 1987. Some luxury 
marques, like Porsche and BMW have seen: 
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sales fall by nearly half. 

Two other factors should help to re- 
strain consumer demand in the coming 
months. One is the sheer cost of servicing all 
of America's new consumer debt (which has 
only recently started to pinch). Competition 
among consumer lenders has forced ever 
more generous terms. For many years, fall- 
ing interest rates enabled consumers to re- 
finance old fixed-rate loans at lower cost. 
The Federal Reserve calculates that the 
growth in debt-service costs may have been 
as little as half the growth in overall debt. 
With interest rates now rising, those days 
should be coming to an end. 

A second reason to hope for continued 
consumer restraint is the slack housing mar- 
ket. Just as changing share prices make peo- 
ple wealthier or poorer and therefore spend 
more or less, so should changing house 
prices—only more so. A rule of thumb is 
that 10% of the population holds 90% of 


shares and bonds; but a majority of house- 
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holds own homes. Outside northern Cali- 
fornia and a few other pockets, house prices 
are flat. The number of building permits is- 
sued is declining. The average time needed 
to sell a home is lengthening. 

Indeed, some now predict a housing 
crash to follow decades of a housing boom. 
In a recent issue of Barron5 Mr Stan 
Salvigsen, formerly chief investment strate- 
gist of Merrill Lynch and now with Com- 
stock Partners, predicts that housing prices 
around New York could fall by as much as 
50%. Rents, he points out, provide a dismal 
return on the market value of most houses. 
The financial lure of an investment in hous- 
ing is largely the prospect of capital appre- 
ciation—rather like the stockmarket of a 
year ago. Given bankers’ success in peddling 
"home equity” loans to enable consumers to 
spend the appreciation in the value of their 
houses, a tumble in housing prices could 
suddenly leave many Americans facing a 
crunch more painful than last October's. 
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Cuba 
The American 
friend 


HAVANA 


N ECONOMIC crisis is changing one of 
the smaller constants of political life: 
the mutual hostility of the United States 
and Cuba. For Mr Fidel Castro, the giant 
enemy across the water acts like a glue, hold- 
ing the country together behind him; for the 
Americans, Cuba is an ever-present re- 
minder that communism can exist on its 
doorstep. For Cuba, this convenient hostil- 
ity has a price: the country cannot trade 
with America. This is a price that is rising 
ever higher as a hard-currency shortage 
grips the island. 

The depreciation of the dollar and the 
fall of oil prices have dealt a double blow to 
Cuba's balance of payments. Cuba receives 
about 13m tonnes of Russian oil a year in 
return for sugar, and help in Angola. This is 
more than the island needs, so Cuba earns 
dollars re-exporting the surplus. According 
to Mr Hugo Pons Duarte, an economist at 
the University of Havana, the drop in oil 
prices from their recent peak has cost Cuba 
about $300m a year. 

While Cuba's main export to the West 
is priced in dollars, its imports are priced in 
yen and D-marks because Cubans cannot 
buy American goods. So the dollar's decline 
has raised both the effective cost of essential 
imports—such as medicine for the island's 
extensive health-care system—and substan- 
tially increased its foreign debt. According 
to the national bank, Cuba's debt to the 
West rose by $672m, to $5.7 billion, in 1987 
alone. More than 4096 of the rise can be 
traced to the dollar's fall. 

The country's ability to grow out of this 
balance-of-payments problem is limited. lt 
cut imports from the West by more than 
20% last year, reducing its trade deficit with 
these economies from 531m pesos ($648m) 
in 1986 to 315m pesos. Invisible earnings 
from tourism and oil re-exports are thought 
to have produced a small surplus overall, 
but that did not leave enough for interest 
payments, which have therefore had to be 
rescheduled. 

True, higher commodity prices will help 
this year. Sugar accounts for about three- 
quarters of the island's total export earnings 
and 1988 could bring its first 8m-tonne crop 
since 1984. This would probably be enough 
to prevent Cuba again having to import 
sugar to fulfil its obligations to Russia—as it 
has had to do during a recent run of bad 
harvests. In the long term, however, sugar is 
a dubious prospect because Russia wants to 
stop its practice of paying well over the 
world market price for Cuban sugar, and 
has started to sign long-term contracts with 
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Hello, tourist 


the Dominican Republic. Nickel prices have 
risen this year, too, and a much-delayed new 
nickel plant may almost double Cuba's cur- 
rent nickel output. At the moment, though, 
the plant is producing at only one-third of 
capacity, and all its production is being 
shipped to Russia. 

So what, in the long term, can Cuba do 
to earn dollars? The answer is: attract tour- 
ists. That leads back to foreign policy and 
the country’s relationship with America. 
Last year, only about 200,000 of the 8m 
tourists who visited the Caribbean went to 
Cuba. Hardly any of them were Americans. 
In the rest of the region, more than 60% of 
tourists are Americans. So if Cuba is to fulfil 
its hopes of attracting 2m tourists by the end 
of the century, it will have to become more 
friendly towards America. 

There are few signs that the relationshi, 
will change quickly. On America’s side, im- 
proving relations with Cuba is hardly a pri- 
ority for policy-makers. In Cuba, the in- 
crease in tourism that has already happened 
is reviving memories of pre-revolutionary 
days, when Havana was the Caribbean's sin 
city. But if Cuba were to offer its attractions 
to America, the rewards could be great. 

Around 4096 of the population of thriv- 
ing Miami, 70 miles across the sea, is of Cu- 
ban origin. Cuba once had the biggest and 
most entrepreneurial business class in the 
Caribbean; these scattered entrepreneurs 
have played a big part in the business suc- 
cess of the Dominican Republic and Puerto 
Rico. If Cuba had a government that wel- 
comed enterprise, plenty of investment 
would come in. That could turn the island's 
economy rapidly round and even enable it, 
if it boomed, to challenge Puerto Rico for 
the title of America's Hongkong. 
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had the dol 
[epus cannot agree on how 
Kato define an equilibrium exchange 
rate for the dollar, let alone on where it 
might lie. Broadly, there are two main 
«ways of arriving at a definition. 
|. ~ One follows the theory of purchasing 
| power parities (PPPs) whose leading advo- 





| that equates prices. Calculating the dol- 
probus 





| to heavy government borrowing. If the 
| current-account deficit is to be elimi- 
nated, therefore, America's reliance on 
external capital must fall, either through a 
| rise in domestic savings (ie, a smaller bud- 
get deficit) or a fall in investment, A 
, cheaper dollar is neither necessary nor 
| sufficient to shrink the deficit. 
| 
| 


- The dollar’s odd rally 
| In contrast, the second (and more widely 
|... held) school of thought believes that ex- 
ange rates will move in whatever direc- 
^n is required to achieve a sustainable 
urrent-account balance. So with Ameri- 
€&à's current account likely to be in deficit 
to the tune of $140 to $150 billion this 
year, the dollar's rally seems odd. This 
‘school believes that the forces which 
‘would normally equalise the cost of goods 
and services in all countries can be dis- 
| rupted by, for instance, different coun- 
- tries’ consumer preferences or by trade 
barriers. Asa result, the "equilibrium" ex- 
-change rate may be different from the PPP. 
Most models show that if the dollar 
were at its PPP, America’s current-account 
deficit would continue to grow and its for- 
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hit a mov ing target 


| 
| | Does the dollar's rally mean that it is becoming overvalued again? Or 
| ar previously fallen too far? 

| | 


ECONOMICS FOCUS 
eign debt would rise forever. This is im- 









possible, so the PPP cannot be an equilib- 


rium rate. Investors would not hold a 


growing mountain of debt unless interest. 


rates kept rising or the dollar fell. 
When America was in rough balance 
on its current account in 1980, it was the 


world's biggest creditor; now it is its big- 


gest debtor and so to regain current-ac- 


count balance it needs to earn a trade sur- 


plus to cover mounting interest payments. 
In other words the dollar needs to be be- 
low its ppp, at least for a while. 





How much below? Mr John William- 
son of the Institute for International Eco- 
nomics has calculated what he calls funda- 
mental equilibrium exchange rates (FEERs) 
for the dollar. These are the rates which 
will produce a current-account deficit 
equal to the underlying net inflow of pri- 
vate capital, assuming sustainable domes- 
tic policies. America could probably run a 
current-account deficit of perhaps $30 bil- 
lion à year. Mr Williamson is currently up- 
dating his FEERs for the dollar. His old 
guesses were ¥150 and DM1.75. : 

Economists at Goldman Sachs have a 
variation on Mr Williamson’s FEERs. They 
define the sustainability of an external 
deficit differently. They ask what rate will 
stabilise America's debt-to-GNP ratio at its 
current level, assuming no changes in fis- 
cal policy—ie, all the adjustment has to 
come through the exchange rate. E 

Goldman Sachs calculate the-dollar’s 
sustainable equilibrium exchange rates 
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fore less need for 







































(SEERs) to be in the ranges ¥124-137 a 
DM1.66-1.84 (see chart). The dollar's 
has thus taken it above its equilibri 
rate against the D-mark and put they 
dollar rate almost at the top of its rang 
. Mr David Hale, the chief économ 
Kemper Financial Services, takes yet ; 
other tack. He argues that chang 
America's domestic savings-investr r 
balance are unlikely to allow the curr 
account to shrink below $120 billio 
the next three years. So he interprets th 
recent rise in the dollar as the mechani 
which makes America’s trade deficit co 
sistent with its domestic savings-inves 
ment balance. In other words, the ris 
the dollar reflects the fact that the e 
omy is bumping against its capacity | 
ing. Domestic demand is slowing, but no 
enough to. make room for an export 
boom. Until the budget deficit is cut 
private savings rise, exports cannot čo 
tinue to grow at their current pace. 


Common ground | 
Despite appearances, some common 
ground is lurking under all this. All th 
theories agree that the top priority is f 
America to cut its budget deficit. Beca 
that point is given, it is insufficiently 
stressed in the debate between the fac- 
tions. If America's fiscal policy were right, 
the disagreement between Mr McKinnon 
and the others would narrow, because th 
non-PP? people would say there was there 
the dollar to fal 
Equally, if fiscal policy stays wrong, th 
non-PPP people agree that a fall in the do 
lar (to the level that they would then thin! 
necessary to balance. America's trade 
might be inflationary. All the camps (in 
cluding even Mr McKinnon) agree tha 
the dollar’s rally dangerously diverts at 
tention from the need for a change in : 
cal policy. ecl 
The rival theories of the dollar's eq 
librium value can perhaps be expresse 
simply as a question of time-scale. The p 
is an equilibrium only in the long run; 
takes time for the international pti 
equalisation process to do its work. ind 
short-term exchange rates may need to d 
verge from their PPPs to help trade flows to 
adjust. That is when SEERs and FEERs serve 
as a guide to where exchange rates “need 
to be". Then, as the forces of competition 
make prices in different economies cor 
verge, the SEERs and FEERs move gradually 
into line with PPrs. 
If this is corrett, then the dollar does 
need to move lower in the short-term. 
Without that cut in the budget deficit, in- 
flation becomes the risk. 

















BILLUND, DENMARK 
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T Danish family company makes one 
ET product—children's bricks. Their high- 
technology content is zero. Anyone, it 
seems, could make copies. The company has 
recently lost legal battles in Britain and 
America to protect itself from imitations. 
The market is notoriously fickle. And the fi- 
nal consumers of the product—children in 
Western Europe—have been declining 
- gently in numbers over the past 15 years. 
| Yet, though margins have narrowed 
over the past two years, Lego is not unduly 
- ruffled. It has built up such a strong market 
.. position—creating the measurable market 
= segment of “construction toys” virtually sin- 
— gle-handed—that it does not intend to let a 
-.— bit of competition make it fall apart. 
h “Legal protection is not all-important,” 
- says Mr Kirk Kristiansen, the 40-year-old 
-— grandson of the founder and now president 
—— ofthe group (his father, Mr Godtfred Kirk 
— Christiansen, is chairman). "We have a mar- 
.— ket position which is such that if we do the 
right things in future we shall still be all 
E right... 
> If that sounds like hype, consider the 
—— record. Lego sells in almost every country 
— that does not keep it out with import restric- 


tions. lt has manufacturing plants at its 


headquarters in Billund, a small town in 
mid-Jutland, in Switzerland and in America, 
and joint-ventures in Brazil and South Ko- 
rea. It has its own machine-tool factories in 
— West Germany and Switzerland, ("Lego's 


- "not as simple to make as you might think") 


— and the group is, and has been for many 


years, self-financing. The secret of its suc- 





Child's play 
Lego Systems’: 


99m and the cari of E | 
From little bricks great houses grow 


You dors gen rich manufacturing companies 
products? Look at Lego and think 


must make increasingly so- 
again 


cess, though, lies not in its production ex- 
pertise, but in its dedication to a basic prod- 
uct, together with a clever marketing 
strategy to make people buy it. That strategy 
is based on repeat-buying. 

Plenty of construction toys existed be- 
fore Lego came along, but in most cases chil- 
dren got bored with them after playing with 
one or two kits. Lego makes money because 
the purchase of the first, basic kit leads to 
many more—the little blighters always want 
more bricks, as parents quickly discover. 
Some years ago the company worked out 
that the average customer's first kit led to 
the purchase of ten or 12 more. As the prod- 
uct has developed, they reckon the multiple 
is quite a bit higher today. 

The basic product, the studded brick 
(which was not an idea original to the com- 
pany), is so simple that sceptics have been 
telling Lego ever since the 1950s: “This 
can't last; you must find something new." 
But the temptation to find something new 
in the fad-conscious toy market has always 
been resisted. Instead, the group sticks to its 
last—making toys which appeal to chil- 
dren's imagination. "Understanding how to 
develop the bricks in such a way that chil- 
dren can build whatever they want with 
them is the trick that lies behind our suc- 
cess,” says Mr Kristiansen. 

This process began with simple bricks in 
the 1950s; then came bricks with wheels; 
then motorised cars and trains. A step down 
the age-ladder was made in 1969 with 
Duplo, double-sized bricks for small fingers. 
Since then there has been a flow of "tech- 
nical" kits of increasing complexity, some of 
which test the skills of an adult. Toy figures 
of people brought a further dimension to 
Lego: role-playing. This is taken seriously by 
the company, not least because sales to 
schools and nursery schools (for which spe- 
cial kits are made) have become a main 
source of recent sales expansion. 

Another is geographical expansion. The 
company treats Europe, which accounts for 
60% of sales, as a single domestic market— 
and somewhat to its own surprise, has found 
it a steady growth market; sales rose 896 in 
1987. As more complex products come on 
to the market, demand for the basic kits has 
risen, helped by the fact that the parents of 
today's children played with Lego when they 
were kids. In America, sales are rising even 
faster—by 20% last year—and the company 
hopes for further growth because its share of 
the total American toy market is still smaller 
than its share of the European market. Per- 





haps the biggest export success has come in 


Japan, where Lego has seen off the local 
manufacturer in its own market, even 
though Lego costs 25% more. When Ameri- 
can firms complain that the Japanese market 
is impenetrable, the Japanese cite Lego as an 
example of how a foreign firm can succeed. 
Indeed, Lego makes a virtue of its foreign or- 
igin—because that enables it to cash in ona 
Japanese passion for Hans Christian 
Andersen. 

What no one can tell from all this suc- 
cess, however, is how profitable the com- 
pany is. Lego is a family firm and intends to 
remain that way. It has virtually no long- 
term debt and a complicated structure of 
four holding companies, intended to defend 
the family interest from Danish inheritance 
and wealth taxes as family control passes 
from generation to generation. Only an ir- 
ner circle knows the true state of the comp 
ny's finances. 

The basic facts about the companies 
controlled by the Danish group are now 
published. Sales last year were DKr2.38 bil- 
lion ($348m). This covers companies with 
about 3,300 of the group's total payroll, 
which runs to 5,950. It seems reasonable to 
guess that group sales are close to double the 
published figure. The Danish group last year 
made a pre-tax profit of DKr210.9m and 
DKr106.8m net (the chart shows the largest 
component of this group, the Danish manu- 
facturing arm). The return on sales was 
lower than in some boom years in the early 
1980s, when the strength of the dollar 
helped to boost profits. But over the past 
three or four years the Danish-controlled 
companies alone have invested about DKrl 
billion in new equipment—hardly evidence 
of a company which thinks competition is 
going to bring about decline. 


a ———M—— BÀ 


THE ECONOMIST AUGUST 27 1988 





Hae ow 


A holiday for two 


WE should Britain’s largest holiday 
company pay £75m ($126m) for an 
outfit that, despite being the third biggest in 
the British industry, is trading at a loss—as 
(see chart) is the whole sector? The buyer is 
Thomson Travel, an arm of International 
Thomson Organisation, a Canadian multi- 
national. Subject to the approval of Britain's 
anti-trust authorities, Thomson has bought 
Horizon Travel from Bass, Britain's biggest 
brewer. Together, the two companies will 
control about 4096 of Britain's package-holi- 
day business, enough maybe to bring a refer- 
ral to the Monopolies and Mergers 
Commission: 7 

Thomson has three arguments against a 

referral: one bad, one embarrassing, and 

ie good. First, the bad one. Count, says 
i nomson, not simply the market for pack- 
age holidays, but all the foreign trips made 
by Britons each year. On that definition, the 
share of the two companies shrinks to less 
than 2596. This argument is valid only if you 
think that the same people who take pack- 
age holidays in Benidorm also take a few 
weeks off in their villas in Tuscany or the 
Cevennes—in other words, that all these 
trips are part of the same large market. A lot 
of companies do think this way, which is 
why they are in trouble. 

The embarrassing argument is that 
three years of frantic price-cutting and blind 
pursuit of market share have slashed profit 
margins to the point where some consolida- 
tion looks inevitable. In 1987, Thomson's 
package-tour operations carried 3.7m peo- 
ple, and contributed only £3.2m in prof- 
its—or less than £1 per holiday. Obvious, if 
unstated, conclusion: the merger would lead 

a reduction of capacity and an increase in 
ces. This cannot happen until 1990; 
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With luck, changes in capacity and prices 
should restore the industry's profitability 
without hurting consumers too much. The 
barriers to entry into the package-tour busi- 
ness are low; no company, however big, is 
going to raise its prices by amounts that beg 
to be undercut. 

Thomson's good argument is that na- 
tional calculations of market share are be- 
coming redundant. Kuoni, a firm which 
specialises in long-haul holidays for Britons, 
is a Swiss company. West German compa- 
nies are said to be have spent the summer 
looking for British holiday-operators to buy. 
Thomson itself is trying to expand by acqui- 
sition in Europe, probably in France, West 
Germany, or Scandinavia. The European 
Commission would like national travel com- 
panies to be able to sell their products out- 
side their own boundaries. 

If the authorities do investigate the 
merger, holidays are not the only products 
they will have to consider. The merger af- 
fects the airline business, too. Measured by 
passenger-kilometres flown, the combined 
charter-airline subsidiaries of Thomson and 
Horizon were bigger than Swissair, and 
twice as big as the Scandinavian carrier SAS, 
in 1986. Already, charter airlines are wooing 
business travellers on to their non-sched- 
uled services, and demanding (and some- 
times getting) their own scheduled routes. 
Already over 6096 of Europe's air traffic is 
on non-scheduled, charter carriers. Thus, 
on Europe's regulated airways, liberalisation 
is creeping in by the backdoor. 


Divide to rule 


Welcome though its effects on airline com- 
petition may be, they do not fully explain 
Thomson's purchase. Two other factors 
help. The first is the potential for growth in 
Britain. According to the Economist Intelli- 
gence Unit, British spending on foreign 
travel may grow by 13.696 in the years from 
1986 to 1991. This is more than in any other 
country. On those calculations, the British 
market for foreign travel would, by the 
1990s, be bigger than that of either Japan or 
America, and second only to West 
Germany's. 

Second, Thomson's management is bet- 
ting that it can increase profit margins from 
their present sliver. In part, it may be able to 
do that by applying to Horizon's holidays 
the computerised booking system which it 
has successfully introduced for its own. But 
to shake the business out of its low-margin 
torpor, more will be needed. 

According to Mr Simon Oulliford, a 
marketing consultant, Britain's holiday 
companies have spent too long treating 
their customers as if they were a mass mar- 
ket. Just as British food stores used to be, the 
holiday firms are obsessed with competition 
on price. 

The secret to increased profitability in 
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travellers. The trade thinks it has already 
done that. Club 18-30, a division of Britain’s 









“The killer instinct. 


NE part of the British holiday - 
business knows all about market 
segmentation: its ski-holiday part. - 
This is full of small outfits, some sell- 
ing holidays in only one resort. They 
usually win more repeat business than _ 
do their summer-time colleagues. —— — 
This season's brochures are now 
dropping through letter-boxes. True 
to form, they offer “party villages"; _ 
luxury chalets, and (offered by atleast 
five companies) a nanny service. —— 
Club Turkey, though, wins the . 
prize for market segmentation. Erzu- - 
rum, the brochure says, is "close to 
the Russian border", and “downright — 
inhospitable, bleak and shabby”. The — 
airport is “frequently forced to- 
close". One of its two chair lifts has a: _ 
bizarre landing area. On to a tiny slop || 
ing ledge skiers launch themselves from 
the chair. Their drop depends on snow | 
conditions , . . and timing, Hesitate for if 
a few seconds and it could be 20 metres. | 
Spot that market for suicidal skiers | 
and go for it. OE 








the holiday business, says Mr Gulliford, i 
market segmentation, or carving out holi- 
days that will appeal to particular groups of 


second largest travel company, Interna 
tional Leisure Group, sells an easily 
recognisable product: holidays which are 
sunny, boozy and libidinous. Wings (part of 
the Horizon group) has, like Kuoni, carved a - 
niche in the long-haul trade. Thomson says - 
that it likes the idea that Horizon is in a 
slightly different market from itself. Pe 

Yet at present it is still common for deli- 
cate types to be shovelled into coaches, aero- 
planes and even hotels already occupied by 
gangs of vomiting hooligans. Next year the 
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survivors make other plans. Any worthwhile 
company, argues Mr Gulliford, should be of- 
fering “brands” of holiday, so that each 
tourist can get the type of holiday that he or 
she wants, without having it contaminated 
by those with a different idea of a good time. 
If that could be guaranteed, the holiday- 
maker would take his business back to the 
same place, just like British families did 
when they went back, for decades, to 
Butlin's or the same boarding house at 
Bournemouth. 

Thomson says that more than 5096 of 
their customers have taken a Thomson holi- 
day in the past five years. Impressive? Not 
compared with Club Mediterranée, a 
French company whose beads-for-money 
and grass huts give it the most successfully 
branded product in the business. The com- 
pany claims that 75% of its customers took a 
Club Med holiday the previous year. Loyalty 
like that would soon justify Thomson's sum- 
mer flutter. 








| MILAN 


| E ITALIAN fashion going out of style? 
| Two years ago, no self-respecting 
| stockbroker, manager or advertising ex- 
| ecutive could consider himself or herself 
| properly kitted out without a suit la- 
| belled "Made in Italy". Now, as execu- 
tives and their stockmarkets move chas- 
| tened towards the 1990s, Italian clothes 
| makers face troubles. 
| The Italian clothing industry's main 
| market is America. Last year its exports 
| there fell 1.2%, following a decline of 5% 
in 1986. A 4096 drop in the value of the 
| dollar accounts for part of this decline 
but not all of it. 

More important are the changing 
tastes. of Americans who 
bought Italian | clothes— 
mainly people with inflated 

incomes and an inflated 
sense of status to match. Nei- 
ther salaries nor fashion's 
demands have survived last 
October's crash intact. As 
Mr Kurt Barnard of Retail 
Marketing Report puts it: 
“The baby boomers who 
used to have to look great at 
any cost are now looking at 
carburettors and curtains." 
High prices deter such 
born-again utilitarianists. A 
"Made in Italy” suit now 
tends to be the most expen- 
sive item on the rack: its 


price in New York has risen 
by around 25-30% since last 


Fraying at the edges 





Post-crash fashion 


Valuing brands 


What's in a 
name? 


RI TE assets are no problem: you 
can value offices or factories easily 
enough. But what about the intangible value 
of a brand name? Since the takeover this 
year of the companies that make Smarties 
and Worcestershire Sauce, the value of 
brands has been one of the hottest ques- 
tions in British business (and, since English 
accounting standards are influential world- 
wide, in other countries too). It is easy to 
know that brands are valuable; far harder to 
know just how valuable until some predator 
has bought them. Nestlé paid more than five 
times the book value of Rowntree, much of 
the difference being the “unbooked” value 
of Rowntree's brands. 

So a few British companies are timo- 





year to offset the dollar's decline. The in- 
comes of the suit-buyers have either 
fallen, if Wall Street brokers, or, if man- 
agers or advertising executives, have 
risen by something nearer to the average 
rise of disposable incomes: 4-596 last 
year. In sum, Italian fashion houses face 
consumers who now watch their dollars, 
and who prefer to spend money at home 
rather than on putting on the style. | 
Italian fashion houses might have 
shaken off these problems by going fur- 
ther upmarket. Unfortunately, the 
changes in the market have coincided | 
with a decline in creativity. Though es- 
tablished names like Armani and 
Valentino retain their fol- 
lowing, much current pro- | 
| 
| 
| 


























duction is derivative. The 
“Milan mafia” is a closed 
world; new ideas become 
jaded, talents exhausted. 

The Italian designers 
have also devalued their 
most important  assets— 
their names. Names that 
once graced only couture 
collections were stuck first 
on jeans, and on telephones, 
spectacles, even wine bottles. 
lt was profitable while it 
lasted, but the days when de- | 
signers could over-charge 
their customers for the right 
to become walking advertise- 
ments for them seem 
numbered. 






























rously trying to give a better account of their 
brands by putting a balance-sheet value on 
them. The latest is Grand Metropolitan, a 
drinks and hotel group that last year bought 
one of the great names in booze, Smirnoff. 
GrandMet has bravely decided to take 
the bull by the tail. It will value in its balance 
sheet all the most important brands that it 
has bought since January 1 1985. It will do 
this by adding back into its balance sheet 
the "goodwill"—ie, the difference between 
the market valuation of a company and its 
book value—that it wrote off after taking 
companies over; this is expected to amount 
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to over. £500m ($850m). It will not add back 
the value of brands bought before this ar’ 
trary cut-off date. Nor will it attempt 
value brands that it has developed itself. So 
it will be half-way between the simplicity of 
excluding brands altogether, and the purity 
of including them at their full value so that 
the balance sheet is an accurate reflection of 
the company’s worth. Shareholders can be 
forgiven for feeling that this half-way house 
is the worst of all possible solutions. 
GrandMét is constrained in what it can 
do. Although a few British companies (in- 
cluding Reckitt & Colman, the maker of 
Dettol antiseptic, and United Newspapers, 
publisher of the Daily Express) put values 
for brands on their balance sheets, they go 
no further than GrandMet. ssa» 22, the 
British accounting standard that lays down 
the rules for such items, talks of a fair value 
for "separable net assets". To date, most ac- 
countants have interpreted this to mean 
that only tangible assets can be separately 
valued. GrandMet maintains that the intan- 
gible Smirnoff name is just as separable and 
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sellable as the group’s head office in Lon- 
don’s Hanover Square. The problem is that 
it is not so easy to call up someone who will 
value it—which is part of the reason why the 
company will not change the balance-sheet 
value of its brands from year to year. 

Quite apart from the theory of what 
constitutes an asset, companies can see prac- 
tical benefits from putting a value on their 
brands. By increasing the size of the balance 
sheet, a firm may improve its borrowing ca- 
pacity. Hence GrandMet's accounting 
change led to speculation that it was about 
to launch a big takeover. French analysts fa- 
voured Pernod Ricard as a target—the 
French drinks group includes intangible as- 
sets (of FFr245m, or $46m, at the end of 
1987) on its balance sheet. OrandMet is al- 
ready involved in one takeover bid: it is of- 
fering 1£253m ($358m) for the Irish Distill- 
ers group, maker of Jameson's and Bushmills 
Irish whiskeys. Predictably, Irish Distillers 

as said that the bid does not reflect the true 
worth of its brands. 

Gestures like GrandMet's do little to re- 
solve the accounting quandary over the 
treatment of intangible assets. As takeovers 
of service companies increase so does the 
quandary: much of the price paid for a ser- 
vice company is for intangible goodwill. By 
their nature, service companies are short on 
tangible assets. 

Yet GrandMet’s valuing of the goodwill 
attached to the name Smirnoff does not yet 
mean that the goodwill attached to, say, the 
name J. Walter Thompson, or Price Water 
house or N.M. Rothschild can also be put 
on a balance sheet. Smirnoff may be sepa- 
rable from the business. ]. Walter Thomp- 
son is not. 

Thus wep, the company which bought J. 
Walter Thompson for $566m in 1987, wrote 
off £278m of the price. Before GrandMet’s 
gesture, WPP discussed keeping some of the 

ilue of its newly-acquired names on its bal- 

ace sheet. [t is now again talking with its 
accountants and financial advisers about 
putting some of the goodwill back into its 
accounts next year. 

Accountants are divided over the issue. 
They cannot decide whether a balance sheet 
should assess a company's value, or be 
merely an historical record of costs that 
have not yet been written off against reve- 
nues. Laymen would prefer the former. It 
seems arrant nonsense that Nestlé could pay 
over £2 billion for something that had never 
appeared in Rowntree's balance sheet, and 
that will never appear in Nestlé's either. The 
Swiss company's policy is to write off imme- 
diately the purchase price of intangible as- 
sets. The lay investor would be happy to 
yield some simplicity for some consistency. 
Never mind that companies' accounts are 
misleading; just ensure that each misleads in 
the same direction and from the same start- 
ing point. 
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Chinese business in Hongkong 





Where China learns to love capitalism 


HONGKONG 


HINA'S Communists are fast becoming 

Hongkong's biggest capitalists. Take 
some of the more obvious examples: the 
Bank of China, with its 12 sister banks, has 
2096 of Hongkong's total deposits. The 
China International Trust & Investment 
Corporation (crric) holds 12.5% of Cathay 
Pacific Airways. China Merchants Steam 
Navigation handles almost a third of all car- 
goes coming from China to Hongkong, and 
controls the colony's Union Bank. 

But China’s involvement is not con- 
fined to high-profile companies like these. 
The best guess is that overall Chinese invest- 
ment totals $6 to $10 billion. That makes 
China a larger investor in Hongkong than 
America, with $5 billion. And, if one counts 
Jardine, Matheson and the Hongkong and 
Shanghai Banking Corporation as non-Brit- 
ish (which seems reasonable these days), 
then Chinese companies have outstripped 
even those of Hongkong 's colonial master, 
to become the biggest single investment 
force in Hongkong. 

China's role is crucial to Hongkong's 
survival as a manufacturing and financial 
centre. If its companies left, so would the 
world's confidence in Hongkong's future. 
Hongkong is vital to China, too: the colony 
is the easiest place for China to do business, 
raise money and earn foreign exchange. 
Both Hongkong and mainland China know 
they must work increasingly closely together 
as time marches on to 1997, when Hong- 
kong returns to Chinese sovereignty. But 
even such obvious self-interest cannot 
smooth out all the bumps in this marriage of 
capitalism and communism. 

Only around 500 companies are "offi 


cial" Chinese investments in Hongkong, ac- 
knowledged and approved by China's au- 
thorities, either central or provincial. There 
are at least another 1,000— possibly even 
3,000, according to one Chinese official— 
operating unofficial "representative" or 
"branch" agencies for parent bodies in 
China, or simply Hongkong shell compa: 
nies. Their common purpose is to evade 
China's financial controls. Residence in 
Hongkong enables them to raise and invest 
foreign exchange outside China's central 
plan. Such branch offices can pretend to be 
tax-favoured foreigners for joint ventures on 
the mainland. 

This new Chinese competition is start- 
ing to worry Hongkong's home-grown cap- 
italist roaders. One complaint is that Chi- 
nese companies will not play by capitalist 
rules. Since state-owned Chinese companies 
can hardly go bankrupt (even though they 
are now supposed to be responsible for their 
losses), what is to stop their subsidiaries pay- 
ing over the odds for a property, especially if 
it increases their commission or agency fees? 
Another worry is that China's enterprises in 
Hongkong are so nepotistic that they not 
only exclude Hongkong's people but also 
breed corruption in a business environment 
corrupt enough already. 

Such worries pale, however, in compari- 
son with the benefits of trade with China. In 
1979 trade between Hongkong and China 
was a puny HK$17 billion. By 1987, it had 
grown to HK$205.4 billion ($26.3 billion). 
For the past three years, China has been 
Hongkong's biggest trading partner, push- 
ing America into the number two slot and 
making Japan third. Hongkong's economy is 
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China's aria to capitalism ... 


now trapped on the hook of China's cheap 
labour (around 1.5m workers in Guangdong 
province are employed directly or indirectly 
by Hongkong) and reliant on China’s ex- 
ports of yarn, fabrics, clothing, construction 
materials, vegetables and so on. Similarly, 
China depends on Hongkong: some 30-40% 
of China’s foreign-exchange earnings come 
either from or through the colony. 

Many Hongkong businessmen have 
turned to the Chinese for rescue from their 
own excesses. In 1984 China Re- 
sources and the Bank of China saved 
Conic, a publicly-quoted electronics 
company, from bankruptcy. In 1985 
the Bank of China joined the Hong- 
kong and Shanghai Bank in bailing 
out Ka Wah Bank, and a year later 
cimice bought 91.6% of Ka Wah for 
HK$350m. Union Bank, another 
Hongkong bank threatened by the 
1985-86 banking crisis, was rescued 
by China Merchant Steam Naviga- 
tion. The most recent salvage opera- 
tion came last October, when the 
Bank of China quickly offered 
HK$333m to the Hongkong govern- 
ment’s HK$4 billion "lifeboat" for 
the futures market. 

Good intentions do not always 
bring good results—or even grati- 
tude. Take as an example China 
Everbright Holdings, a private com- 
pany set up in Hongkong in 1983 by 
China. Within a year, Everbright be- 
came involved in an insider-trading 
scandal over an agreement to buy a 
property development from a com- 
pany controlled by one of Hong- 
kong's biggest and smartest business 
men, Mr Li Ka-shing. One of 
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Everbright's motives was to “stabilise” 
Hongkong's economy, and indeed when the 
agreement was announced the then-de- 
pressed stock market rose sharply. However, 
the agreement quickly foundered—but only 
after one of Mr Li's companies had sold 
shares at a handsome profit. Everbright's 
chairman, Mr Wang Guangying (who is the 
brother-in-law of China's head-of-state in 
the 1960s, Mr Liu Shaogi) was left looking 
like a clod. 





The stockmarket conundrum 


To improve their capitalist skills, some Chi- 
nese businessmen in Hongkong have been 
considering how to subject their firms to the 
disciplines of the stockmarket. Many al- 
ready own shares in other firms. Wah Shing 
Toys was floated in June with 37.596 of its 
shares held by Yue Xiu Enterprises, a com- 
pany owned by the municipality of Canton. 
Guangdong Investment, an investment and 
property company formerly called Union 
Globe, is controlled by Guangdong Enter- 
prises (which is owned by the provincial gov- 
ernment and now has over 30 subsidiaries 
and joint ventures). CrriC, China Merchant, 
Everbright, Guangdong International Trust 
and Investment Corporation, China Travel 
Service, China Resources—all these have 
share portfolios stretching from property to 
restaurants. But only one company, Tian 
An China Investments, 6096 owned by 
China Resources, the Bank of China and 
the New China News Agency, can claim to 
be a true China listing on Hongkong's 
exchange. 

There should be more, given the attrac- 











... may find an attentive audience 


tions of equity capital over debt and the 
need for companies in China to raise money 
for their nation's development. The reason 
for their absence is simple: even though "so- 
cialism with Chinese characteristics" is get- 
ting perilously close to the Western Euro- 
pean concept of a mixed economy, China's 
system is still far from being like Hongkong's 
in terms of either accountancy or the law. A 
company wanting a listing needs a five-year 
track record of decent profits. In an econ- 
omy such as China's, with many 
prices fixed until recently by the state, 
that sort of accounting does not exist 
(though neither did it for some of 
Britain's state companies before they 
were privatised). 

Similarly, Hongkong's British k 
gal system has no parallel in Chin 
where laws tend to be policy declara- 
tions which can be changed at will by 
the communist party. For their part, 
China's businessmen are loth to sub- 
ject their companies to the volatility 
of Hongkong's stockmarkets. Mr 
Robert Fell, chief executive of the 
Hongkong Stock Exchange, thinks 
listed investment funds specialising in 
risk development in China are, for 
the moment, more likely than full list- 
ings for Chinese firms. 

On the other hand, China is 
changing at a speed that constantly 
surprises. A decade ago, capitalism 
was a decadent evil; now, Mr Xu Jia 
tun, China's representative in Hong: 
kong, says "the modern capitalist sys- 
tem is a great invention of human 
civilisation." His people are eagerly 
putting that invention to work. 


—— P 
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Brain boxes v byte boxes 


NEW YORK AND SAN FRANCISCO 


America's equity-fund nap once used brains not bytes to pick: stocks. 
Since the crash of October 1987 many more are using computers. What 
difference will i it make to America’ s fund managers? | 


AST vear adul EEA of America’s 

s equity-fund managers, who control $4 
trillion of investors’ cash, failed to beat the 
indard & Poor's (sap) 500 index. Inves- 
-ors had by and large shunned techniques 
-suchas indexing—the use of computers to 
5 build up a portfolio that matches a 


| stockmarket index. Not surprisingly, in 


Pa post-crash America, many institutional in- 
. vestors, who used to depend heavily on 
brait-box portfolio managers, are farming 
ut more cash to computerised Gorgon 
agers. 
For example, Ane? s $2 trillion pen- 
ion funds, Sp Met for better returns, have 
ncreased the amount they give the index- 
 'ers--from 9196 of the assets they control to 
"maybe 11%, or $220 billion, in the year to 






















coser to $300 billion.) Indexers are also 
cheap. Active lie, non-computerised) equity 
nagers often charge fees equivalent to 1% 
alue of a portfolio. Tying, say, $100m 
E S&P 300 may cost as- as as 
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| May 1988. (The indexers claim the figure is. 


investors (which manage money subscribed 
directly by Mr Joe Public, eg, pension funds, 
mutual funds and insurance companies) or 


they are outsiders, like investment banks; 


which receive (and manage) second-hand in- 
stitutional money. Institutions tend to be ac- 
tive (ie, non-computerised) fund managers, 
farming out business when they want spe- 
cialist help. The indexers and their offspring 


are normally outside specialist fund - 
managers. —— 
Indexers—or, in Wall Street-burble, 


"structured managers —are convinced that 
their share of the pensions pot will increase 
for two reasons. First, the fund-management 
business as a whole cannot expect to beat 
the market. That is simply because fund 
managers are, in effect, the market. Institu- 
tional investors account for 5196 of turn- 
over on America’s Big Board (the New York 
Stock Exchange) and 43% on NASDAQ. 
Moreover, some of the better-than-average 
managers who seem to out-run the market 
don't really, because fees and dealing costs 
absorb a lot of the gain. 

Second, around 9096 of an equity fund's 
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performance depends on which n 

invested in, not on the precise 
within that market. ' 
your resources to chase 10% 
mance?” argues Mrs Patricia Dun 
Fargo Investment Advisers, Áme 
gest indexer, with total assets of 
billion. Pension funds might b 
cide which markets they should 
then use indexed PUE to ac 
market. | 
But active fund managers are no 
ing breed—yet. These days they 
match any particular stockma 
and to combine that with a spor 
of beating it In principle t 
should yield a Lr higher, but more 
able, return than the relevant index. 
cordinglv, indexers are becoming a i 
more adventurous. In practice this me 
mixing traditional methods with compu 
ised management. S 


Tilt that fund 


The latest rage is for “tilted funds": cen * 
jargon which really means picking a stock in 
dex and trying to beat it by a predetermin: 
amount. Roughly a sixth of W 
portfolio is tilted. Wells Fargo, wh: 
$5m a year on computers, recently v 
il Ww irse d: business: fro 








as aea is an indice es pone as the $ af 
and EAFE may start to do worse than the 
stockmarkets which they supposedly r 
sent. Stocks with small market : 
isations in America may well bout 
higher than the big 500 stocks int 
index. The EAFE index is dominated 
and gives a particularly — 
weighting to Japanese bank stocks. 
American fund which makes up its 
small-company index, or an internatio 
portfolio which follows ids but leaves. 
Japanese banks, could easily look a 
bet than a more simp leminded i inc 
tracker. ! 
The brainy element in computer iny 
ment techniques attracts active m^ 
who have previously regarded” 
an investment cop-out. Me- 
set Management, for 
funds but not ru. 
Another large Ne 
Alliance Capital, say: 








$1 its $6 billion indexed funds are tilted, 
“mostly to accommodate individual clients. 
- (It offers South Africa-free indexes, for 
Š instance.) 
" The fees on tilted funds are higher— 
1 around 0.2596 of a portfolio. Wells Fargo 
reckons that normal indexers need around 
-— $10 billion in funds to break even. On May 
- 31st, the only other managers past that 
E — mark were Bankers Trust, Mellon Bank and 
- State Street. Even so, Alliance Capital reck- 
— ons it made profits on its $4 billion of tilted 
indexed funds. 


= ÅA game of tactics 
-—— “Tactical asset allocation", the current in- 
vestment craze, combines brains and com- 
- puters—and is cheaper than active fund 
‘management, with fees totalling around 
5 0.696 of the funds’ value. It works like this. 
— A manager takes a portfolio, typically of 
— cash and stocks. The computer is used to 
- project the earnings and yields of the stocks, 
— which are then compared with the expected 
3 ‘returns on bonds. Put crudely, if the ex- 
depen returns on equities shrink too much 
relation to the expected returns on 
p the computer orders the manager to 
i. SC. 
. Take the model used by Tsa Capital 
_ Management of Los Angeles. It kept the 
firm fully invested in stocks until the end of 
— April 1987. By the end of August that year it 
- had sold the lot. On October 22nd, three 
-. days after the crash, it told TSA to buy as 
_ many equities as possible. Beat that. 
Other asset allocators also pushed their 
— investors out of stocks before the crash— 
— Wells Fargo for instance kept only a tenth of 
- its clients’ money in equities. These suc- 
= cesses mean that most asset allocators have 
- been about 3-596 ahead of the indexes over 
the past three years. Happy clients have re- 
= warded them with more money to invest. 
~ Some pension funds have even built models 
) themselves 


. E. 


" 


Altogether, roughly $15 billion is now 
tactically allocated. Recent converts include 
— the pension funds of Occidental Petroleum 
— and J.C. Penney, an American stores group. 
$ Like the indexers, many of the tactical asset 
— Allocators are based on the West Coast: an- 
other cause of resentment among Wall 
— Street's stock-pickers. 
_ Although some tactical asset allocators 
- privately admit that the present boom can- 
- not last, they are confident that they will 
= hold their ground. They have ever more 
computer power, whilst many of their active 
= Counterparts are still scribbling on the backs 
— efenvelopes. Tactical asset allocators are in- 
troducing more complicated models. Some 
of these try to measure market sentiment (by 
watching the institutions’ cash reserves, for 
sample); others examine entrails such as 
*rest-rate yield curves and money-supply 
^s. 
»wever, tactical asset allocation still 


RITAIN'S fund managers have been 

even more shy of computers than 
America's. Only about 596 of Britain's 
£250 billion ($420 billion) pension fund 
portfolio is indexed. And only a handful 
of fund managers boast that they use 
computers to improve their stock-pick- 
ing skills. A typical view is that the com- 
puter is the "refuge of the failed active 
manager". 

Oh. yeah? As in American fund man- 
agement, the old stockmarket pros have 
performed abysmally. In the past five 
years, the average equity manager has 
failed to beat the index. Both of Britain's 
biggest indexers, County NatWest, the 
investment banking bit of National 
Westminster Bank which manages £3.1 
bilion, and Barclays de Zoete Wedd 
(part of another clearer, Barclays Bank), 
pes around £3.6 billion, are growing 

st. 

British pension funds still prefer to 
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involves quite a bit of brain power; the man- 
agers themselves set the trigger points. 
Some, like Chase Manhattan, even put their 
own forecasts into the models; and many ad- 
mit that the main point of the computer is 
to force them to sell —usually at that mo- 
ment when the rest of the stockmarket is 
screaming "buy". 

Where does this leave America's fund- 
management industry? The ground gained 
by the indexers will continue to polarise the 
business. There will be a widening gap be- 
tween big institutional managers, loaded 
down by computers, and small high-perfor- 
mance boutiques owned by independent 
managers. Increasingly at risk are the mid- 
dle-ground fund managers. They do not 
have the capital to compete with the big 
boys. Their whizz-kid employees who make 
good are liable to set up boutiques on their 
own. 
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Transatlantic silicon transplant di 


use a few (outside) generalist managers 
rather than an American team of special- 
ists. So allocating a set portion to an in- 
dexer or an asset allocator is difiicult— 
particularly when the generalists would 
rather peddle their ability to pick stocks. 
Many hard-up British merchant banks | 
prefer to milk their fund-management | 
arms for cash—rather than pump capital 
into computers. 

A cluster of British managers, includ- 
ing County, Bzw and Barings, have 
picked up both the idea and the lingo. 
They now stress the "quantative" (sic, 
meaning statistically-orientated) side to 
their active fund management products. 

America  quantative computers 
trained to pick out stocks with advanta- 
geous ratios (such as a low price/book- 
value) snap up bargains quickly. In Brit- 
ain fewer firms look for the same trends 
so the profits are easier to make. One 
American quantative manager, 
Grantham Mayo van Otterloo, boasts 
that its statistically-selected British eq- 
uity portfolio has outperformed 75% of 
London’s investment managers over the 
last six years. In February this year, it set 
up a London-based subsidiary, GMO 
Woolley. 

Some of the City’s keenest and most 
successful advocates of active stock-pick- 
ing may be changing their tack—slightly. 
Prudential Portfolio Managers, for exam- 
ple, backs up its active managers with 
some quantative computers; it also runs 
indexed funds for clients on request. 
And even Mercury Asset Management, 
which is part of S.G. Warburg, a British 
merchant bank, has not ruled out man- 


aging tilted d indes funds. 


Greater interest in foreign equities may 
reinforce the trend. Current guesstimates 
say that American pension funds will in- 
crease their proportion of foreign assets 
from 396 to 2096 by the turn of the century. 
Even active stock-pickers privately think 
that a third of that may go to the indexers. 
Much of the rest will go to big American 
fund managers which have overseas out- 
posts (like Morgan Stanley and Alliance 
Capital), or to British-based international 

e Mercury Asset Management, 
part of S.G. Warburg). 

Non-international American  stock- 
pickers may have little left to fight over. 
Those with indifferent records—frequently 
the middle-sized houses—had er pull 
their socks up. Otherwise the computer spe- 
cialists may boot them out of business 
altogether. 
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Briefing 


As the barriers between the world’s financial markets are broken down, a genuinely 
international market is evolving where the workings of each local market can only be 
fully understood in the global context. Barclays Bank, through its Global Treasury 
Services network, can provide this perspective. Peter Wood, Director Treasury of 


Barclays Bank, discusses the 





Each year brings new records for the volume of 
international business in the financial markets. 

In some markets 24 hour trading has become a 
reality. The dedicated, or insomniac, trader can 
begin his day by opening a position in the Tokyo 
market, take a little profit in London before lunch 
then cover in New York before starting the whole 
process again. For variety, he could trade in Hong 
Kong, Frankfurt and Toronto on the next cycle. 

Between 1981 and 1983, international bank 
lending grew by 20%. Between 1983 and 1985 
growth was again 20%, but in the next two years, up 
to the end of 1987, total lending grew by 62%, toa 
figure of $5285 billion. Statistics on the extent of the 
global markets in such products as foreign exchange 
are not regularly collected, but conservative 
estimates put the daily turnover at well over $200 
billion a day, a figure vastly in excess of actual trade 
flows. 

The reasons for this remarkable growth fall into 
three categories: technological, regulatory and 
commercial. 

Developments in communications technology 
have made the immediate transmission of 
information between financial centres an everyday 





DEVELOPMENT OF THE 
“GLOBAL” MARKET 





occurrence. Not only do modern, efficient telephone 
and telex links permit spoken and written 
communications but screen-based services provide 
rapid details of news events and up-to-date price 
information. Facsimile machines permit the 
exchange of documents and computer links give 
access to data banks of all kinds. All major banks 
and companies can have access to these facilities so 
that the same information can be available 
simultaneously in places as far apart as Stuttgart, San 
Francisco and Sydney. 

Liberalisation of both domestic and 
international markets has also contributed to the rise 
of the global market. In recent years, the UK has 
been prominent in this 
respect with the reform 
of the Stock Exchange 
and, most importantly, 
the removal of all ex- 
change control. Overseas. 
the USA has had a 
liberal attitude towards 
financial markets for 
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FINANCIAL 
ENGINEERING 


The breadth of opportunities provided by increased 
access to a variety of markets in different countries 
and different instruments opens up scope for the 
development of new techniques which link several of 
them together. This is the objective of “Financial 
Engineering” teams which can apply a broad view to 
the solution of particular problems or the exploitation 
of new opportunities. 

Barclays Financial Engineers have worked on 
structures for the funding of aircraft and shipping 
leases, gold mines and major trade finance projects. 
They also play a significant role in the distribution of 
the newer treasury products to the middle and 
smaller corporate market. Our aim is to provide a 
first class service to all our customers and to develop 
techniques which permit every company to have 
access to the products and opportunities available in 
the global market. This may require the combination 
of project appraisal and credit analysis skills with 
dealing expertise and a knowledge of the workings of 
the commodity and futures markets, often involving 
co-ordination of activities across several time zones. 

The use of the right variety of financial ‘tools’ 
from those available in the global market to construct 
the best solution to a problem is the focus of Financial 
Engineering. 





Global Treasury Services’ London dealing room is the principal 
centre of the Barclays international dealing network. Here Barclays 
trades in over 70 currencies, deals the full range of money market 
products and also makes markets in a wide variety of options products 
for both currencies and interest rates. Barclays is regularly rated 
amongst the foremost banks for treasury products and has for several 
years been rated the leading bank in London for foreign exchange. 
This undoubted ability and experience of international markets ts 
now available to all Barclays customers through the Global Treasury 
Services network. 
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Meeting the challeng 


To meet the challenge of the global market, Barclays 
has established a Global Treasury Services network. 
The emphasis of this network is to provide its 
customers with access to the swiftest and most 
efficient satisfaction of their needs. Barclays has 18 
dealing centres spread across all time zones, 
including the gap between the New York close and 
Tokyo opening. Each centre has access to the Group’s 
full range of Treasury products and central support 
services whilst also being in close contact with local 
market conditions. 

The Corporate Services Teams in Global 
Treasury Services centres are staffed by experienced 
Account Managers, each dedicated to the support of 
a number of accounts. They get to know their 
customers’ needs and can provide an immediate 
service in a wide range of traditional foreign exchange 
and money market products together with the newer 
risk management products. When a problem arises 
that requires a non-standard solution, they can call in 
the support of the Financial Engineering and 
Exposure Management Teams. 
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f the Global Market 


The Financial Engineering Team consists of a 
group of individuals drawn from a variety of 
backgrounds who can apply an interdisciplinary 
approach to the solving of complex problems. This 
team can analyse a range of possible solutions in order 
to find the optimal combination of loans, deposits, 
options, swaps and foreign exchange to Satisfy a 
customer’s needs. 

The Exposure Management Team exists to work 
with customers on a wider level in order to identify 

»ortunities for improving their foreign exchange 
«ud interest rate exposure management. Thev can 
assist with the structure of treasury operations, 
management information and support systems or 
advise on the choice of appropriate products to use in 
given circumstances. 

The network of Global Treasury Services centres 
and support services means that Barclays is well able 
to provide customers with their financial needs 
whenever and wherever they arise. 
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PRODUCT 
DEVELOPMENT 


The range of products available to the active 
Treasurer has mushroomed in the 1980s. Barclavs 
Global Treasury Services centres offer products 
covering standard money market loans and deposits, 
through Certificates of Deposit, Bankers' 
Acceptances and foreign exchange to options, 
Forward Rate Agreements and swaps. Barclays also 
has a number of proprietary products such as Tender- 
To-Contract and the Exchange Rate Agreement. 

To deliver the range of Treasury products now 
available internationally, it is necessary to take into 
account local laws, tax and accounting regulations 
which may affect the choice of solution to a problem 
or make it uneconomic to use a particular product in 
some countries. ‘Tailoring the available products to 
suit local conditions is one of the challenges of 
developing a truly global market. 

Our global representation, which brings close 
knowledge of local markets, our prime credit rating 
and our experience of Treasury products are major 
assets in Barclays strategy for the effective delivery of 
products to our customers. 


+***+GLOBAL 
TREASURY. 





SERVICES. 
BARCLAYS 





For further information, contact 

B.F. Davies, Senior M anager, 

Global Treasury Services London, 

Barclays Bank PLC, 

29 Gracechurch Street, London EC3V OBE. 
Telephone 01-626 0588, Ex. 2273; Fax 01-929 3470 
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DEVELOPMENT OF THE “GLOBAL” MARKET 


many years and several other countries, both in 
Europe and the Far East, have made steps towards 
opening up their domestic markets. 

This combination of freer markets with widely 
available information has laid the foundation for the 
third factor for global growth — commercial 
opportunities. In 1987 some $333 billion was raised 
in international capital markets: a record, despite a 
tail-off of business after the October stock market 
crash. Treasurers are not confined to domestic 
markets as their source of funding and are now quick 
to exploit any attractive opportunity that occurs 
anywhere in the world. They also have available a 
range of hedging products which permit them to 
actively manage their currency and interest rate 
exposures. The 1980s have seen the arrival of interest 
rate and currency swaps, options, FRAs and a host 
of other specialised products aimed at assisting the 
Treasurer in the management and control of his 
positions. 

The use of these products together with the older 
established techniques opens up many new 
possibilities. Pro-active Treasurers can take 
advantage of opportunities for issuing debt at 
attractive rates that may arise because of variations in 
investor demand in different currencies or countries. 
A company’s needs do not need to correspond 
exactly with the investors’: the proceeds of an issue 
can be swapped into the desired currency after 
launch. A Treasurer needs to be aware of conditions 
in a variety of markets if he is to optimise his 
performance. For example, in the last year Barclays 
has issued bonds in Sterling, US Dollars, Australian 
Dollars, Canadian Dollars and Luxembourg Francs, 
as well as raising equity in Tokvo, New York and 
London via a rights issue. 

Figure 1 illustrates the growth and distribution 
of international bank lending. Three countries 
account for 50% of this business: the UK, Japan and 
the USA. London may perhaps be regarded as the 
foremost international financial centre in the world 
with 2296 of all such business being booked in the 
UK. Estimates of foreign exchange business put 
London's daily turnover significantly ahead of New 
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York and Tokyo. Over 700 banks have representation 
in London and it is the leading centre for the issue of 
international bonds. 

Tokyo and New York vie for second place in the 
global league. The rapid rise of Tokvo as a financial 
centre has been a major feature of recent years. Its 
futures market, which opened only in 1986, now has 
the most heavilv traded contract (the Japanese 
Government Bond contract) in the world; and its 
foreign exchange turnover is approximately the same 
as New York's. 

Barclays Bank believes that the international 
spread of markets is to be welcomed and brings 
tremendous opportunities for the Corporate 
Treasurer. Our representation in all the world's 
major financial centres is a demonstration of our 
determination to provide our customers with all the 
support they need in reaping the benefits of the 
global market. @ 


This Briefing has been prepared as a service to everyone interested in finance 


by 
Barclays Bank Public Relations Department, 54 Lombard Street, London EC3P 3AH. Tel: 01-626 1567, Ext. 2410. 
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dealing and d illicit E sharetrading i in 
nearby cafés. 
A little reform will not go amiss. 
Throughout the 1970s, all three bourses 
were sleepy places that played little part in 
their domestic economies—failing, for in- 
stance, to provide much fresh capital. 
That is. changing. Closely-held family 
firms are opening up their ownership to 
compete more effectively in Europe 
^ ("1992" is : buzzword even in Turkey, 
"which is only an associate member of the 
EEC). All three governments are looking 
-. to sell off some state-owned industries. 
. In Portugal last year, $700m of foot- 
loose foreign money poured into the 
| stockmarket. It then flooded out almost as 
fast. The initial enthusiasm seemed justi- 
fied. Mr Anibal Cavaco Silva's right-wing 
Social Democrat party won an overall ma- 
jority in the July 1987 elections, the first 
since the 1974 revolution. Inflation fell to 
just over 996 in 1987, from 3096 five vears 
earlier, and company profits surged as 
GDP growth rose to 5%. 

Although company profits look set to 
rise by 40% this year, investors, particu- 
larly foreign ones, are unimpressed. Re- 

- | cent tax incentives have encouraged a 
|| spate of new issues this year. These, along 
-"with the privatisations planned for the 
-next couple of years have kept the market 
gy. Daily turnover on the Lisbon 
m bourse is just. 400m escudos ($2.6m). For- 
— |. eigners are happier to buy into a closed- 
jh. end fund, such as The Portugal Fund, 
. traded in London, than to risk settlement 
snags in Lisbon. That explains why the 
- fund is trading at a biggish premium to its 
. net asset value, even though foreign inves- 
tors can buy the underlying shares on the 
bourse. 
Matters will improve if the govern- 
ment successfully pushes through its plans 
for modernising the bourse (which it 
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wants to do to help along its privatisation 


programme). More and better-capitalised 
brokers will be allowed to join the current 
nine official ones; the exchange's settle- 


ment system will (at last) be computerised; 


and EEC-wide rules will be introduced for 


companies seeking a listing. 


That might not be enough to revive 


the bourse if the government fails to pro- - 
mote equity investment too. The unit- 
“trust industry is still a baby thanks largely 


to nit-picking government regulations. 


tied up in low-yielding time deposits. Nor 
are institutions encouraged to invest: they 


are required to hold just 596 of their port- 





folio in equities. 


€ Greece is trying harder than the others 
to reform its bourse. It needs to. Foreign 
investors were alarmed.at the authorities’ 
decision to close the Athens exchange for 
a week last October, even though the mar- 
ket fell by only 4.496 (it went on to fall 
2396 in November). This vear they have 
been worried by the end of Greece's two- 
year economic stabilisation plan, started 


in 1985, which has brought inflation. 


down to a ah -high 16%. Real GDP is set to 
grow by only 19% this year, whilst the 
sprawling public sector continues to ex- 
pand. So the government is rushing 
through Parliament a bill to oil the wheels 
of the stock exchange and so encourage 


has also helped improve the bourse's no- 


more investment. | 
For the first time in Greece, ditt : 
be rules on insider dealing, with super 
sion of the market by a new regulatory 
body. Banks will be able to become mem- 
bers of the exchange, as will dealers whi 
make markets using their own capit 
Shades of Big Bang! The reforms we 
thought up by Mr Zannis Res, of the C 
University Business School in the hea 
the City of London. 
@ Turkey has taken longest to learn : 
joys of foreign portfolio investment. Di 
mant for 60 years, the Istanbul bourse, u 
til recently a room above a jeweller's sho 
woke up only in 1985. Overseas investo 
found it hard to join in, because of reser 
tions on repatriating capital gains and: 
quirky tax rules on dividend payments. ` 
The ruling Motherland party wants all. 
that to change. There is now a new and 
larger exchange building, with more: 
shares listed on it. Continuous trading: 
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torious illiquidity. Last month, Turke 
signed a double-taxation agreement witl 
Britain and eased foreign-exchange con 
trols. That prompted the Internationa 
nance Corporation, an arm of the Woi 
Bank, to launch a Turkey Fund, whi 
will be listed on the New York Sd 
Exchange. | 

Though the fund will not be a guaran 
teed success—inflation is running at 7596. 
d year, and Turkey's export boom ha 
been exaggerated by falsely-inflated fig- 
ures—it will at least take the spotlight 
from the government's privatisation pro- 
gramme. That has stumbled for the tim 
being because of governmental infighting. 

Reforms to the three countries’ 
bourses alone will not be enough to tempt 
foreigners back. After last year's flascos- 
most overseas investors say they woul 
have to be crazy to go back for more. The 
point to the still-growing public sector 
deficits in Portugal, Greece and Turkey; 
these may soon undermine the countries 
improving external trade balances. And 
they complain about tightly-held shar 
structures designed to frustrate outsiders, . 
excessive governmental meddling in the: 
markets, and the woeful lack of company: 
information. 

The few brave foreigners that are qui- — 
etly investing in Europe's emerging mar- 
kets (ie, Templeton, Galbraith & | 
Hansberger and the EBC-Amro Mediterra- 
nean Growth Fund) expect them to be- 
come the Hongkong or Taiwan of the 
1990s. They are already eyeing what might: 
be Europe's next lot of emergent markets 
behind the Iron Curtain. | 
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Ronnie Ben-Zur 


No cover 


S RONNIE BEN-ZUR a fit and proper 

person to run a public company? An ls- 
raeli businessman, Mr Ben-Zur ran PWS, a 
Lloyd’s insurance broker, until he resigned 
earlier this month ostensibly carrying the 
can for an American acquisition which went 
badly wrong. That, as they say, is only half 
the story. 

pws, in which Mr Ben-Zur and family 
control 43% of the equity, bought GNA, a 
private San Francisco specialist 
insurance broker, in February 
this year. Despite a pre-pur- 
chase audit by accountants 
Ernst & Whinney, it was ap- 
parent almost immediately 
that pws had bought a heap of 
trouble. 

After a couple of visits to 
San Francisco, Mr Ben-Zur 
and the board of GNA decided 
to cut its payroll savagely. Of 
103 GNA employees, 49 were 
made redundant; four of its 
five offices were closed. In the 
course of this surgery, Mr Ben- 
Zur discovered a shortfall in fi- 
duciary funds of the best part of $1m. The 
money had been misappropriated before the 
sale to pws. Fiduciary funds are premiums 
held by a broker, in this case GNA, which 
legally belong to insurers. The money had 
been used to finance the expansion of GNA's 
business. Misuse of fiduciary funds is a seri- 
ous civil offence in most states; in California 
it is a criminal offence. 

Mr Ben-Zur was certainly aware that fi- 
duciary funds had been "invaded" on April 
22nd, when he sent a memo to GNA's Mr 
Paul Dorroh, saying "We will not be taken 
for another ride by people who have in our 
view committed serious breaches of warran- 
ties, representation and fiduciary duties." 
But Mr Ben-Zur did not inform his fellow 
pws board members of his discovery in a 
lengthy memo dated April 21st, which 
among other things proposed pumping 
more money into GNA. He stayed mute at 
board meetings on April 25th-26th (and in- 
structed three employees attending to stay 
mum). At that meeting it was indeed de- 
cided to sink another $3.5m into GNA and 
Mr Ben-Zur persuaded his colleagues at PWS 
to elect Mr Dorroh to the main board. One 
board member present says that Mr Ben-Zur 
was asked specifically whether GNA's prob- 
lems were purely commercial. He answered 
that they were. 

Mr Ben-Zur had commissioned a San 
Franciscan lawyer, Mr J. Michael Matthews, 
to investigate GNA. When his report was 
passed to the pws board in late July, the 
truth was out—just days before another PWS 
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board meeting. The meeting had been called 
by Mr Ben-Zur to consider his offer to resign 
because the $4m-odd purchase of GNA, his 
idea, had already cost rws $12m. His res- 
ignation was accepted, however, because he 
had misled the board— not just because of a 
commercial misjudgment, although some at 
pws think he made plenty of those and not 
just at GNA. They point to the acquisition of 
the near-bust Lyon Holdings, a Lloyd's bro- 
ker; the abortive attempt to buy the much 
bigger Lloyd's broker C.E. Heath; and a for- 
eign exchange cock-up earlier this year 
which cost pws £700,000. 

Whatever Mr Ben-Zurs motives in 
keeping his board in the dark 
over GNA, his economy with 
the truth did not save GNA. 
There is now talk chat Mr Ben- 
Zur may use his 4396 (actually 
1896 of 4396 held through a 
string of Cayman Island com- 
panies) to put himself back in 
control of pws. Unlikely, says 
Mr Ron Peet, the chairman of 
PWS. 

So will shareholders in Pws 
soon be given a full and frank 
report on the shenanigans at 
GNA? pws will disclose all 
things which in the view of the 
board and its professional ad- 
visers are in the best interest of sharehold- 
ers, says Mr Peet. 

Unless pws voluntarily tells the full 
story, there may be others who will force it 
to. The Department of Trade and Industry 
has the power to investigate under sections 
432 and 442 of the Companies Act 1985; 
the International (née London) Stock Ex- 
change can suspend the shares of PWS; 
Llovd's of London can withdraw Pws's 
Lloyd’s licence. Goodbye, Ronnie? 





American pension funds 


Grabbing a share 


NEW YORK 


HAT do General Motors, General 

Electric and Eli Lilly have in common 
with the states of California, Illinois and Or- 
egon? They have all handed over a chunk of 
pension fund money to big Japanese securi- 
ties firms. And they are not alone. Other 
American corporations, labour unions and 
municipalities have hired the Japanese to in- 
vest pension fund assets in Japan, the Pacific 
Basin and the rest of world. Given the per- 
formance of American fund managers (see 
page 67), who can blame them? 

Japanese securities firms controlled 
nearly $2 billion of American pension fund 
money at the end of 1987—pitifully little 
compared to a total (then) of $1.9 trillion— 
but 4096 better than at the end of 1986. De- 
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spite increasing competition to manage the 
money, the Japanese's share is set to grow 
again this year. Of the end-1987 total, No- 
mura Capital Management (part of Japan's 
biggest securities house) accounted for just 
over $1 billion and had, at the last count, 17 
American pension fund clients. In distant 
second place was Daiwa International Capi- 
tal Management Corporation with $474m, 
with Nikko & Associates in third with 
$240m. 

General Motors has given Nomura pen- 
sion money to invest in the Pacific Basin, as 
did California. General Electric wants its 
Nomura-managed investment put into non- 
American equities. So do Kansas, Illinois 
and Oregon. Both Oregon and General Mo- 
tors use Daiwa. Eli Lilly provides both No- 
mura and Nikko with money for equ’ 
stakes in Japan. The State of Hawaii t 
year gave Nikko about $85m to play with. 

Japanese pension managers' yields from 
overseas investment have been mostly im- 
pressive. Nomura Capital Management's 
non-American equity performance last year, 
for example, earned it a position in the top 
quarter of all international pension fund 
managers. This year’s dour investment cli- 
mate has tarnished returns. The average 
first-half yield for Nomura, Daiwa and 
Nikko in Pacific region investments is 9.2%. 
That compares with the 36.2% annualised 
average return on similar Japanese-managed 
funds over the past five years. 

Japanese securities firms in New York 
hope fund management will provide them 
with a steadier source ef income than securi- 
ties trading. But given the time it takes to 
establish a track record and win new clients, 
more of them may be tempted to buy foreign 
fund managers. 
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TJ ESTERN banks and governments are 
© V Y. not the only ones that have trouble 
getting their money back from developing 
countries. Other developing countries know 
the sensation too. 
Around 4096 of the developing world's 
. trade does not involve industralised coun- 
- tries. It is done either between the develop- 
ing countries themselves, or between them 








3 : and communist countries. Ín 1986 this trade 


was worth almost $170 billion. Like western 


^. countries, some of the developing-country 


exporters have difficulty squeezing money 
they are owec 





ed from other hard-pressed debt- 
ors. The best-known wrangle is between Ár- 
gentina and Bolivia. Argentina 
g om Bolivia . ($250m-worth in 

6), but has stopped paying for it. 

- Most trade between Latin American 
counties is settled three times a year when 
the Central Bank of Peru works out which 
countries have surpluses and deficits with 
each other. The net deficits and surpluses 
are then settled—if the country has the for- 


pue em 
A bank sees red 


TOKYO 











AT'S in a name? Banks seem 
readier than most businesses to 
give up their grand old titles when in 
search of a new identity. Few, however, 
go to the lengths of one Japanese bank. It 
is bringing a splash of colour (red) to its 
new name. The Sanyo Sogo Bank, a mu- 
tual bank based in Okayama in the 
Sanyo area of western Japan, is changing 
‘ts status next April from a mutual bank 
. © a regional bank. To celebrate, it is 
1 changing its name to the Tomato Bank. 
d. * Well, why not? New York has an Apple 
Bank. 
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The trade in oil and gas between Bolivia 
and Argentina is excluded from this system. 
In an agreement thrashed out last year, Ar- 
gentina said it would pay $130m of the 
$500m it owed, and would pay the balance 
over 25 years at an annual fixed interest rate 
of 896, with principal repayments not start- 
ing until: 15 years’ time. Argentina also 
agreed to pay for future Bolivian gas imports 
partly with food and some manufactured ex- 
ports. Already, it is behind on the re- 
scheduling. Venezuela and Mexico have run 
into similar repayment problems over their 
plan to sell cheap oil to the non-oil export- 
ing countries of central America. 

 Switched-on investment bankers 
reckon they have spotted profitable ways to 
design better solutions to this funny busi- 
ness. Frequently, such solutions will involve 
barter or counter-trade—the traditional way 
of settling unpayable debts between devel- 
oping countries. 

Suppose Poland could not pay for the 
oil it had imported from, say, Nigeria. In- 
stead of paying off its debt in cash it might 
give Nigeria copper pipes, shoes or coal. Ni- 
geria could either use these goods itself or 
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Mergers, acquisitions or even re- | 
vamps usually seem to end up.with some | 


meaningless and faceless collection of | 


initials or bland contractions of their 
original partners’ names. Let’s face it: 
Westpac, fine bank that it undoubtedly 
is, has a boring ol’ name. And what. | 
could ever replace the tropical romance 
evoked. by the Banques de l'Indochine 
and de Suez et de l'Union des Mines? 
Certainly not Banque Indosuez. ` 

The Tomato Bank— pronounced To- 
mato-ginko i in Japanese—is not the sort 

of charismatic name that one would ex- 
pect a Japanese bank to plump for. Japa- 
merge into the wallpaper than the most 
reluctant diplomat. Before picking it, To- 
mato's deceptively serious-looking presi- 
dent, Mr Kenji Yoshida, rejected such 
names as the Inland Sea Bank, the Oka- 
yama Sun Bank and the Sunshine Bank, 
all of which would have reflected the 

bank’s geographical location. | 

Okayama, though a fruit-growing 
town, is better known for its peaches and 
muscat grapes than for its tomatoes. Per- 
haps the Peach Bank did not have quite 
the right flavour to it. Mr Yoshida says 
tomato brings to mind something 
"sweet, well-loved and familiar as well as 
being beautiful-looking, fresh, tasty and 
inexpensive". Well, what bank doesn't? 

The Ministry of Finance has to okay 
the new name but no killjoy bureaucrat 
would squash it, would he? 
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Peru itself defaulted on its — 


unleash a new power in European tanii 


E 
nese bankers are a staid lot, better ableto - | 

| they made last year. 
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| 
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sell them | for cash. 
Countries in really bad shape, 
Uganda, pay for their imports with this 
of counter-trade. Coffee accounts 
around 95% of Uganda's exports; instead 
waiting for the coffee harvest and then s 
ing the coffee, Uganda swaps its crop for: 
ports. E.D.& F. Man, a City of Londo 
commodity trading firm, estimates tha 
roughly 6596 of Uganda's imports are fi 
nanced in this way, against less than 92 fv 
years àgo. E 
The growth of the secondary mar 
third-world debt could add another 
the menu for settling debts between 
tries. For instance, in the example abo 
stead of paying Nigeria in ipods, To 
could now pay for Nigerian oil with. 
rian bank debt, which Poland could bu 
around 3096 of its face value. Nigeria is p 
vented by the terms of its loans from buy 
back its debt at a discount. E 
This kind of deal will become more à 
more common. Brazil's rescheduling envi 
ages allowing countries and foreign compa 
nies to pay for Brazilian non-traditional ex 
ports with so-called exit bonds. Th 


bonds themselves are paid for by Brani 
bank debt. | 





Spanish banks 


ege and andi 


istering its Aai may dn the te : 
launch until November. The merger shoi 


ed and 
merger of Banco Central and Banco: E: p: 
de Credito, BBV-is the. product of Spa 
two strongest and most profitable ban 
The banks’ combined. pre-tax profits wer 
Pesetas 22.6 billion ($200m) i in the first fiv. 
months of this year. That is 37% more tha 





The two men at the top of the new bank. 
have big plans for it. The Banco de Bilbao’s 
chairman, Mr José Angel Sanchez Asiain, 
who will be the new bank’s first chairma 
until he is succeeded by his counterpai 
from the Banco de Vizcaya, Mr Pedro Tx 
ledo, wants to account for 25% of the coun 
try's bank deposits in five years time. At th 
moment BBV has Pra 4.5 trillion (or 21.496). 
The top men plan to push the bank into Eu 
rope's top 30 in terms of assets in five year 
time; it is now 37th. 

Its leaders aim to model the new bank 
on, arguably, Europe's most sucessful bank, 
Germany's Deutsche Bank. Like Deutsche, 
















































“mittee. The committee, which will be in 
‘charge of the day-to-day running of the 
bank, will comprise just half of its board 
"members. Most Spanish banks are run by 
their boards of directors rather than their 
executives. 

|. Deutsche is a natural model for a Span- 
sh bank. Like Deutsche, BBV will engage in 
-all types of banking—from retail, through 
¿securities trading and underwriting, to 
. wholesale banking. Deutsche's focus on Eu- 
| rope attracts the Spanish bank. Mr Sanchez 
- Asiain aims to make BBV “a European bank 
. and not just a Spanish bank with operations 
^ in Europe". The bank already owns over a 
"dozen subsidiaries abroad. Like German 
banks, Spanish banks have big industrial 
operations. Unlike other Spanish banks, 
BBV is going to manage the group's indus- 
trial holdings separately. 

Domestically, Bilbao and Vizcaya in- 
d to segment their approach to the Span- 
ish market, planning to combine several of 


Japan' s new currency 


UPPOSE a country had privately issued 
\J money alongside the official stuff. Not a 
black-market currency, but a money that cir- 
ulated openly, at par with the official kind, 
good for everyday use in shops, restaurants 
and vending machines. Individuals could 
stuff their wallets with official or private 
money as it suits. Sounds strange? 

Consumers in some countries already 
have this parallel money —otherwise known 
as the pre-paid magnetic card, whose store 
of value runs down as it is used. But Japan's 
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- BBV will be run by a On man executive com- — their subsidiary banks: to form two new 
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Putting smart money on smart cards | 
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dleranking banks. The first, Banco de 
Comercio, with 300 branches and about Pta 
450 billion in deposits, will concentrate on 
wholesale banking. The second, Banco 
Catalana, with 400 branches and about Pta 
500 billion in deposits will be used as a 
springboard for the bank's jump into South- 
ern Europe. Its target area includes Catalo- 
nia, the South of France and northern Italy. 

Mr Toledo had said that it was the fear 
of a foreign takeover that stirred him into 
considering a merger. He now thinks, how- 
ever, that his main competition will come 
from Spain's 50-odd savings banks, which, 
at the end of 1987, held 4296 of total Span- 
ish deposits. Spain's biggest savings bank, 
La Caixa, is wildly ambitious. lt already has 
over 1,000 branches in Catalonia and hopes 
to pick up another 1,000 branches from 
what is left over by the two mergers of Banco 
de Bilbao and Banco de Vizcaya, and of 
Banco Central and Banco Espanol de 
Credito. 





Ministry of Finance is worried. It dislikes the 
idea of "note" "issuing private companies op- 
erating outside the banking system and 
therefore outside its control. Since last 
March the ministry has had a committee 
working on the problem. The Bank of Ja- 
pan, too, is worried that plastic money could 
threaten its control over monetary policy. 
Yet in the few other countries where this 
money has appeared, it has done nothing 
more subversive than save people the incon- 
venience of searching their pockets for coins 









in a telephone bc "s 

"The Japanese have n: to pre-paid 
cards with gusto. The cards sell usually for 
Y 500-1,000 ($4-712) and are used to pay for 
telephone E train, bus and under 
ground-railway tickets, highway tolls, resort 
facilities, turns at video games and in pinball 
parlours, car washes, cans of soft drink, ice 
cream and cigarettes. No one knows exactly 
how many pre-paid cards are in circulation 
in Japan, but the biggest card issuer, Nippon 
Telephone and Telegraph, is selling 10m 
telephone cards a month. 

Until now the authorities have turned a 
blind eye to the cards. By stretching a defini- 
tion here and there, the Ministry of Finance 
has tolerated pre-paid cards under laws dat- 
ing back to 1906, which gave the Bank of 
Japan a monopoly on the issue of notes, and 
1932, which covered store-gift coupons. 

The tolerance is coming to an end, since 
multi-purpose pre-paid cards are waiting to 
be launched. These will make it possibl 
buy a range of goods from a variety of vvar 
dors. Such multipurpose cards will be quasi- 
money. The company that issues them will 
be a quasi-bank as it-will be taking deposits 
from the public (the money for the cards) 
and running a settlement system to pay the 
vendors. 

As the rules stand now, anybody can set 
up a card-issuing company outside the con- 
trol of the banking authorities. lapan's f 
nancial history is studded with scandals 
where disreputable outfits have defrauded 
the general public. Many still remember the 
Toyota Shoji scam in 1986. The company 
went bust with Y200 billion of liabilities af- 
ter the board of directors was arrested; 
30,000 people had put their money up for 
gold that they were never to see. And even if 
there. is no fraud, there is a danger that a 
card-issuing company could go bust leaving 
card-holders with something not worth the 
magnetic synthetic resin it is printed on. 

Neither of these fates is likely to befi 
card issuer like NTT—or the first two compa- 
nies that are ready to issue multi-purpose 
cards, Nippon Card System, which calls it- 
self Nics for short, and a newly-formed 
Osaka-based rival, Japan Card. NiCs is 
pukka enough with capital of ¥1 billion anc 
shareholders which include the 13 nationa 
commercial banks, the three long-term 
credit banks, seven trust banks, NTT and Ja 
pan Tobacco. Its president, Mr Yoshimi 
Okada; was a senior finance-ministry- offi 
cial. Japan Card counts such blue-chip Japa 
nese firms as Matsushita Electric anc 
Sumitomo Corporation among its 30 com: 
pany shareholders. - 

With a thought to the card-issuers that 
might come after, the authorities want to ge! 
rules covering pre-paid cards and their issu 
ers in place by the end of this year. A licens 
ing system for issuers, a sort of non-bank 
banking licence, is very likely to be intro 


duced. So are rules for maintaining some as 
















\t present, card issuers Saly have to 
;^ meet the asset-backing rules for merchandis- 
^ ing coupons. These specify that assets equiv- 
~ alent to half the total value of coupons in 





circulation have to be lodged with the Bank _ 


of Japan. One big loophole is that this ap- 
plies only. to coupons denominated in yen. 
This requirement can be dodged by denomi- 


nating the cards in units. When they buy 


10m telephone cards a month, consumers 
are extending NTT an unsecured loan of ¥5 
billion. 

Once these new rules are establ lished, 
NiCS is ready to convert its U-card, which 
card-holders can use now for only one ven- 
dor's products, into a multipurpose card. 
All thé company will have to do is reset the 
card readers in the vending machines. 

The U-card was developed with the local 
Coca-Cola bottling company. It has been in 


use since last November in the teenager- 


othered Tokyo suburbs of Harajuku, 
vuibuya, Aoyama and Roppongi. Separate 
U-cards are now being test marketed for 





TOKYO 


ALTHOUGH or one new fad in jun is 


pay-now-buy-later, buy-now-pay- 
ber of credit cards in circulation has been 
out the 1980s, reaching 110m last year— 


¥5.7 trillion ($42.6 billion). Yet each Jap- 
anese still holds an average of less than 
one card. | 

Young Japanese like them. They are 


are less inhibited about buying on credit 

- than their parents—who fretted that not 

paying cash would push them into 
dishonourable debt. 

Competition to get the re to 

pack their wallets with plastic has been 

fierce. Three groups want the business: 
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z commercial banks, which see credit cards 


| 
a as a way of pushing into consumer fr 
| nance, and which are mostly linked into 
one of the two main international credit- 
card networks, Visa and MasterCard: re- 
| tailers, who want to expand into the 
|] same consumer-finance market from 
| their starting point of in-store cards and 
| also need a credit system to keep sales 
| growing; and shimpan, the traditional 
| providers of credit to (poorer) people. 
| The fight has been waged over con- 
| ventional “third-generation” credit 
cards, the sort with a magnetic stripe on 
| | the back that can be read by automátic 
| teller machines. But skirmishes over 


|] fourth, and even n fifth-generation cards 





later has. taken a strong hold. The num- 
increasing by about 10% a year through- 


with sales through credit cards reaching ` 


well-off and willing to spend. And they - 


becomes smart enough to double up as ~ 


transferring - money” or just. buying 


' zm 000. A terminal to. Tead the thing : 





Baskin-Robbins ic ice cream ae Japan Tobac- 


co's cigarette machines. Nics has signed an 


,. agreement with McDonald's, the ham- | 


burger company, which will turn the U-card 
into a fast-food card. 

The scale of Nics’ operations is small at 
present, but the potential size of ide market 
is huge. NiCS hopes for annual sales of ¥100 
billion-200 billion-worth of cards within five 
years. That may be a conservative estimate. 
Vending-machines sales in Japan last year 


~ totalled ¥4.4 trillion—4096 of which were © 
for drinks. Sales of multipurpose cards - 
should get a boost if the government's cur- 
rent proposals for tax reform are passed: - 
these measures would replace the 2096. 


stamp tax on cards that retailers sae pay 
(for goods worth more than ¥700) with a 3% 
consumption tax. 

. As an added TM the cards en- 


Courage customer loyalty while card users 


feel they are getting a plus from conve- 
nience. Taxi firms, private railway and bus 
companies, games parlours, supermarkets, 
and booze sellers are all on Nics’ check list. 
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Young and in debt 





are already breaking out. - : 
Put a microchip in a credit card andi it 


an electronic ID and can be used tocheck © 


bank balances; put in a superchip and . "E rec 


you get a supersmart card which can be 


plugged into electronic. retailing net. 
works for, eg,- making airline reserva-. . 


tions, investing ii- the. ‘stockmarket, = 


goods—either on credit or by acting as 
an instantaneous electronic cheque. 
Toshiba and Visa have been experiment- 
ing With such à supersmart card this sum- 
mer in a Tokyo department store. 

The problem with ffth-generation 
cards is that they are expensive. The card 
costs Y10,000 to make at present, against 
Y100 for a third-generation piece of plas- 
tic, and probably E be cheaper than 
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eventually to credit cards falling under 
` the control of "their" ministry, the Min- 
istry of Finance. That fac allo | 


| Trade d Industry (mit), w 


2 stalments The. Akira-come-lateh 


| have jc | 
network. Goods. bought in a Seibu or 


store. card. But the same goods bought. 
down the road at an independent retailer -— 
with a Visa card has to be paid foe in full. 
at the end of the month. . » 
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lion. . Japan "Railway $ “Onna Card 
lets travellers buy tickets from the 
dispensers that are at every Japanese 
sold some 15m cards, worth an es 
¥29 billion, in the year to March. 
One reason that pre-paid cards | 
taken off is that they make ideal gifts ir 
. country where gift-giving is a way of bu 
ness. NTT reckons that 40% of its telepho 
cards are bought as gifts. NTT has issi 
more than 50,000 different designs of car 
tailor-made.to suit orders. from custoi 
usually. companies, who give the 
promotional purposes. Film st; 
cards for. publicity, politician: 
money, couples to commemorate 
dings, and the O Osaka police to 
zens who report hit-and-run accident 
Ministry of Finance officials have be 
ying catds. PREE American } 
vestment t banks. | 
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costs ~ ¥300,00 Someone-—etailers, 








ost. Are they willing? — 
_ American Express, which ha single- j 
mindedly, and successfully sought the 
yuppie market in Japan with its go gold a 
green cards, is yet to be convinced: 
consumers want smart ór supersrm nart. 
krer | pede retailers . 








































costs to. remain prohibitive, k. spe i a ^ 
that banks-in-the-wallet are likely tö 
used to buy financi 
be good: business o | 
That is one t eason Mr the banks re- 
main keen, despite costs. They have an- 
other reason for turning credit-cards into 
a more bank-like service: it might lead 
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store and shimpan credit-card hold 
ir outstanding balances. 







This distinction Ts d how 
that two. of Japan’ E leading. retailers 
Seibu: and: Daiei, . "eee ee: 





Daiei store can be paid off in instalments E 
because the card cam be regarded as a 

























































“Look after 
this planet, 
| its the only one 
we have 


A personal message from HRH The Duke of Edinburgh, 
WWE International President 





Acid rain. The pollution of soils, lakes and 
rivers. The imminent extinction of species. The 
destruction of tropical forests. All these have been 
headline news for many years 

But they're only the tip ofan iceberg. Put them 
all together and add in the stories which never make 
the news, and you begin to see the hammering the 
world is taking from its huge and ever-growing 
human population 

This hammering is cumulative, Every new case 
is added to the damage that has already been done, 
so that we are constantly accelerating the process 
of destruction 


Our life-support system 


All life on earth is inter-connected, dependent 
upon the physical processes taking place in the 
atmosphere and the oceans 

[his natural system is our life-support system, 
and if we damage any part of it we are putting Our 
own survival at risk 


Conservation, money and people 


Thé purpose of WWF - the World Wide Fund 
for Nature — and ali the other nature conservation 
bodies, is to limit any further serious damage and 
to restore the balance berween man and his natural 
environment 

This takes moncy, but moncy alone is not 
enough. We also need people 

We need people to make a personal contri 
bution by taking a responsible attitude towards 
nature in their daily lives 

We need people in positions of political 
power to take into account the needs of nature in 
their decisions 

We need people in international aid agencies 
to ensure that development plans respect nature 

We need people in industry to manage their 
businesses without damaging the environment 

We need people who communicate and who 
help to form opinions, to pay More attention to 
the conservation of nature 

And we need leaders of religious groups 
to emphasise the moral imperative of treating 
nature with respect 

Please take an interest in the health of 
our planet, itis the only one we have 
Write for further information to 
WWF International 
CH-1196 Gland, 

Switzerland 











WWE World Wide Fund 
For Nature 


WW acknowledges with thanks the donation of this space by Tbe Economist Advertisement prepared as a public service by Ogilvy @ Matber 
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SCIENCE AND TECHNOLOGY 


| eonardo da IBM 


NEW YORK 


OMPUTERS are brushing up their 
childish artistic skills. A decade or so 
ago even the most powerful machines could 
manage little better than a graph or a crude 


cartoon. Today they can rival the realism of 


Vermeer. Although an m will never hang 
next to an Ingres, the ability to draw realistic 
“eanes is creating new jobs for computers— 

rchitecture and engineering design, for 
example. But the New Masters still have 
much to learn. Researchers at Cornell Uni- 
versity in New York state and the California 
Institute of Technology in Pasadena, among 
others, are trying to teach them. 

One aim of the research into computer 
graphics is a machine that can take the blue- 
prints for, say, the lobby of a building, pro- 
duce a realistic rendering of it, and let its de- 
signer "walk around" his creation while it is 
still on the drawing board. Computer-artists 
are now fairly good at creating such scenes, 
but they take hours, or even days, to do. To 
grasp the problems of making computer 
graphics faster and cheaper, look back at the 
progress so far. 

The first generation of computer-graph- 
ics programs, called paint programs, pro- 
vided artists with the equivalent of a word 
processor. An artist draws and colours on a 
computer screen; the computer can then 

^. age—for example—all the orange bits to 

n, or tip the image upside down. Paint 
programs for personal computers can cost as 
little as $30, and are quick and easy to use. 
But they provide little help at creating good 
drawings. A bad draughtsman with a good 
computer can still produce a very bad pic- 
ture indeed. 

The second generation of programs uses 
a computer's own brain to create images. 
People feed in the dimensions of what the 
computer is to draw; the computer calcu- 
lates perspective, does simple shading and 
draws the result. The computer is as accu- 
rate as the best draughtsman and it can alter 
its drawing to show different lighting or to 
rotate an object. Such skills usually come 
packaged in so-called "engineering work-sta- 
tions”, which cost about $50,000 (£30,000) 
from firms like Silicon Graphics or Sun, 
both in Mountain View, California. 

Such work-stations help engineers to 
visualise gears and crankshafts, and to cre- 
ate graphics for television advertisements. 
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But they sacrifice realism for speed. In par- 
ticular, they pay little attention to reflected 
or diffused light. The computer ignores any 
light that does not bounce straight from the 
object it is drawing to the viewer's eve. Ob- 
jects drawn this way have no reflections on 
their shiny surfaces. Nor can thev be illumi- 
nated by light bouncing off a wall. For many 
scenes, such limitations make the comput- 
ers' drawings look flat and two-dimensional, 
or just plain strange. 

For greater realism, researchers have 
come up with what they call “global-illumi- 





A self-portrait by Vermeer's work-station 


nation" techniques to take account of light 
bouncing from one object to another. There 
are two approaches, and both take hours to 
create even a simple scene. 

The most straightforward of them is 
caled ray tracing. The idea is simply to 
trace the path of each ray of light that would 
reach an observer of the scene. With a few 
tricks to reduce the number of rays it needs 
to consider, a computer can follow the 
course of a ray from light source to screen, 
recalculating the ray’s direction, colour and 
intensity at each object it bounces off. 

Such tracing is particularly good at de- 
picting reflections on shiny surfaces. So the 
most popular and impressive demonstra- 
tions of the technique show scenes with mir- 
rored balls reflecting mirrored balls, and so 
on to infinity. But the technique quickly 
comes to grief on rough surfaces that diffuse 
light. The computer is confused by the many 
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SCIENCE AND TECHNOLOGY 


paths a ray can take on its journey from a 
rough surface. 

To capture the soft, diffuse light of im- 
pressionist paintings, computer scientists 
turn to tricks of so-called radiosity. Instead 
of tracing rays of light, such techniques di- 
vide the surfaces of all the objects in a scene 
into small patches. The light coming from 
each depicted patch should be the light it 
emits, plus whatever light it reflects from 
other patches. Working out this sort of 
thing is just the sort of tedious, step-by-step 
grind at which computers excel. 

Given a few hours, working at a million 
or so calculations a second, today's comput- 
ers can calculate the light emanating from all 
the patches in a reasonably complex scene, 
such as an office interior with a desk, book- 
case and chair. And these calculations allow 
the machine easily to depict views of the 
scene from any perspective. With ray-trac- 
ing each new viewpoint must be painstak- 
ingly recalculated from scratch. The snag 
with radiosity, however, is the definition of 
the images it produces. Because the image is 
dealt with patch-by-patch rather than point- 
by-point, sharp shadows become blurred 
and reflections from mirrors often disappear 


in general murk. 

Given their relative strengths and weak- 
nesses, researchers would like to combine 
ray-tracing and radiosity into a single draw- 
ing technique, and to speed up both of 
them. At the California Institute of Tech- 
nology, Dr James Kajiya is working on tech- 
niques that provide just such a marriage (but 
are not faster). So are researchers at Cor- 
nell's computer-graphics laboratory. Our 
“Vermeer” on the previous page—inspired 
by his "Lady and Gentleman at the 
Virginals"—was produced by engineers at 
Cornell mixing ray-tracing and radiosity. 

Meanwhile, a team under Dr Michael 
Cohen at Cornell has devised a technique 
that uses radiosity to make a rough sketch of 
a scene in less than a minute, and progres- 
sively refines the drawing thereafter. Instead 
of calculating the light coming from all the 
surface patches at once, the Cornell tech- 
nique calculates first how the brightest 
patch illuminates all the others, then the 
next brightest, and so on. Vermeer took 
considerably longer. But computer research- 
ers will not be satisfied until they can do in 
fractions of a second what the Masters did in 
months. 





The Nile 


A silverish lining to Sudan's clouds 


N A YEAR of disastrous weather for 

much of the world, something or some- 
body seems to have a soft spot for Egypt. 
While people are drowning in rain in its 
southern neighbour, Egypt is looking for- 
ward to an above-average flood of the Nile, 
on which it depends for irrigation, drinking 
water and much of its electricity. 


Most of the rain that is drenching the 
Sudan will do nobody any good. But the 
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rains have also been plentiful over Ethiopia, 
the catchment area for the Blue Nile, which 
is the main provider of water for the Nile. 
The annual Nile flood began this year on 
July 21st: earlier—and, so far, heavier— 
than usual. Unlike the Sudan, Egypt has a 
huge reservoir to absorb the influx, namely 
Lake Nasser behind the Russian-built As- 
wan high dam. So far the level of the lake 
has been rising by more than 20cm a day, 
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compared with its average flood rise of 10- 
15cm. If the increase continues this month 
(the rains may yet stop prematurely) and the 
rise is at normal levels next month, Egypt 
will have an above-average flood that will 
wash away some dire predictions. 

Until a month ago, officials were brac- 
ing themselves for a continuation of the 
long African drought. By next spring, it was 
feared, the water level in Lake Nasser would 
drop to 147 meters above sea level—at 
which point the high-dam power station 
would have to be shut down to avoid dam- 
age to its turbines. That would have cost 
Egypt a quarter of its electricity—which it 
can ill afford, since it is already failing to 
meet a 10% annual growth in demand for 
power. As it turns out, Egypt appears to 
have been saved for another year; the reser- 
voir never sank below 150 metres. But 
Egypt's minister of public works and irriga- 
tion has warned that two more above-a"*- 
age floods will be needed to replenish 
serves that have been depleted by tne 
drought—and Egypr's profligacy. 

For the past 11 "rain years" (which run 
from August 1 to July 31), the annual replen- 
ishment of Lake Nasser was below, or barely 
equal to, the 55.5 billion cubic meters of wa- 
ter that Egypt is allotted under an agreement 
with the Sudan. The completion of the dam 
in 1971 made Egyptian officials complacent. 
From 1977-85 Egypt used more than its an- 
nual quota of water. Only this winter, after a 
series of frightening articles in the foreign 
press, did the government even admit that 
there was a shortage, let alone do anything 
about it. 

Water released from Lake Nasser in the 
last rain year was reduced by more than 5%, 
to 52.5 billion cubic meters. The acreage 
planted with rice was cut by 8% and all farm- 
ers had to make do with 5-10% less water for 
irrigation. In the winter, tourists had to step 
off their Nile cruise boats after Luxor ' 
take a bus part-way to Aswan. This sum 
as the falling level of Lake Nasser cut the 
high-dam's power output to 70% of its ca- 
pacity, daylight-saving time was reinstituted. 

A nasty scare—but was it enough to jolt 
Egypt out of complacency? Egyptian televi- 
sion continues to show commercials telling 
people to turn off their taps. A more effec- 
tive tactic might be to raise electricity prices, 
especially for state-owned industries which 
currently pay only one-thirteenth of what it 
costs to produce the power. Egypt has been 
promised some $1 billion in loans from the 
World Bank and America to build new gen- 
erators. But the money is being withheld un- 
til che Egyptian government raises electricity 
prices by about one third. 

The government is already deep in a 
project to upgrade Egypt's irrigation system, 
much of which seems to have been un- 
touched since the Pharoahs. It has also com- 
missioned studies on the idea of taking some 
of the Nile water that flows into the Medi- 
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the Brazilian financial 





market was a closed book ... 
£95 will open it 


Financial services is big business in Brazil. The 
economy is the world’s tenth largest and growing 
rapidly. An unequal distribution of wealth means 
that a relatively small but significant proportion of 
the population has large resources to invest 
almost exclusively in the domestic economy. It is 
therefore not surprising that Brazil has a large 
financial sector growing even faster than its econ- 
omy with assets worth 68 per cent of GDP. 


However, most foreign firms have not taken 
advantage. The Brazilian government is perceived 
as highly protectionist towards this sector and 
unwilling to allow any foreign involvement. While 
the former is undoubtedly true, the latter is not; 
some foreign firms have already set up in Brazil 
and there are opportunities for many others. 


Expanding Financial Centres-Brazil will show you 
in which sectors you can set up, who your 
competitors will be and what regulations exist. 
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potential entrants and consumers and is the third in 
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Singapore. 


The structure and practices of Brazil's financial 
services sector are very different from any other. 
To order your copy of the most comprehensive 
guide to this exciting opportunity fill in and return 
the order form 
below. 
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OR almost à year two oxygen-hating 
types of bacteria, going by the names 
of methanobacterium | autotrophicum 
and m. arbophilicum, have been munch- 
ing their way through the muck churned 
out by an ice-cream factory near Glouces- 
ter. This is not the latest ecological hor- 
ror movie, but a carefully planned ex- 
periment, which has shown rather a lot 
about the best ways to use bugs to dis- 
pose of rubbish. It is also well-timed. 

It shows, for one thing, that such “‘an- 
aerobic" bacteria can dispose of rubbish 
35-50% more cheaply than their "aero- 
bic” cousins, which—like the creatures 
who produce the rubbish in the first 
place—need oxygen in order to live. One 
apparent snag with anaerobes is that 
they work much more slowly than aer- 
obes at breaking down organic waste. 
But they avoid the need for two expen- 
sive things: oxygen, and the equipment 
to keep stirring or blowing it into the 
bioreactors in which they do their stuff. 

Two years ago, some research paid for 
by the biotechnology arm of Britain's 





terranean and storing it in coastal lakes. 
Such measures may be necessary. Egypt may 
have confounded its doomsayers this time, 
but unless it turns over a newly conserva- 
tionist leaf, one day they will be right. 





North Sea pollution 


The 7,000th seal 


OME scientists think that the 7,000 dis- 

eased seals which have been washed up 
on the shores of the North Sea are a bad 
omen. Millions of tons of industrial waste 
are poured into the sea each year; who can 
be suprised if thousands of dead seals come 
out? But the link between pollution and the 
epidemic is, inevitably, unproven. The seals' 
immediate cause of death is a virus that pro- 
duces the symptoms of pneumonia. 

Seals have suffered two similar but lesser 
epidemics. In 1980 about 450 of them were 
killed off the coast of New England; in 1955 
an unknown number succumbed in the al- 
legedly clean waters off Antarctica. One 
popular theory holds that the North Sea epi- 
demic was triggered by man. Industrial 
chemicals trapped in the seals’ abundant fat 
may weaken their immune systems, leaving 
them helpless against a marauding virus. 

Nobody denies that the seals have been 
exposed to plenty of toxic substances. In- 
dustrial waste, sewage sludge, oil, the prod- 
ucts of incineration, plus pesticides and 
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Science and Engineering Research 
Council had already suggested that using 
the right sort of bioreactor could speed 
up anaerobic waste treatment. But that 
experiment was a small, laboratory affair. 
Last April four groups of researchers and 
the Department of Trade and Industry 
set four different reactors—each holding 
five cubic metres of effluent—to work on 
the sugars and fats flowing from the 
Gloucester ice-cream factory. 

According to Dr Kenneth Anderson 
of Newcastle University, who directed 
the project, the results have clearly 
shown that the best reactor for the job is 
the so-called upflow reactor, in which 
muck is pumped in at the bottom and 
rises up the reactor past pieces of plastic 
which provide a large surface area for 
bacteria to grow on. This is easier to use 
and more reliable than other designs. It 
was expected to handle about 6kg of or- 
ganic waste per cubic metre of reactor 
each day; in fact it got through 9kg. 

So much for Mr Whippy. What about 


other industrial wastes? Different sorts of 


fertilisers that have run off from soil all com- 
bine to add heavy metals, organic toxins, 
and disease-causing micro-organisms into 
the North Sea. Dolphins, sea birds, and fish 
have gone belly up in the North Sea. In 
some areas ugly, toxic algae has spread un- 
controllably, choking out other life by rob- 
bing the water of dissolved oxygen. This cre- 
ates a scientific problem as well as one for 
seals. With thousands of different chemicals 
polluting the area, nobody can pin the seal 
deaths on any particular source. 

Nevertheless some industrial chemicals 
called polychlorinated biphenyls (PCBs) may 
find their way onto the seals’ death certifi- 
cates. Although they were banned more 
than a decade ago, they persist in the water 
and in the seals’ blubber. A Dutch study 
published in 1986 showed that seals eating 
fish from waters contaminated with PCBs 
could not reproduce properly. And if recent 
levels of PCBs are harmful enough to 
change the seals’ reproductive cycles, 
they might also affect their immune 
systems. Some American studies have 
shown that PCBs have damaged the 
immune systems of other creatures. 

The epidemic is unlikely to kill all 
of the seals, according to Dr Sheila 
Anderson of the Sea-Mammals Re- 
search Unit in Cambridge. For most 
diseases, there are a few animals that 
manage to resist. But seal populations 
may be depleted for years. 

According to the chemical indus- 
try, the seals may be casualties limp- 
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waste call for different micro-organisms 
to eat them. But garbology researchers 
think that the ice-cream results will be 
useful for plenty of other branches of the 
food industry. The Gloucester test rig is 
portable and will be towed off to com- 
pare the different reactors’ performances 
in treating other food-industry wastes. 
Many food factories across Europe 
will soon have to take a fresh look at the 
way they dispose of their wastes. They 
are gradually succumbing to creeping na- 
tional and EEC regulations which say that 
organic wastes dumped into estuaries 
must be turned into fluid first. The new 
rules impose a new cost on those busi- 
nesses; anaerobes mean that it could be 
much lower than they once feared. 
Inland producers of food wastes usu- 
ally dump their untreated effluent into 
sewers and pay local authorities to treat it 
for them. The now-proven lower cost of 
anaerobes and good performance of 
upflow reactors could mean that such 
companies will start to do more of their 
own dirty washing. The wastes could 
then be reduced to harmless chemicals 
before they leave the factory gates, in- 
stead of overloading everybody's sewers. 


ing in from an old war rather than harbin 
gers of devastation to come: there are sign 
that the North Sea is getting cleaner. Ac 
cording to the Trent Water Authority, thi 
countries on the North Sea coast are dump 
ing only about half as much liquid industria 
waste as they did in 1980. The Chemical In 
dustries Association in London says that— 
seals apart—the North Sea is in good shape 

But even if industry is dumping less 
many pollutants—such as PCBs— remain ir 
the sea. Nobody knows enough about the 
effects of toxic dumping te know what ' ' 
might lead to. Britain's Natural Env 
ment Research Council has begun a five 
year study of the state of the North Sea 
years after the epidemic is over, it may pro 
duce a very post mortem on the seals. Fo: 
the moment no man-made waste produc 
has been proved guilty—or innocent. 
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The end of a war, and the 
challenge of peace 


IRAN AND IRAQ AT War. By Shahram Chubin and Charles Tripp. I.B. Tauris; 318 pages; 


£19.50. Westview Press; $36 


OW that a ceasefire is killing off the 
flourishing little industry of Gulf-war 
watching, expect a rush of books summing 
up the conflict. One worth reading, by 
Shahram Chubin and Charles Tripp, starts 
h the proposition that a war reflects the 
people waging it. They examine the Gulf 
war—the way it was fought, how the stakes 
were defined, what costs were accepted—to 
see what it reveals about the society and po- 
litical systems of Iran and Iraq. 

This approach yields an attractively 
neat explanation of what triggered off the 
war: the two governments' Opposite atti- 
tudes to the use of force. The Iranian gov- 
ernment, flushed with the success of revolu- 
tion, believed that power lay with the 
people. It was a short step from this to con- 
clude that professional military forces were 
useless, so it began to dismantle them. Iraq's 
President Saddam Hussein, characteristi- 
cally, mistook this for weakness. Relying on 
coercion at home, he assumed it was also the 
way to command respect abroad. 

Both governments, the authors show, 
were responding to domestic imperatives. 
When Iraq was founded after the first world 

, its people lacked any sense of national 

tity and had ties with communities such 
as the Kurds or Shia Muslims. Successive 
rulers held the country together by force, 
but then had to defend the legitimacy of 
both the state and the government. Mr Hus- 
sein used the Arab nationalist ideology of 
his Baath party as a means of doing so. 

He felt threatened by the Iranian revolu- 
tion and Iraqi Shias, but also saw the tur- 
moil next door as an opportunity. A quick 
victory over lran would strengthen his 
standing as the champion of both lraq's 
rights and those of the Arab nation, so dou- 
bly bolstering his legitimacy. The authors 
believe that Mr Hussein's fateful invasion of 
Iran was meant as a symbolic show of force 
that would recover some territory but not 
lead to full war. The Iraqi strongman saw it 
as a re-run (and reversal) of a showdown in 
1975 that had led to his surrendering this 
territory to the Shah. 

That showed how little he understood 
what had occurred in Iran. The Iranians had 


THE ECONOMIST AUGUST 27 1988 









estruction, finally 





E 


An end to 





provoked the war; they now welcomed it en- 
thusiastically as an opportunity to demon- 
strate the superiority of their values. There 
was no question of buying peace: the Irani- 
ans treated the conflict as a crusade. The 
war, the authors show, came to "exemplify 
many facets of the revolution: its sense of 
moral rectítude, its universal spiritual mis- 
sion and its belief in the power of faith”. 

Their attitude dictated their tactics. The 
mullahs, regarding the Shah's armed forces 
as ideologically corrupt, had slashed the mil- 
itary budget and drastically purged the off- 
cer corps. When war broke out, they relied 
on the “new Islamic man”, a citizen army 
motivated by faith, to overcome the enemy's 
superior technology and firepower. 

At first this was dramatically successful. 
Once they had taken the war into Iraqi terri- 
tory, however, the Iranians ran into difficul- 
ties. Zeal proved to be no substitute for 
arms, planning and professionalism. Yet the 
mullahs had declared that the defence of Is- 
lam was at stake. To settle for less than their 
original goal of overthrowing the Iraqi gov- 
ernment would have undercut the validity 
of the revolution. 

The mullahs fell into a similar trap in 


their foreign policy. The Islamic revolution 
claimed a universal message. Yet Iran's ef 
forts to export the revolution to their small 
Gulf neighbours merely drove them into the 
arms of Iraq—a critical mistake. The Irani- 
ans fared little better with the superpowers, 
the source, according to the mullahs, of all 
the world's ills. They initially spurned both 
and then, banking on Iran's strategic impor- 
tance, tried to play them off against each 
other. But they overplayed their hand, gain- 
ing little in the way of either arms or changes 
in the superpowers' policies. 

Iraq was far more skilful: It began the 
war with a reputation as a regional bully and 
on bad terms with both superpowers. Yet by 
November 1987 the Arab League was en- 
dorsing Mr Hussein's claim to be fighting 
for an Arab cause, a crucial step in his quest 
for legitimacy at home. Without sacrificing 
his independence he had persuaded the 
Russians to arm him, and the Americans to 
provide him with intelligence and diplo- 
matic support. 

The authors point to problems for both 
sides when the war ends. Mr Hussein will 
have to cope with a far more obvious gap 
between his behaviour as a dictator and the 
myth of a modern democratic state his 
Baathist rhetoric suggests. He will need even 
greater suppressive force. However, a mili- 
tary conspiracy, rather than a popular upris- 
ing, poses the greatest threat to him. 

In Iran, the government will face the 
hazards of transition from a state of revolu- 
tion to normal life. It may not be easy to 
"demobilise" the faithful, or to justify the 
costs of the war to the less faithful. The re- 
gime will have to tackle divisive political is- 
sues that the war enabled it to postpone. 
Both governments, then, could find peace 
harder than war. But, despite the ceasefire, 
this book’s interest lies less in its predictions 
than its analysis of what makes these two un- 
predictable governments behave the way 
they do. 





America’s underclass 


Spare the child 


WITHIN OUR REACH. By Lisbeth Schorr with 
Daniel Schorr. Doubleday; 398 pages; 
$19.95 


HE United States, supposedly an egali- 
tarian society, long assumed that it 
would never develop an underclass, But its 
cities are now plagued by crime, drugs, job- 
lessness and high rates of teenage preg- 
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nancy. Even in the countryside, the same 
problems appear. In Lisbeth Schorr's view, 
experts know why young people go astray; 
the cures, too, are within reach. Where they 
are being applied, albeit on a small scale, 
they are succeeding. 

It is crucial, says Mrs Schorr, to start 
with mothers. Better health care for preg- 
nant women could prevent more babies 
from being born dead or damaged (the 
United States has a higher rate of infant 
mortality than most European countries). 
Along with the advice about nutrition and 
vitamin pills should come a friendly, knowl- 
edgeable person to whom the expectant 
mother could turn. Such a service might in- 
clude, in the countryside, assuring access to 
unpolluted water or car trips to the shops. It 
would cost less than the high-tech measures 
willingly devoted to saving sick infants. 

What is often needed, Mrs Schorr feels, 
is a person who knows the family and its cir- 
cumstances and who is willing to listen. Poor 
families need help in obtaining whatever aid 
they are entitled to and getting round the 
red tape. These families are also prone to di- 
sasters: impending homelessness, a husband 
likely to be sent to prison, no food in the 
freezer, the mother’s loss of her job. Social 


workers are already in this field, but they 
have long lists of such problem families. For 
more than a decade a scheme called 
Homebuilders in Tacoma, Washington, has 
been concerned by the removal of children 
from harassed families. It has assembled 
small teams of professionals in different 
fields who go to a family’s home, listen to 
what the members say, and remain involved 
as long as necessary. Every call for help is 
answered within 24 hours. 

A few schools, too, run by remarkable 
teachers and administrators, have shown 
that the violence and disorder so prevalent 
in the inner cities can be avoided, so that the 
children can learn and graduate with good 
marks. Parents are encouraged to become 
involved, even to use the school libraries. 
Slowly, these methods are being copied. 

Mrs Schorr would like such enterprises 
to sprout up wherever children are getting a 
rotten deal. Inevitably, she thinks the gov- 
ernment should help with more money, not 
only for new ventures but for programmes 
such as Head Start (education for poor pre- 
schoolers) that have proved themselves. She 
is too experienced in the ways of the federal 
government to be optimistic about the 
crushing hand of bureaucracy. But she has 


A century since in Wapping 


N READING William Fishman's 
East END 1988*, a Yiddish phrase 


| springs to mind: "Schwer und bitter is dos 


Leben". Life was indeed hard and bitter 


| 


for those struggling to survive in the poor- 


est quarter of the capital of the British 
Empire. Jews fleeing from pogroms in Rus- 
sia were crammed ten or more to a room. 
Immigrants from East Anglia, escaping 
the agricultural depression of the 1870s, 


ended up in the terrifying workhouses of 


| 
Wapping and Poplar, where husbands 
and wives were permanently separated. In 
Shoreditch the death rate was four times 
that of the rest of London. 
Mr Fishman, a professor of political 
| studies at Queen Mary College, London, 
has based his study largely on the contem- 
porary writings in the East London Ad- 
vertiser and East End News. He draws an 
| 


appalling picture. Outsiders were aware of 


the awfulness of the East End, but most 
did not know how to cure it. When, in 
August 1888, news of Jack the Ripper's 
surgical murders of women in White- 
chapel began to appear in the general 
press, the Whitechapel Board of Works 
agreed to discuss the extension of gas 
lamps into the alleyways of Spitalfields. 

In the run-up to the centenary of the 
outbreak of the French Revolution, the 


well-off feared that revolution might be 
triggered in England too. There was a sud- 
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den increase in donations to the Lord 
Mayor's Fund, a collection of local Lon- 
don charities which did a little, but not 
much, for the poor. In the event, revolu- 
tion did not break out. Hopelessness and 
discontent led not to fascism or commu- 
nism or anarchism—though advocates of 
all persuasions abounded—but to the 








ideas on how to soften it. 

Polls suggest that many Americans ar« 
willing to pay higher taxes to help salvage 
under-privileged children. Poll answers ar« 
not quite the same as putting your hand ir 
your pocket; or agreeing that places at th« 
best day-care centres should be reserved foi 
the children of the poor. Another problem 
is that while the payments must be made to 
day, the results will not be seen for 15 or 2€ 
years. But if nothing is done, Americans ir 
20 years’ time will surely ask why not. 





Truman Capote 


In cold print 


Capote. By Gerald Clarke. Simon & 
Schuster; 632 pages; $22.95. Hamish 
Hamilton; £16.95 


N THE final years of his life, before aico- 
hol and harder drugs killed him in 1984 € 
few days short of his 60th birthday, Trumar 
Capote became a celebrity. He aroused milc 


amusement on television chat shows, like 


Quentin Crisp and Zsa Zsa Gabor with he: 


founding of the Social Democratic Fed- 
eration, which led eventually to the birth 
of the Labour party. 

The East End also attracted three of 
the most imaginative radical reformers of 
the century: Dr Barnardo, the Rev Samuel 
Barnett and General William Booth, who 
in 1888 opened his first Salvation Army 
hostel at 21 West India Dock Road. Dr 
Barnardo took in children, gave them 
skills and shipped thousands of them to 
Canada for a fresh start. Barnett believed 
not in the training of bodies, but of 
minds. With Arnold Toynbee, an histo 
rian, he set up Toynbee Hall, where lec 
tures were given for the poor and exhi- 
bitions were held of the work of con- 
temporary artists such as Millais. Toynbee 

| continues to thrive, but Barnett 
never got the university he hoped for. 

More down-to-earth reformers saw ad- 
equate housing as the basis for social re- 
form. "Private investment was the an- 
swer' writes Mr Fishman, who, as a 
socialist, does not believe in it. And in- 
deed, as Mr Fishman implies, proper 
housing never came for the poor. But it 
did come, almost a century later, for the 
rich. City yuppies at rest by night in 
spanking new Dockland penthouses in 
1988 will find this "walk" through the 
East End fascinating and horrifying. They 


little know what ghosts surround them. 


Duckworth; 343 pages; £18.95. Temple University 


Press; $34.95. 
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Parley time 


TH Parliament in recess, the Pal- 

ace of Westminster's central lobby 
is nearly deserted; but, when the Lords 
and Commons are sitting, the tourists 
thronging it could be forgiven for suppos- 
ing they were at the nation's nerve centre. 
Self-important men stride past, bound for 
meetings of unimaginable significance. 
Bells summon them to vote. Policemen 
show proper respect. 

But this is mostly charade. Parliament, 
unlike the United States Congress, is not 
a true legislature. It is a small part of a leg- 
islative process dominated by ministers 
and officialsk—and nowadays Mrs 
Thatcher. MPs are self-important 
because they lack real importance; 
“hey look so busy because they are 

ot actually engaged in business. 

Whether deliberately or not, 
Lisanne Radice, Elizabeth Vallance 
and Virginia Willis underline on al- 
most every page of MEMBER OF PAR. 
LIAMENT: THE JOB OF THE BACK- 
BENCHER! the fact that back. 
benchers do not really have a job. 
Hence their preoccupation with 
routine constituency cases. Hence 
their willingness to sit through end- 
less meetings of powerless commit- 
tees. "Most MPs play, and are well 
aware that they play, very little part 
in the policy-making process," the 
authors report gloomily. Not sur- 
prisingly, MPs suffer from status 
tensions. Big fish among local party 
workers and voters, they are mere 
minnows at Westminster. Their 
pay is awful, their accommodation 
worse, and collectively they "keep 

»e longest and latest hours of any 
restern parliament." 

Why do they do it? In time, 
habit and the inability to find alternative 
employment become important; but ini- 
tially, as these authors recognise, most 
people enter Parliament because they 
want to be ministers. Precisely because 
they do, it is odd that "Member of Parlia- 
ment" has nothing to say about how MPs’ 
ambitions affects the way they operate po- 
litically. The book is full of miscellaneous 
information but skirts round the central 
questions of power and power-seeking. 
Mrs Radice and her colleagues should 
write a sequel, but with a new subtitle: 
"How to Stop being a Backbencher". 

The futility of backbench life is further 
underlined by David Marsh and Melvyn 
Read in PRIVATE MEMBERS’ BiLLS?, an ex- 
haustive study covering every private 
members' bill introduced in the House of 
Commons between 1950 and 1985. No 
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fewer than 2,239 of them were intro- 
duced; and the number that reached the 
statute book, 403, looks impressive. But, 
as the authors point out, the appearance 
is misleading. The procedural obstacles to 
private members' bills are so formidable 
that for one to pass it needs, in practice, 
either to be totally uncontroversial or 
have government backing. Since 1945 
only seven privare members' bills to which 
the government of the day took exception 
have been passed— none since 1975. 

The result is that, with rare exceptions 
like the 1967 abortion law reform, the pri- 


I know my dignity's here somewhere 


vate members' bills that reach the statute 
book are minor and technical—and are 
often governmentánitiated. The only 
plausible defence of the present arrange- 
ments the authors can identify is a further 
ironic comment on backbenchers' impo- 
tence. A few backbenchers, they say, gain 
valuable experience in the course of pilot- 
ing bills through Parliament—experience 
that may be useful “when, and if, they be- 
come ministers”. 

Messrs Marsh and Read recognise that 
short of some constitutional upheaval 
there is not likely to be any substantial in- 
crease in backbenchers’ power. And yet 
they dislike the present system, since it 
largely prevents the Commons from 
reaching decisions on divisive moral is- 
sues that governments, for party-political 
reasons, shy away from—such as vivisec- 
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tion, obscenity and abortion (procedural 
obstacles having rendered the 1967 act 
virtually unamendable). They propose a 
system under which a backbench steering 
committee would control the time given 
to private. members' bills and decide 
which of them should be given priority. 

Both Mrs Radice and her colleagues, 
and Messrs Marsh and Read, write about 
the House of Commons; but the House of 
Lords has recently emerged in reality as a 
more effective check on executive power. 

Or has it? The upper house, so the ar- 
gument goes, has been invigorated by the 
introduction of life peers, the in- 
crease in the number of non-Con- 
servative peers and also their lord- 
ships’ awareness that these days 
they often reflect public opinion 
better than do MPs, who are subject 
to the party whip. Accordingly, 
they have become more assertive; 
and governments, fearing delay or 
political embarrassment, have be- 
come readier to acquiesce in defeats 
at the Lords' hands. 

Half the argument is undoubt- 
edly correct. Donald Shell, in a new 
study entitled simply THE HOUSE 
OF Lorps}, shows that their lord- 
ships are indeed much readier to 
flex their (mainly aged) muscles. Be- 
tween 1979 and 1987, the govern- 
ment was defeated in the upper 
house on no fewer than 106 occa- 
sions, 99 of them involving amend- 
ments to government bills. In 54 
cases, the government accepted 
their lordships' amendments; in an- 
other 17 cases, a compromise was 
worked out. 

But were these concessions on 
matters of importance On Mr 
Shell's evidence, the answer must be: not 
very often. Preserving free school trans- 
port in rural areas and prolonging for a 
year the life of the GLC may (or may not) 
be desirable; but they hardly amount to a 
substantial increase in peer power. 

The Lords apart, the strange thing 
about backbenchers’ impotence in the 
Commons is that it is self-inflicted. Back- 
benchers can seize power any time they 
want by voting against the government in 
sufficient numbers. A majority of Tory 
MPs was almost certainly against the poll 
tax. Yet they voted for it night after night. 
Academics should spend their time trying 
to work out why. 


1) Macmillan, 182 page, £9.95. 
2) Cambridge University Press, 208 pages, £22.50. 
3) Philip Allan, 231 pages, £34.50. 
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The most perfect writer 


dyed lapdog. It was hard by then to believe 
that this fey, gay pixie with an insinuating 
lisp had written "In Cold Blood”, which set 
a new fashion in reportage as classic and 
tough-minded literature. His book had as 
much influence on American writing as any- 
thing else published in the past half-century. 

Gerald Clarke, the author's indefatiga- 
ble biographer, says that Capote seemed 
quite confident when setting out to write 
"In Cold Blood" in 1959. He was sure non- 
fiction could be as artful and compelling as 
fiction, though not when written by journal- 
ists who were unequipped to exploit it: 


Journalism always moves along on a horizontal 
plane, telling a story, while fiction—good fic- 
tion—moves vertically, taking you deeper and 
deeper into character and events. By treating a 
real event with fictional techniques (something 
that cannot be done by a journalist until he 
learns to write good fiction), it’s possible to 
make this kind of synthesis. 


Capote proved it. He went to a small town 
in Kansas where, for no apparent reason, 
four people had been murdered: Herbert 
Clutter, his wife (Bonnie) and two of their 
four children (Nancy, 16, and Kenyon, 15). 
Capote secured both the confidence and 
confidences of almost everybody in the 
town, as well as of the two young men who 
had murdered the Clutters, Dick Hickock 
and Perry Smith. He dove deep inside his 
characters but still remained such a coldly 
detached observer that he felt justice was 
done, and his book given just the right cli- 
max, when his friends Hickock and Smith 
were eventually executed after years of 
appeals. 

Capote was the first novelist of stature 
to chance his time, talent and reputation on 
such a long work of reportage. There was 
the literary equivalent of a land rush as Nor- 
man Mailer, Bob Woodward, Gore Vidal, 
Hunter Thompson, Tom Wolfe and many 
others followed him; but most of Capote's 
imitators lacked his talent. Mailer called him 
"the most perfect writer of my generation”. 


B2 





Listen, for example, to Capote recounting 
his memories of Carson McCullers, a fellow 
southern novelist: 


The first time I saw her—a tall slender wand of 
a girl, slightly stooped and with a fascinating 
face that was simultaneously merry and mélan- 
choly—I remember thinking how beautiful her 
eyes were: the colour of good clear coffee, or of 
a dark ale held to the firelight to warm. Her 
voice had the same quality, the same gentle 
heat, like a blissful summer afternoon that is 


slow but not sleepy. 
The cadences of the Deep South are as 
marked here as they are in the writing of 
Tennessee Williams, William Faulkner, or 
Carson McCullers herself. 

Another southern trait in Capote's 
work is his fascination with the grotesque 
behaviour of respected and seemingly re- 
spectable people. Like so many southern 
writers, Capote himself came from a gro- 
tesque family. Abandoned by his parents, he 
went as a small boy to live in Monroeville, 
Alabama, with three quarrelsome sisters in 
their late middle age. His next-door-neigh- 
bour's daughter was Harper Lee, who mod- 
elled the boy in "To Kill a Mockingbird" on 
Capote ("he wore blue linen shorts that but- 
toned to his shirt, his hair was snow white 
and stuck to his head like dandruff... we 
came to know him as a pocket Merlin, 
whose head teemed with eccentric plans, 
strange longings and quaint fancies’). 

Capote’s father was a fraudster. 
mother was a sexpot who killed herselt py 
swallowing Seconals. Harper Lee’s mother 
was of enormous proportions, and was not 
right in the head. Twice she tried to drown 
Harper in a bathtub, but Capote's little 
friend was saved by one of her older sisters. 
Deprived of such monstrous childhoods, 
perhaps mere Yankee novelists can never 
hope to compete. 





Scottish theatre 


Good home wanted 


EDINBURGH 


There is no bortee of Scottish playwrights and performers; yet Scotland 
still has no national theatre and is poorly represented this year at the Edin- 


burgh Festival 


VERY self-respecting city has a festival 

these days, but Edinburgh's remains 
something special. Unfortunately for its ri- 
vals, most of its ingredients cannot be trans- 
planted. Edinburgh got off to an early start 
in 1947; most of Europe had not recovered 
from the war, and it was easy to procure the 
best orchestras, soloists, opera and ballet 
companies. That established a reputation 
for quality which has not faded. 

The "official" programme still sets the 
tone for the festival, although the fringe 
now dwarfs it—this year with 913 shows by 
413 companies from 22 countries. Since Mr 
Frank Dunlop took over in 1984, he has 
tried to ensure an authentic Scottish fla- 
vour, and also a greater emphasis on drama. 
So it might seem odd that this year there is 
only one Scottish offering (well received by 
the audience, less well by the critics): "Holy 
Isle", a 40-year-old play by James Bridie, 
whose centenary it is this year, performed by 
a small repertory company, the Brunton 


Theatre. 


That does not mean that Scottish ` 
atre is moribund: far from it. Writing fo 
stage is flourishing—at least 30 new plays 
have been produced in the past year—and 
distinctive styles of acting and production 
continue to blossom. Small companies take 
inventive and energetic productions on tour 
in Scotland, and audiences are increasing. 
One such company, Communicado, has 
provided this year one of the most outstand- 
ing performances of the whole festival with 
its Fringe production of a new translation ol 
Lorca's "Blood Wedding”. 

But flourishing drama needs more than 
small touring companies, however good. lt 
needs a home for large productions, too. 
The nearest thing so far to a national theatre 
in Scotland, the Scottish Theatre Company. 
went into liquidation last year, with many 
people decrying the lack of state support 
The 7:84 Company, a prime mover of the 
theatrical revival in Scotland, has beer 
served notice by the Scottish Arts Counci 
that there may be no more money. Much o 
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What do the 


following have 
in common ? 
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DIAMONDS 


sanmensa 


SANCTIONS & SOUTH AFRICA 
MANAGEMENT BUY-OUTS 
FINANCING 
FOREIGN OPERATIONS 
THE WORLD'S MOST 
DISTINGUISHED DIARY 


Unless you are working out in 
your Economist Diary how to 
finance a management buy-out in a 
South African diamond mine, the 
answer is not much 


Except that they are all available 
from the newly refurbished 
Economist Shop just off Piccadilly 


We also have reports on almost 
every aspect of international 
business, finance and management 
as well as a wide range of leather 
products, many of which can be 
personalised with gold initials 
while you wait. 


Pop into 
23a St James's Street 
London SW1 


For further 
information please 
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Shop 
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The International 
Who’s Who 1988-89 


FOR OVER 50 YEARS the outstanding 
source of biographical information on the 
foremost men and women in the world 
today. 
Covering every sphere of human merit and 
endeavour, comprehensive in detail and truly 
international, it is completely revised and up- 
dated annually. 


"Remains quite indispensable.” TLS 
ISBN 0 946653 42 9 £75 00 


The Europa Year Book 1988 
A World Survey 


IN TWO MAJOR VOLUMES this world guide 
documents with unrivalled depth all aspects 
of current political, economic and social im- 
portance in over 200 countries throughout 
the world. 
An invaluable reference tool for anyone 
working in the international business or 
academic arenas. 


ISBN O 946653 41 O £155 per set 
“This marvellous, authoritative annual.” 


World Affairs Report 


18 Bedford Square, London WC1B 3JN, England 


PUBLICATIONS 
Tek 01-580 8236 


"Refutes fashionable nonsense 
about trade policy coming from 
Congress and elsewhere." —Samuel 
Brittan, The Financial Times 
“Indispensable to all concerned 
with serious discussion of trade pol- 
icy today." —Sir Donald McDougall 


“A ‘tour de force'! " —Paul A. Sam- 
uelson, Nobel laureate in Economics 


© 
Protectionism 
Jagdish Bhagwati 


Written with elegance and wit, and based on 
Professor Bhagwati's inaugural Ohlin lec- 

tures at the Stockholm 
School of Economics, 
Protectionism is the best ; t 
analysis available on this z 

hotly debated area of Y 


trade policy. fd 
Ad 









illustrated 
$16.95 


The MIT Press 
55 Hayward Street, Cambridge, MA 02142 








Cuban women: Changing roles 
and population trends 


The birth rate in Cuba was lower than in many 
industrialised countries by the early 1980s while 
women's economic activity and status had increased 
since the 1959 Revolution. This study of approxi- 
mately 3,000 women in three contrasting regions of 
Cuba makes it clear that the decline in fertility is 
closely linked to the changing circumstances and 
roles of Cuban women. 


ISBN 92-2-106387-9 £8.80; US$14; SF20 


Combating child labour, 


by A. Bequele and J. Boyden 


This is a major study of child labour in Africa, Asia and 


Latin America which vividly describes the harsh 
reality of children's work in various countries and 
industries. Unlike earlier works on the subject, it 
offers a wealth of information on, and analysis of, 
policies and programmes aimed at reducing the 
incidence of child labour and protecting working 
children. It provides a glimpse of exciting develop- 
ments in this area, including many black and white 
photographs. 


ISBN 92-2-106388-7 (hard) £17.60; USS28; SF40. 


ISBN 92-2-106389-5 (limp) £13.20; USS21; SF30 
Access and Visa cards accepted in the UK. 


INTERNATIONAL LABOUR OFFICE 
iren Swine 


ILO Publications 
1211 Geneva 22 
Switreriand 

Tetex: 22 271 BIT CH 


ees yc OC 20006 
Fet (202) 376-2315 





Forry & Joelson: 
Joint Ventures in 
the United States 


1988. By J I Forry, Partner at Morgan, 
Lewis & Bockius, Los Angeles; and 

M R joelson, Partner at Morgan, Lewis 
& Bockius, Washington 


Joint Ventures in the United States 
is the most current book available 
on this subject. Authoritative and 
practical, it provides a detailed 
guide to the key issues of this 
increasingly significant element 
of the international business 
scene. Presented as a series of 
essays, the book analyses the 
why's, how's and pitfalls faced by 
any foreign company 
contemplating a US joint venture. 


Hard cover 0 406 49961 6 £58.00 net 
This book can be ordered from a bookseller 

or direct from the publisher 

Butterworth & Co (Publishers) Ltd., 
Borough Green, Sevenoaks, Kent TN15 8PH 
Tel: 0732 884567 

24-hour direct order line: 0732 882566 
Bookshop: 9-12 Bell Yard, Temple Bar, 
London WC2A 2]R Tel: 01-405 6900 
in the UK please allow 21 days for 
delivery 
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TOKYO 


APAN'S contribution to Edinburgh's 

Fringe this year is "Woman of Hiro- 

shima”, a beautifully acted monologue 
which, in its social content, differs from 
what British audiences have come to ex- 
pect from modern Japanese theatre. The 
play is not about the bombing of Hiro- 
shima so much as about the Japanese per- 
ception of themselves as victims, of 
which Hiroshima and Nagasaki have be- 
come potent national expressions. 

It says much for the talent of its play- 
wright, Ms Shimako Murai, and the 
equally considerable talent of the actress, 
Ms Chieko Kurihara, that the play can 
be believed. In the tortuous plot, a 
hibakusha (literally, victim of nuclear 
war), deserted by her lover whom she 
met at an illegal peace rally in 1950, dies 
giving birth to the heroine. The child is 
looked after by her mother’s friend, also 
a hibakusha. But the friend kills herself 
when the child is six. Later, after running 
away from an orphanage the girl meets a 
man who befriends and then rapes her— 
the man is her father. A victim of guilt, 
he tries to strangle the girl, and leaving 
her for dead, kills himself. 

This lurid plot is based on truth. Ms 
Murai interviewed hibakusha women 
and their families and based her trilogy, 
of which the performance in Edinburgh 
is the final part, on those accounts. 

Miss Murai now finds that her play 
has been co-opted into the “Hiroshima 
industry”, which enables Japan to hide 
behind the hibakusha's suffering. The fo- 


| cusin Japan on Hiroshima and Nagasaki 
















the state subsidy goes to established compa- 
nies, usually with English directors, who 
play safe by relying mainly on West End suc- 
cesses. Not much future there for the Scot- 
tish theatre. 

So Scottish theatre has a vacuum at its 
centre. It needs a cohesive and stimulating 
force, a company that could be devoted to 
making sure that good plays do not disap- 
pear after the first production. There are fre- 
quent calls for a Scottish national theatre. 
Following the demise of the Scottish The- 
atre Company, Mr Dunlop has come up 
with a new proposal; that the Edinburgh 
Festival should set up two companies, one to 
do opera on the model of the Folkopera of 
Stockholm (again a great success in Edin- 
burgh this year) and the other to do major 
productions of plays; both would tour Scot- 
land. A national theatre which grew in this 
way out of the Edinburgh Festival would be 
a fitting solution. 
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Victims or aggressors? 


serves to perpetuate their own myth that 
the Japanese were not aggressors, but vic- 
tims, during the second world war. This 
idea is compounded by censored history 
schoolbooks in which Japanese atrocities 
before and during the war have been 
whitewashed or erased completely. 
Japanese commentators regularly be- 
moan the country's lack of political will 
to take its proper place in the world. 
Many attribute this apparent lack of will 
to the atom bombings, or "the nuclear 
devastation of Japan's homeland”, which 
was followed by a continuing "psychol- 
ogy of defeat". That any lack of will 
might stem from a fear that a politically 
powerful Japan might be forced to come 
to terms with its own history seems, like 
the war itself, to be outside the main- 
stream of Japanese political thought. 





Sir Frederick Ashton 


Pavlovan reaction 


ORN in Ecuador in 1904, Sir Frederick 

Ashton spent most of his childhood in 
Lima, Peru, and it was there, when he was 13 
years old, that he saw Anna Pavlova dance. 
"She injected me with her poison," he was 
to say later, "and from the end 
of that evening | wanted to 
dance." Ashton, who died on 
August 19th, was to become 
Britain’s greatest choreogra- 
pher and one of the architects 
of what is today the Royal 
Ballet. 

Sent to England to com- 
plete his education, he studied 
with Marie Rambert, who was 
to be his principal teacher and 
the first to goad him into 





choreography. For 's dancers he 
made many delightful ballets, and found in 
Alicia Markova a ballerina of exquisite 
classicism. 

In 1935 Ninette de Valois made one of 
her wisest decisions when she invited Ash- 
ton to become principal choreographer of 
the little company which she and Lilian 
Baylis had founded at Sadler’s Wells. Ash- 
ton had already in 1933 created “Les Ren- 
dezvous” for them, which survives until this 
day. The timing was perfect. Constant Lam- 
bert was already in charge of musical policy 
and was a friend of Ashton's. The triumvi- 
rate of de Valois, Lambert and Ashton was 
to build the Vic-Wells, then Sadler's Wells, 
now the Royal Ballet, into a national com- 
pany of international importance. 

[n the company was the young Margot 
Fonteyn, who was to be Ashton's muse for 
over three decades and for whom he made 
innumerable roles to. celebrate her gifts. 
Among them was the title role in “Ondit 
whose revival last season Ashton himseli su- 
pervised and which will open the Royal Bal- 
let's new season in October. 

His range was tremendous. His first love 
was classicism, and the pure classicism of 
"Symphonic Variations", and the later 
“Monotones”, epitomises the English style 
he helped to shape. But he rejoiced in com- 
edy ("Facade", “A Wedding Bouquet"), and 
could create fulllength works of consum- 
mate skill and artistry ("Cinderella", "La 
Fille mal gardée”). He was, in addition, a 
brilliant performer, elegant in his youth, 
powerful in character roles and inimitable as 
the gentler of the two Ugly Sisters in 
" Cinderella". 

Ashton worked for other companies, 
but his career was linked to the Royal Ballet 
from 1935 until the end of his life. From 
1963 to 1970, after the retirement of de Va- 
lois, he was the company's director and dur- 
ing that time arranged for Nijinska, who ‘~~ 
a formative influence in the 1920s, to re 
two masterpieces, "Les Biches" and "Les 
Noces”, for the company. It was during that 

time, too, that he cast Antoinette Sibley and 
Anthony Dowell as Titania and Oberon in 
“The Dream" and invented a partnership 
that was to enter ballet history. 

For another partnership, Fonteyn and 
Nureyev, he made a ballet, “Marguerite and 
Armand”, so perfectly tailored to their qual- 

ities that it has never been per- 
formed without them. And for 
Lynn Seymour, who had in- 
spired his “Two Pigeons”, he 
honoured another idol of his 
youth when he created for her 
a suite of dances “in the man- 
ner of Isadora Duncan”. 

The repertory of great bal- 
lets he has left is, for his com- 
pany, a legacy of extraordinary 
artistic wealth. 
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“The University f Western Australia 
| "PERTH 


LE CTURER (REF: A44/88) 


. Department. of Management. The Department is seeking 
applicants for. a tenurable lectureship in the field of 


|^ teaching and research at the Bachelor, Honours, Masters 
© and PhD levels in this large and progressive Department. 


teaching and research background and hold a higher 
gree. The appointee will teach in Personnel and Human 
esource Management and related fields at the Bachelor, 
~ Honours and Masters levels; supervise student research at 
< Honours and Masters levels; actively pursue interests and 
| contribute to community levels. E Nine ue 

|. SALARY RANGE: A$29,842-A$38,932 pa 

. CLOSING DATE: 23 September 1988 


~ Benefits include superannuation, fares to Perth for appoin- 
lee and dependent family and removal allowance, study 
leave and long service leave. 
Conditions of employment will be specified i in any offer of 


appointment which may be made as a result of this 


advertisement. - 


Written appar on quoting SUM Abii telephone | 


number, date of birth, qualifications and experience, 
names and addresses of three referees shou 

Manager, Appointments and Payroll S 
ty of Western Australia, Nedlands 6009, by 10 September 
1988. 


EQUAL EMPLOYMENT OPPORTUNITY IS UNIVERSITY 
.POLICY ! 








APPOINTS MENT 






| cor à and j general manager, seeks 
-. agement position with international 
, iur. Multilingual, main German/ 
= m Tel: 061-429 6352. : 














BUSINESS& | — 
PERSONAL — — — 


KINDS ot business advice and 
; nagement undertaken. Write 
fre 22-3788/2 Publicitas 1002 








JAMES’ 5, LONDON, SW1. Ser- 
viced apartments in small block close 
; Fortnum & Masons, The Ritz and 
-= Piccadilly. Double and twin rooms from 
e £70 per ids Tel: o1 930 2241. ae 


D Faking the e GMAT o or GRE 
We CAN help 


E Write to: a 
‘Gases Tutorials, GTAC. POETEN j 
FREEPOST, London ws 4BR. 





Personnel and Human Resource Management. Personnel -. 
and Human Resource Management is an important focus of | 


: The successful applicant will be expected to have a strong f 


Salaries: Within US$28,000-32,000 per year, plus allow- 


id reach the 
ei tion, The Universi- - 


| ASSISTANT ECONOMIST 
to £13,000 . | 


. Our client offers a career opportunity for a. talented. young p ' 
Economist who is self motivated and keen to progress. i 
You will benefit from being part of a team of quality professionals: ^h 
handling an abundance of interesting projects within the 
demanding and constantly developing field of Airline Aviation. 


You must have a good honours degree i in Economics, anda genuine, " 
interest in your subject. 


Work experience is a definite advantage, but our client. wit 
consider exceptional new graduates. 


Contact us immediately on (01) 409 1343, or ‘send your. det a 
| quoting reference EX-537, to: | 


Excelbrook Lim - j ed | 










For its Agricultural Dd Projects, the Tihama 
Development Authority is looking for: : 


1 Extension Planning and — Advisor. i 
Team Leader 


2 Monitoring and Evaluation Expert 
3 Livestock Expert |. 
4 Communication Expert 


























































B Qualifications: MSc, PhD and 8-10 years of re 
“experience. Fluency in English, la ! 
knowledge of Arabic desirable. - 











ances. For nues cases increases 
negotiable. | 


- Send application and detailed cona vitae to: E ; 
The Chairman ae 
PO Box 3792 
Hodeidah 
Yemen Arab Republic 


. Central London 























































-7 ERASMUS UNIVERSITEIT ROTTERDAM 


cancy, within the Faculty of TSEN Erasmus University, Rotterdam, for the 
nction of 


aint the Faculty: of jones of the Erasmus University Rotterdam the initiative has 
een taken tostart in 1988 a new international multidisciplinary curriculum for the education 


full-professor will be appointed, whose tasks will conprise the teaching of the economics of 
transport and logistics from both the points of view of business economics and of an . 
-integrated social view, referring to such aspects as technique, law, automation and 


logistics; the professor to be appointed will also be responsible for the initiation, stimulation 
and coordination of that research, which implies setting up and developing contacts with 
_ business circles and public authorities in the Netherlands and abroad. 


* 
* 


a. Teach the above described course in the english languse 

b. Initiate, stimulate and coordinate research in the same field 

€. Perform administrative tasks inside the department, the section, the faculty, and also 
represent the activities described and acquire research funds outside the University. | 


Requirements: 


b. Holder of a Ph.D., or equivalent scientific publications 
€. Original didactic qualities 

d. Outstanding knowledge of the english language 

e. Proven administrative and managerial skills. 


; he salary will be within the range from dfl. 6. 908, -— to dfl. 11. 383, -— per month 


nformation: persons interested in the vacancy can contact Professor Jean H.P. Paelinck, 
chairman of the appointment committee; phone Cea 1827 or r home 
(31)(0)10-4526789. 


EN LEVENTIG JAAR 










be sent within four weeks after the date at which this advertisement - 
appears, to the Dean of the Faculty of Economics of the Erasmus 

.. University, P.O. Box 1738, NL - 3000 DR - Rotterdam. 

RM Anyone wishing to draw attention to possible candidates i is also kindly 
quested to contact the Dean. 
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f future experts in transport and logistics, to be called "Rotterdam Transport Centre"; this $ 
urriculum will also be accessible to students from other Faculties. To direct these activities a 


_ telematics; special transport activities such as those of ports should also be covered. Next to 


-this teaching original research shall be started in the fields of the economics of transport and = 
~ and teaching record. For one of tt 


positions an ability to teach in areas 
, urban/regional economics as well as 


Academic education in transport economics; experience with the transport sector; broad 
knowledge and international scientific recognition in the discipline will be positively rated . 


Written applications with curriculum vitae and list of publications should 





University of Glas: 
Department of Political Economy 
TEMPORARY LECTURESHIP 

IN. ECONOMICS 

Applications are invited from canc 
dates whose specialism lies in any fie 


_ of economics (but a preference may ! 





given to sp 

ics, financial economics or economt 
tics [theoretical or applied]). pend v 
be within the range £9,260-£19, 310p 
annum on the Lecturers scale, wi 


placement according to age, qualitic 
tions and experier 





rience. The post is fun 
ed for two years only. 


Further particulars may be obtain 
from the Academic Personnel Offic 
University of Glasgow, Glasgow G' 
8QQ, | where applications (eig 
copies), giving the names and addres 
es of three referees, should be lodo: 
on or before 23 September 198! 

reply please quote Ref6139/2. - 





The University ot Melbourn 
-— a Economics. 





LECTURER (LIMITED TENURE) IN 


| Applications are invited for two lectur 


ships in Economics which are availab 


from 1 January 1989. Candidates f 
< both positions should have a high 


degree and have a proven researc 


core economics courses is desired. 
Applicants should state whether thi 
are applying for the continuing or lim 
ed term position or that they wish to t 
considered for both positions. An a 
pointment to the limited tenure positic 
may be made for a period of betwee 
two and five years. 

Salary is in the range: A$29,842 
A$38,932 per annum. 


Telephone enquiries of an acad 
nature may be directed to Profess 
Ross Williams, telephone (03) 34. 
5286. 

Appointees from interstate or overse: 
will be eligible for assistance with trav 
and removal expenses. 


Closing Date: 30 September 1988. 


Position Number: 3160410 (Continuing) 

3160420 (Limited Tenur 
Further printed. information regardir 
details of application. procedure ar 
conditions of appointment is availab 
from Ms. Jill Poulson on (03). 344-754. 


Written applications. should reach Tr 
Director, Personnel y Services as state 
Applications; in pu PERS 
names and addresses of at least thre 





. referees and quoting the relevant pos 
tion number should be addressed | 
E University of Me t Ot 

bei 9052. Australia. 






nel Services, Tt 
oL me, Parkville, Vi 
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|  .,Mozambique © 
_Unidade de Direccao Textil (Textile Directorate) 


I State Secretariat for Food and Light industry. Duties include viability 


cost-benefit analyses, co-ordinating financial investment in 
nual plans, advice on computer utilisation. — 

must have a degree in Business Administration or Economics 

f and at least three years’ relevant experience ín industry 

al. Experience with micro/macro economics, computers, project 

tion; financial institutions desirable. ELE 


DMINISTRATOR/FINANCIAL OFFICER 
The School of / ppropriate Farm Technology 

requires an adminis trator/financial officer to raise funds, keep financial 
records, prepare accounts, control stock and possibly to teach basic 
accounting. EC TUE EC | 

Candidates should be qualified accountants or economist with agricultur- 
| knowledge or with substantial experience in farm management and 
nances. = | d 
IVS OVERSEAS provides a two year contract, salary based on local rates, 
flights, accommodation, NI contributions, medical cover and language 
training where necessary. — SE oe Dae Rr Li 
Applicants must have the right of permanent residence in UK or Ireland. 
Regret no funding for dependants. Application form from: — 


V Recruitment/Selection 




























IVS Overseas 
| 3 Belvoir Street - 
Leicester LE1 6SL - 





Closing date for applications: 16 September 1988 
Please quote ref: ECON/FIN/MS/08/88. 





CASE ICC LTD 
European Export 
Sales Executive 





ding Broduets Already eve nhc tar tad AE 


are now intent on penetrating the European 


.. The successful candidate will be: 

| — Self sufficient, ambitious and enthusiastic 

| — Experienced in living and working in a differ- 
|] ent culture P2 E 

| — Fluent in English and at least one other 
European language | 










enefits are commensurate with our status as a 
ast growing operating division of a major PLC. 
Full training will be given. The position will be 
-based at St Albans, Herts. Please sent your CV to: 


Ms M. Fleetwood, 
CASE ICC Ltd, 

. Acrewood Way, St. Albans, 

Herts AL4 OJL, England. 















Colgate University, an undergraduate liberal arts institution, an- 
nounces creation of the W. Bradford Wiley Distinguished Chair in 
Economics. Seek international economics and/or economic devel- 
opment specialist. Rank, salary and tenure negotiable. | 

Applications to, in the United Kingdom: Robert Freedman, - 
Colgate University (retired), 208 Campden Grove, Kensington, 
London W8 WJG. Telephone: 01-937 5986. In the US: Don E. 
Waldman, Chair, Wiley Search Committee, Department of Eco- 
nomics, Colgate University, Hamilton, NY 13346 USA. 

Equal opportunity/affirmative action employer. __ 





































Further pigro and ane case forms from the Deputy Secretary — 
(Re! TL/E/E), University of Bradford, West Yorkshire BD7 1DP. An E 
equal opportunity employer. Closing date 2 September 1988. 










Prime property in Switzerland's sunbelt _ 
Waterfront property in the romantic old village of Morcote—five miles from: 
mes, pl Nine oe flats and three townhouses with panoramic viewoflake 
and mountains. 2-5 rooms, fully fitted kitchens, modern bathrooms, large- 
sunny terraces. Indoor parking, heated swimming pool amid subtropical 
vegetation. Private moorings. Price range from SFr480, to 
SFr940,000. Attractive Swiss mortgages. Approved for sale to foreigners. 
Emeraid Home Ltd. 

Via Pocobelli 25, CH-6815 Melide/Lugano. 
Telephone: 091-68 65 23 FAX: 091-68 73 44. 











X FRAMOSA - ASTRAUSUR 
^  . TENERIFE 
BUILDERS OF LU: URY 
_ APARTMENTS AND VILLAS i 
.. FRAMOSA | UKAGENTS | 
PH0103422790471 0509814661 — 
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.. Readers are 
recommended 


to make appropriate enquiries and 
take appropriate advice before send- 
ing any money, incurring any ex- 
pense or entering into a binding 
commitment in relation to an adver- 
 tisement. The Economist Newspaper 
Limited shall not be liable to any 
person for loss or damage incurred 
or suffered as a result of his/her 
accepting or offering to accept an 
invitation contained in any advertise- 
ment published in The Economist. 









the Rhóne Vallay, etc. From SFr 150000 -— 6096 cedi, 
at £496, interest for 5-20 years, : 


REVAC S.A. 


52, fue de Montbriliant ~~. CH-1202 GENEVA 
Tet: 4122/24 1540 — Fax: 344220 — Telex: 2 




















Oxford ir London 


ts vy nana 
PART-TIME Autumn 1988. 


For financial managers. “general managers and ` 
senior staff. Comprehensive coverage of up-to- 
date material by some of the most experienced 
business school lecturers in the UK. | 


Evening sessions held at the United Oxford and” 
Cambridge University Club, Pall-Mall, London. 
Residential weekends at Templeton College, Oxford. . 


' Accounting and Financial Analysis — £60 
Six evenings and weekend of 14 October 









Sen deine bum on work He ana cadem onam for a no 































BOSTO! U N T E ITY 





Corporate Finance — E 440 | | 
29 November. and weekends of 4 November and | Lo n d on | f B russe I< S 
Whole Programme: | i e1995 | MASTER OF SCIENCE IN MANAGEMENT 


and graduate programs in 
COMPUTER INFORMATION. SYSTE MS 
For further information, contact: — 
Boston University-London END EN 
Inner Circle e, Regent' sPark ^ 


4 October — 27 November 1988 — 

Fee includes materials, meals and residential 
weekends. VAT should be added to. foe above 
costs. | 


Course Director: Dr Jack Broyles, 

Harold W Siebens Fellow in Finance 

For further details please contact Michaela Bargent 
Tei. (0B65) 735422 Telex 83147 attn TEMCOL 








Telecopier (0865) 736374 London NW1 4NS England EE 
|: (1) 487-7643-7644 . T 
Boston University-Brussels d 
"a. , Templeton College Laarbeeklaan121.. 






















Oxlord OX! SNY - 


ar DR the Oto Cente tor ms na 


| 1090 Brussels, Bel ium 
L. IE (2) 478-7973-1 242 


THE OPTIONS CLEARING CORPORATION 


and 

INSEAD 

The European Institute of 
Business Administration 










"Five. day Inferisive Options Worksho 
designed for: Dealers, Ban kO ffi 1 cers, fue 
Fu und Mana gers, an d Corpora te Treas urers 


* Advanced Option Strategies * Foreign Exchange Risk 
d Hedging of Option Portfolios . Pricing and Volatility 








——— Special features of the workshop eee 
wee IMULATED TRADING SESSIONS e PROBLEM SOLVING: EXERCISES | 
DISTINGUISHED FACULTY: INSEAD FINANCE AND ECONOMICS PROFESSORS, 
.  .. OPTION AND RISK MANAGEMENT PROFESS SION ALS - E 














INSEAD Campus, Fontainebleau; France | 
| October 2-7, 1988 





| . "FOR MORE INFORMATION PLEASE CONTACT. = +} 1. 
Carol Kohlbecker, THE OPTIONS CLEARING CORPORATION . | M 
Tel: (312)322-7564 Fax: (312)322-6227 Telex? 91022126 


TEACH Atrikoans Korean | 
| YOURSELF oe ‘Polen 
ONE OF Chinese . Portuguese 


Comboden Russian 












regions of F 




















The French 


Study Canter, BP 176, LI | |" e à | 
SIEUX 14104 Cedex— | |. t CATALOGU 
x — 31312201. | |. wal a E 


—- = INSTITUT DE FRANCAI IS= = : 









| immersion. This means living 
in one of the. most picturesque | 





| becoming fluent. Also vacation | 
|. and learning plan. Cultural pro~ | 
gramme in Paris. Winter pro- | 
tamme on the French Riviera. | 
State. age, goal level and. time 
available. US transfer credits, 


ceni 


way and in real E 40 


nce and really | — 


IN ONLY 
















and American 


The highest. quality teaching ^ 


A high-level international student. body 






A cordial; hard-working à 


i hosphere — 
Excellent French food |... 


‘A breathtaking setting. on the Riviera | 


A truly caring staff 
Daily 8.30-17.00 with 2 saii 


For adults. 8 levels: Beginners I to Advanced II 
Néxt 4-week immersion course starts 29 August, 26 September, and. all year. 


INSTITUT DE FRANCAIS — EH 27 


23 Av. Gén.-Lederc, 06 Villefranche/ Mer. Tel.: 93 0! 88 44. Tix: 970.989 F. 


CONFERENCE 



















‘ie brings togethe " 





ing figures i in their fields. 


‘For details please contact Human Resources, do. | 
Mrs Mary Economou, Business Aides Assoc, Le 
Victe Bloc B, 1st Floor, 13, bd. Princesse 
Charlotte MC98000 Monaco. Telephone: 93 50 82 
28. Telefax. 93 50 72 84. Telex 479631 MC. 


ST 27 ee 









| LANGUAGES faa 





simulation exercises on 
ing of the many uses of options. 


applications. 





and Portfolio Managemen 
institutions and ae counties. 





TRADED OPTIONS. Individual course 
given by actual market maker, includ- 


ing: basic theory, option pricing, pricing - 


modelis, strategies, visit to floor, etc. 
Send SAE to Brook Options, 39 Good- 
win Close, Hailsham, East Sussex. 





LONDON PROPERTY HENTALS. We 
let studios/large houses to high specifi- 
cation from £150 pw to £2,000 pw in the 
following areas. W8/W1/SW7/SW3/ 
SW1 and Richmond. We hope to in« 
clude you in our long list of satisfied 
customers. Please call Henriette at 
Orbiton Estates on tel: 44-1-938 2558. 
Fax: 44-1-938 3021. 
















GENEVA CORPORATION | 


OFFERS COMPLETE SERVICE. 
TO ALL ORIGIN EXPORTERS 
@ Offshore companies formation 
-O Handling shipping docs/invoices | 
@ telex and telephone facilities 
@ Professional management 
PETER MARCY S.A. 
12 Rue Michel-Servet 
1206 Geneva . 
Tet 041.22 452828 Telex: 429935 MACY CH 














[COBURG HOTEL | 


dn o | 129 Bayswater Road, 
world's most congenial and exciting environ- iiM 
ments, producers, traders, buyers, public officials Se » : us i 
and countertrade experts. Speakers are all lead- Telex: 268235 COBURG. SUCHE ZURICH-ZU SICH 
BAHNHOFSTRASSE 52 


Fax: 01-229 0557 
Single: £55.00 incl VAT 
Double/Twin: £77.00 inc! VAT 
Extra Single: £15.00 incl VAT 
Facing Hyde Park. Traditional 
hotel with all amenities. 
English breakfast included. 


in Geneva, September 26-30 


OPTIONS. 


An intensive course designed for professionals involved in options. 
Lectures by leading facu mm small working grou 
PCs give participants a 


in-depth coverage includes: Static and d dais arbitrage; pi icir ing of 


stock, currency and debt options; portf ( 
warrants, range forwards, hedging strategies and investmer 


Detailed outline available. Fee: Sfr2,800. Part of our Security Analysi 
Program followed in the past five years b 
bankers, analysts, portfolio managers and economists from over b 


PRESTIGIOUS LONDON ADDRESS: 


Former senior CID officer, London and: - 
investigations worldwide (in particular - 
contact H. M. Allen, Lincoln Green, 1. 


Kinkleway, Newlands, Capetown 7700, 
| Som ARM: Tet: Caga 641894, 


dion services on a fast, reliable and - 


 POB 1327. Panama 9a, Panama. Tel- i 

















, case studies and 
rough understand- 


o insurance, convertibies 










































Personal/company use. Special ser- 
vices. American Business Services. 
Tek +44-1-706 0342. Fax 01-706 





INTERNATIONAL INVESTIGATIONS. 
Colonial Police, available to undertake 
Africa). References available. Please 





PANAMANIAN CORPORATIONS pro- - 
sn complete confidentiality and zero - 
tax liability, We offer company forma- 





competitive basis. H. I. Darlington, - 


ex: 3121 KENKA PG. Tel: 23-0834 
s ind iind ere) | 





"OVERSE POSTION | 
| CN fimi police available a 
| benefits, Oppor pe op cisci 







YOUR OFFICE AWAY FROM HOME 
@ Office Management, Trustee and  Fiduciary 
iT rust Formations 


e Company, 
@ international L/C Docs/invoices is 
@ How to do business iyor from Switzerland, 


omnee iieri 
Bahnholsirasse 52 


2, CH-B0g2Zunch ^ 
Tet: 01/211 82 07 | 
| om 


















Fax: (1) 2111922 














UTHORS 
‘manuscripts, all types (including po- 
ems), for book publication. Reasonable 
terms. Stockwell, Dept 75, Ilfracombe, 
‘Devon, UK (Est 1898). | 


EXECUTIVE 
HOTEL 


57 Pont Street 
Knightsbridge 
London SW1X OBD 
Tel: 01-581 2424 
3 : Fax: 01-589 9456 
Telex: 941 3498 EXECUT G 
Single: £49.95 + VAT 
Double/Twin: £64.95 + VAT 
^. Extra Single: £19.95 + VAT | 
g Elegance, privacy and exceptional 
. value in one of the world's most 
| fashionable neighbourhoods. Buffet 
. Style English breakfast included. - 











































tablet counters, wei 
financially strong 
these fields, 







Dovan PL9 OED, England 





629 Camino Los Mares 
Suite 208 | 
San Clemente, CA 92672 


-tax havens are monitored for 
|. € Political stability 


/. fisks and benefits of each area. 


subscription is $765 or £450. 
Name 


90 


invited to submit 


| MEDICAL AND. PHARMACY EQUIPMENT MANUFACTURER 
requires distributors in all countries except UK, Ireland and USA. 
Products are extremely high quality and include ECG machines, 


hing equipment etc. Applicants must be 
pies have successful experience of marketing in 


Call or write for information on Individual Coins, 


esaeas Y à X 9$ c9 € € 4 9» € Wo € $$ 5 * 
Company Pr 4 9 3 X o Oh vo * 9 ot o» kot o& 
Address Roe ovo À 5 * Y 3 5 5 » 4o o» 4 € à » 5 


COMPANY REPORTS INTERNATIONAL, INC, 67 WALL STREET, SUITE 
2411, NEW YORK, NEW YORK 10005 (212) 323-8138 







FOR THE BEST DEAL IN THE AIR For 
First Class, Club  Class/Concorde 


fares. Worldwide destinations. Contact 


Scenic Travel Ltd. Tel: 01-801 7471. 


01-808 2943. IATA/ABTA members. 


Willett Hotel, 
32 Sloane Gardens, 
London SW1W 8DJ. 


Telephone 01-824 8415. 
Tax: 01-8248415 — 
Telex 926678 WILLETT G. 


Single: £41.95 + VAT. 
Double/Twin: £49.95 + VAT. 
Extra Single: £19.95 + VAT. 
Small character town house, off 
| Sloane Square. All modern 
facilities. 


Full English breakfast inclusive | 


of rates. 


Apply Kirby Devonshire ics Knighton Hill, Wembury, South 

























«ST. JAMES SNUMISMATICS 


U.S. RARE COINS 


PCGS Graded Coins only. 


ortiolios, and Sets. 
Tel: 714/665-5424 
Fax: 714/561-4732 





OFFSHORE NEWSLETTER 
Is your company registered offshore? Do you have offshore bank 


deposits or investments? Are you concerned about political stability or 
local laws and regulations which could have an adverse effect on them? 


The OFFSHORE NEWSLETTER will keep you fully informed month by 
| month of developments in alt the major offshore areas, including the 
' British Virgin Islands, Cayman Islands, Bahamas, Netherlands Antilles, 
~~ isle of Man, Channel Islands, Turks and Caicos islands, etc. All the major 


@ Changes in local legislation which could affect o company 
registration, investments or bank deposits 


In addition, the OFFSHORE NEWSLETTER will analyse the comparative 


.. The OFFSHORE NEWSLETTER is published monthly. Be aware of 
developments that could affect you before they happen. A one year 


ses e 05 9o 8 ON oS 9 E 0 M ovo5€2 oc 9 NON So 03 4 oO 9 
à € 9 0 3 0 ÀX OS à o x ob 4 SO O9 og o9 oo; oR $7» m or o£ 90 * 


Foe € Y N09 8$ o * 3 3 4 xo» » à ko * á $ »y » * 9» v» 0» 9? 4 5? * 








South Kersing on. 
"Luxury fully furnished 2 bed, 2 bath fats i in 
quiet cul-de-sac off Queens Gate. Nev a 
converted and. modernised with direct di ps 
telephones, electric lift, video security and 1 
colour T. $ 2 


.. Full details: Pauline 2 
Tel: 01-902 8151. Telex 893095 
Sunsac Fax p a 1353 FT 
















LU eur r ) » -— — 


| September 26-29 and Octob: 


2, 6.30-9.30pm at South West | 
London Coll lege in Tooting - 
Broadway,  SWi17. £200. 


| Phone Kay Cobbing on 01-677 | 
8141, ext 232 or 01-677 5041. | 
| SOUTH WEST LONDON is an ILEA college 


Tel: 01-937 6353/01-937 1577 
Fax: 01-938 3585 — 
Tix: 914972 OBSERVG 
Single: £39 + VAT 
Double: £55 + VAT 
inclusive of English breakfast 
in: London' 5 prime residential and 
shopping area very close to excel- 
lent transport facilities. All rooms | 
with bath/shower, TV, telephone, 
hairdriers, tea/coffee makers, — 








| HOUSTON, T 


48 + Acres. qu 000. 000 sq.ft. | Westheimer Prim ime Commercial Tract 


ex Ni minutes. fram Galena 
40% Secured & Guaranteed Retum by xd Bank Cash On Cash For A Period Of Three (3) Years 


| Pree $18 960; 000 Cast. 


Brokers protected with a 6% cash commission. 
Priced below current market: $9.02 sgt, <= 


ene tract offered a317$12.34:sq.ft 
il utilities Avattable- -May Be Subdivde: 


5d details ahd appraisal using Memorandum. 
O RAC of me Federal Home Loan Bank Board. 


"AUTHORS WANTED - 






| Street, New York, NY 10001 USA 






| v eris T Doubles £70 Singles £55 incl 
"A cortfortable, spotlessly kept little hotel 





EA rears Sten 
| London SW1X 7PD, fax 01-225 1635. 


























BY NY PUBLISHER ~ 


Leading subsidy book publisher seeks 


4 manuscripts of all types, fiction, non- - 
.] fiction. poetry, 


juvenile, scholarly and 
religious works, etc. New authors web- 
comed. Send for free booklet. 


S92, Vantage Press, 516 W, 34th 











Obtain. uS. Imagan rough 
purchase of secured and weil-re- 


| warding real estate or opening of 


American branch companies, etc. | 
ALL MATTERS HANDLED. BY A | 
LICENSED US ATTORNEY/PhD 
ECONOMIST. Guaranteed results 
based contingency fee agree- 
ment. ntact: Edward P. Gal- 


| iagher, Attorney-at-Law, PO Box 
. 1 70302, Washi 


tón, DC 200 
951-9616. Ft 





USA. Tel: (301 
301) 983-3439. 







j “KNIGHTSBRIDGE 
"GREEN HOTEL 


| A smail tamily owned hotel in Knights- 


bridge which has been totally remodelled 
and refurnisned to a high standard. 








in the heart of Knightsbridge —Egon 
iig 


, Banc Mises Of America 
P.O. Box 570668 © 


. Houston, Texas, 77287, USA. 


Tono. pm 622. 4040 
1-800-627-4545 © 
FAX (713) 9 965-0222 


TRAINERS 


"| international developing consulting firm 


f H TP f FFEN 
EEEE d^ 


Kenya a county tha wil exc te your every ii 
sense with its beauty, danger and exotic 
- culture. To obtain a Copy ot our brochure 
please contact usa 
SOMAK TRAVELUMITED — 
Wesnbley iddiesex HAD2D 


seeking senior and mid-level (10 years 


sof exp) Wainers/curriculum development 
$ specialists for positions working in/with 


projects in the Middie East. Candidates 


| must be fluent in Arabic and possess : 
skits in materiais development includ: 


ing use of media, training of trainers. 


| task assessment, and training manual f 


development. Previous professional 


_. ] experience in islamic cultures is a must. f 
d Send detatied resume and cover ur to: E 


Po international 
oe ite 200 NW 














ECONOMIC AND FINANCIAL INDICATORS 1 





OUTPUT, DEMAND AND JOBS Britain's economy grew by a strapping 5.196 in the year to the 
second quarter of 1988—of the countries in our table, only Japan and Canada are growing faster. 
Britain's unemployment rate, falling by another 0.2 percentage points to 8.296 in July, is now more 
than half a point lower than West Germany's. Italy's unemployment rate rose to 16.496 in July, and 
Belgium's to 11.5%. In the year to June, France's industrial production rose 2.996; Holland's did 
not rise at all. Canadian retail sales in June were 1.696 higher than a year before. 








% change at annual rate 
industrial production GNP/GDP retail sales [volume] unemployment % rate 
3 mthst 1 year 3 mthst 1 year 3 mthst 1 year latest year ago 
Australia —14.1 *120 ww + 72 + 510 — 04 * 310 69 s 8.2 
Belgium * 43 * 33 ww na na +10.7 + 04 wt 11.5 w* 12.5 
Canada * 41 + 67 ww» * 34 + 53 a + 22 + 1.6 am 79 it 9.1 
France + 13 + 29 àn + 45 + 40 0 — 9.1 — 18 my 10.5 sam 10.6 
A = 01 + 35 án +57 * 43 0 * 65 * 69 m 
Holland — 50 nil — d + 37 + 3.2 ù — 20 — 18 uw: 14.0 a 14.1 
Italy * 33 +54 Ap + 08 +28 0 + 7.0 + 25 mł 164 4° 14.1 
Japan — 3.2 * 87 » *113 + 67 a +16.2 + 96 Ap 24 jm 3.0 
Spain +15.8 +66 ma na na +15.5 +14.0 o: 20.0 àn 20.4 
Sweden * 56 +18 wy +31 + 23 o +14.0 — 8.2 ay 1.7 * 18 
Switzerland — 6.8 + 57 ai +13 318 — 75 nil wet 0.7 o" 0.8 
4 + 5.2 + 4.7 an + 53 + 5.1 @ + 59 + 65 sa 8.2 i 10.2 
iA +60 +54 w + 341 * 430 * 10 + 25 w 5.4 hd 6.0 
$Value index deflated by CPI. 





PRICES AND WAGES In July, the 12-month rate of consumer-price inflation quickened slightly to 
4.196 in America (compared with 4.096 in June) and to 4.896 in Britain (compared with 4.696), and 
to 4.6% in Spain. Elsewhere inflation showed signs of cooling: in July, Sweden's inflation slowed to 
6.296. British workers' wages rose 8.596 in the year to June. Their underlying rate of growth has 
topped 896 since last October. 


% change at annual rate 
consumer prices* wholesale prices* wages/earningst 
3 mthst 1 year 3 mthst 1 year 3 mthst 1 year 
Australia * 70 + 7.1 May +94 + 76 w +74 + 7.3 Fe’ 
+ 25 + 1.0 » — 04 — 04 rp +15.4 +28 ù’ 
Canada + 55 + 38 w +28 + 38 sun + 45 + 44 May" 
France + 40 + 26 w + 43 + 29 o + 3.3 + 33 w^ 
W. + 15 + 10 sw + 2.7 + 14 x +10.2 + 3.4 m 
Holiand +18 + 10 w + 24 * 05 wy + 05 + 09 àn 
+ 39 +49 wi + 50 * 45 wu» + 3.1 + 59 w* 
* 2B + 02 àn + 05 — 09 xw + 32 + 7.0 àn 
+ 26 + 46 w + 3.1 + 25 + 57 + 8.0 ww» 
Sweden + 58 + 6.2 w + 60 + 6.1 sm +126 + 83 uy’ 
Switzerland + 01 + 1.7 out + 41 + 2.1 » 414.8 + 2.7 m* 
UK + 77 + 48 wi + 48 + 45 m + 73 + B85 an 
A + 5.1 + 41 x + 54 + 24 x + 41 + 3.6 d 


hen gem bres Australia, weekly earnings; Japan, and Switrerland, monthly earnings: Belgium, Canada, Sweden and USA, hourly 
earnings; UK, monthly earings for pes adero 





ETE COMMODITY PRICE INDEX 
Economist After half a decade of slug- 
gish prices, commodities 
began to look up last year. Has the rise now 
ended? This week, The Economist's index (a 
good measure of the price of the commodity 
imports of OECD countries) rose gently. Our 
metals index was 5.396 up in SOR terms, 
thanks to dearer aluminium; but the prices of 
both food and non-food agricultural com- 
modities fell. The picture is clearer over a 
longer period. In the last month, prices have 
hardly moved: down a little in dollars, up a 
little in other currencies. Food prices have 
jumped over the last quarter (9% up in SOR 
terms). Only metals have seen a big and 
sustained rise in price. SOR metal prices are 
now 5796 higher than a year ago. 


1985 —100 % change on 
Aug 16 — Aug 23¢ one one 
month year 
Dollar index 
All items 149.5 150.2 —04 +307 
Food 116.6 114.2 — 35 +9303 
industrials 
All 182.1 185.9 +15 +4310 
Nfa tt 146.7 1428 —35 — 30 
Metals 207.2 216.5 +40 +566 
Sterling index 
All items 111.5 1146 +15 +260 
Food 87.0 87.1 — 16 +256 
Industrials 
All 135.8 141.9 +35 +262 
Nfa 11 109.4 109.0 — 15 -— 65 
Metals 154.5 165.2 + 61 +50.9 
SDR index 
All items 117.2 118.6 +11 +311 
Food 91.4 90.2 — 20 +307 
industrials 
All 142.7 146.9 ^31 +313 
Nta tt 115.0 112.8 — 19 — 27 
Metals 162.4 171.0 + 57 +570 
Gold 
$ per oz 43200 43275 +03 — 56 
Crude oil North Sea Brent 
$ per barrel 14.93 1488 —34 —157 


$ provisional $+ Non-food agriculturals 





m WHO'S REALLY RICHEST Statisticians “9 Ss UE oe NE is 
use GDP per head to measure how rich a " We 

countries are. But because prices vary 
between countries, it is often hard to com- 
pare like with like. Switzerland's GDP per 
head, for instance, was more than 4096 
higher than America's in 1987 on market 
exchange rates. Purchasing-power-parity 
(PPP) exchange rates are a better guide, 
however; they allow for differences in the 
cost of living (see this week's Economics 
Focus). Using the PPP rate, Switzerland's GDP 
per head falls to 8796 of America's. In 1987 
America was the richest country on a PPP 
basis; at market exchange rates six coun- 
tries were better off, and America was 
roughly on a par with Finland. Japan ranks a 
surprisingly low ninth once price differences S- PER ESC STAR 
are taken into account. PR Ve eh etd ER as aE t DS ad " 


v ER uk. < 
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Footnotes applicable to.ail tables. All figures seasonally adjusted except * not seas. adj. t Average of latest 3 months compared with avg. of previous 3 mos, at annual rate. na not available. 
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ECONOMIC AND FINANCIAL INDICATORS 2 








W TRAVEL SPENDING If Britain's economy | WORLD BOURSES Mounting fears of inflation crimped many markets. Wall Street fell 1.6% 
continues to grow strongly, and the relative | Frankfurt fell 1.1%; and London fell 0.4%, as dealers anticipated bad trade figures. Singapore 
price of foreign travel carries on falling, | down 4.8%, is now 29% below its level of a year ago. Tokyo managed a rise of 0.1%. 





Britons are likely to spend much more on it, | Stock price indices % Change on 

according to a forecast from the Economist Aug 23 WERE. Pn IT one one record 31/12/87 
Intelligence Unit. By the 1990s the British high low week | TU ANS ND 
market for foreign travel may be the second | zra — 1629.5 — 16578 11707 +18  — 225 -33 4243 4402 
biggest in the world, after West Germany. | si 48702 50431. 3004 +09  — 89  -—99 4335 498b 
Japan, too, will see substantial growth in | Sanada 32420 34654 29779 -— 08 — 196  -—212 4 26 +84 
travel spending on the back of a strong yen. | France 351.6 368.5 2513 +06  - 157 -236 4253 +35 
Some countries—Britain, Switzerland, Swe- W.Germany 1442.1 1507.3 1207.9 — 11 — 28.4 —96.7 +11.0 — 8.4 
den—may start to see ceilings on the growth Holland 266.6 284.8 205.7 — 08 — 17.6 —20.2 +27.7 + 52 

of expenditure in the 1990s, unless employ- Hongkong 2532.1 2772.5 2223.0 — 22 — 26.5 —35.9 +10.0 +93 
ars ive their workers ongar holidays, Fall. | ay D 541.408 0012 08 ano uo a 
ing oil rove have signalled the end of Singapore 1067.0 1177.9 833.6 -48 -20  -—291 +29.6 +27.0 
Saudi Ar abia's free-spending WAYS abroad. South Africa — 16340 1758.0 1387.0 * 01 — 260 -279 4132 4 17f 
Malaysia makes it into the list of the world 3 | Spain 290.8 301.6 225.5 —04  -— 04  -—106 4280 +105 
top 20 countries of tourist origin, but its | Sweden 29598 31128 ^ 21485 ^ — 93  — 19  — 94 4964 +210 
ranking is a bit of a fluke. Many of its | Switzerland 5538 559.0 466.6 +19  —17.4  -241 . 4167  -73 
travellers are shoppers in Singapore. UK 1817.9 1876.0 1694.5 -04  -—191  -256 +61 — 51 


USA 1989.3 2158.6 1879.1 — 16 — 2969 — —269 +26 426 
tConverted at financial r.. 
eee LE 
MONEY AND INTEREST RATES America's long-term government bond yield was flat at 9.496, but 
six-month Eurodollar rates edged higher, to 8.9%. British interest rates were steady as the market 
awaited the next signal from the Bank of England. Belgian banks raised their prime rates to 9.596. 
Money supply Interest rates % p.a. (Tuesday, except bonds which are previous Friday) 
% rise on year ago Money market Commercial banks Bond yields Eurocurrency 
Narrow — Broadi Overnight 3 months Prime Deposits Gov't Corporate Deposits Bonds 
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[M1] lending 3months long-term 3 months 
Australia +187 — 4134 3m  1300'* 1340'*  1500'* 1320**  1229'* 1329" 1291 1387 
Belgium +47 +102 « 688 725 950 690 7.98 8.27 7.50 na 
Canada +49 472 4 938 1001 1075 9.69 1035 1111 10.19 10.39 
France +15. +76 m 780 7.60 945 7.81 9.25 9.49 8.13 9.19 
W.Germany+10.3 +65 »» 480 530 600 482 6.55 6.35 538 5.79 
E. Holland +89 +862 my 538 569 700 569 6.56 6.90 600 663 
yy" Italy +72 +72 wm 1050 11.50 12.63 na 10.73 10.94 11.25 na 
: Japan +98 +123 » 363 4.04 338 1.76 5.10 4.70 494 5.20 
Spain +178 +133 1054 1102 1450 — 750 1232 13.69 10.37 na 
Sweden na ++ 34 wy 1000 1100 1200 10.61 1143 1220 10.38 na 
Switzerland +18.6 — 4118 uy 288 350 525 3.50 4.18 4.59 381 461 
UK +186 +203 » 719 1159 1200 1144 964 10.80 1168 11.08 
USA +52 +64 769 896 1000 8.69 9.44 9.93 8.69 9.04 


Other key rates in London 3-mth Treasury Bills 10.796, 7-day Interbank 10.3%, clearing banks’ 7-day notice 3.3%. Eurodollar 

rates (Libor): 3 mths 8.6%, 6 mths 8.996, 

EN? except Australia, Canada, France, Spain, Switzerland, USA, UK, W. vira doro sar Fim e wer variae mop, | 
Credit Lyonnais. ANZ 


: of Bilbao, Chase Manhattan, Banque de Commerce (Belgium), Svenska Handelsbanken, 
Credit Suisse First Boston, Wharton Econometrics These rates are indicative only and cannot be construed as offers by these banks. ** Last week's rates. 


TRADE, EXCHANGE RATES AND RESERVES The dollar rose 0.8% against the yen, 1.896 against the D-mark, and 2.496 against the pound. In 
trade-weighted terms it gained 1.396 and is now only a little lower than a year ago: this year's appreciation has cancelled out the fall that followed the 
October stockmarket crash. The trade-weighted pound fell 1.396. Spain's twelve-month trade deficit narrowed slightly to $17.7 billion in the year to 
July. Sweden's current-account deficit was $1.6 billion in the 12 months to June, down from $1.8 billion in the year to May. 








trade balancet current- trade-weightedt+ currency units per $ currency units foreign reservestt 
$bn account exchangerate — . $bn 
latest latest 12 balance $bn 
month months latest 12 mths latest year ago latest year ago pere perSDR  perecu Jun year ago 
Australia — 0.06 an = 01 — 85 i 64.2 56.1 Er 1.23 1.40 2.07 1.58 1.34 12.4 9.1 
Belgium — 0.18 Jan — 04 + 36 v 97.2 99.6 40.0 38.9 67.1 51.5 43.6 B.7 7.8 


Canada + 134 a * 81 — 78 a B4.2 78.4 1.23 1.32 2.07 1.58 1.34 15.4 5.5 
France — 0.15 Jun a — 46 o 68.2 71.2 6.47 6.10 10.8 8.32 7.06 31.5* 31.5 


Italy — 232 ww — 10.8 + 55 org 448 47.1 1413 1320 2371 1818 1541 27.1 22.7 
Japan + 6.18 sun + 918 + B1.1 dun 241.3 223.2 134 143 225 172 146 86.9 69.0 

— 130 su = 157 s" $, V. dm 50.0 50.1 125 123 210 161 136 33.B* 18.3 
Sweden + 038 w + 40 — 1.6 jm 67.2 67.9 6.52 6.39 11.0 8.39 7.11 8.4 8.3 
Switzerland — 0.62 +p mor at + 77 m 163.9 173.3 1.61 1.50 2.70 2.07 1.75 24.4 21.4 
UK — 2.0 sum — 25.4 — 14.1 àn 76.1 72.2 0.60 0.62 — 0.77 0.65 40.4 28.7 


USA —12.54 jw —155.9 —1517 o 100.1 101.4 — — 1.68 1.29 1.09 30.0 34.1 
se "sun ME I i a e i a oE - — —— ee IL ZIP HA Cu 
Australia, France, Canada, Japan, and UK imports fob, exports fob. U.S. cif /fas. Al others cil/fob. $$ Bank of England index 1975 — 100. 11 Excluding gold. "May B1967. 
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Private Banking 
And Trustee Services. 


. : : Since 1685 when Abraham 
Asset Protection and Personalized Service. Crompton founded Crompton & 


Evans Union Bank, the oldest root 
of the National Westminster Bank 
Group, we have remained a leader 
in private banking and trustee 
services. 


With over 300 years of banking 
tradition and strength, we offer a 
wide range of services in totally 
secure, financial jurisdictions 
world-wide. 


We report only to our clients. And 
with unmatched personal and 
professional service. The ultimate 
in private banking capability. 


"m E d F À x For more information, contact the 
= NatWest International Trust 
Corporation office nearest you. 


c NatWest International Trust Corporation 


BAHAMAS: (809) 326-0404 CAYMAN: (809) 947-4777 URUGUAY: (5982) 506197 ISLE OF MAN: (0624) 27124 p (0534) 70041/71076 
GUERNSEY: (0481) 26101 LAUSANNE, SWITZERLAND: (021) 272912 GIBRALTAR: (350) 72676 
OTHER GROUP COMPANIES: Turks & Caicos, British Virgin Islands, U.S. Virgin Islands, Panama. Liechtenstein, Cyprus 


ATTENTION ALL SUBSCRIBERS 





At The Economist we are keen to improve and develop all aspects V Customer Reference Number 
f service to our subscribers 


2009111 EXP:03/03/89 
We have recently opened new offices so we now have sales and 


distribution people in Frankfurt, Paris, Hong Kong, and Singapore. The Economist Newspaper Ltd 


In addition our International Subscription Fulfilment Service has just 25 5t James s Street 


London | 
moved to new purpose-built premises outside London. The new SW1A 1HG | 
address is on the right. So.. | 
When you have questions about your subscription, or if you want New Address: | 
to renew it, or increase the number of copies, don't hesitate to International Subscription Fulfilment Service 


The Economist Newspaper Limited 
PO Box 14, Harold Hill , Romford , RM3 8bEQ 
If you have suggestions, especially about ways in which our service Telephone 04023 81555. Telex 927809. Fax 04023 81211 


can be improved, then we are very keen to hear from you. eB pa find it more peril to cider os through one 
of our international offices, then the addresses art 


contact us 


Changing address? Just notify us at least four weeks in advance. The Economist Newspaper Ltd The Economist Newspaper Ltd 
You can use the special change of address form on the sheet 6000 Frankfurt 1 26 rue de la Pepiniere 
carrying your address label each week, or call us directly with full oce NR cac cc OE 
details Telex 413895 120625 

Please note: In all communications, help us to fulfil your request v : eae shen. oe td mes oy i die paper Ltd 
promptly by quoting your personal Customer Reference Number jab fits ABS ngar 


; 1 }¥ Reput 1 Singapore 2261 
This appears on the address label, as indicated opposite. Better Telephone 5-216641 Telephone 264 4891/2 d TIT 
Telex 61196 Fax 264 154° » 
still, simply return the entire label with your instructions or inquiry. Fax 264 1545 conomisi 





LUCKY-GOLDSTAR 





Moving 1n the Same Direction 








Lucky Goldstar is a group of 26 growth, while promoting economic develop- 

Korean companies working in chemistry, ment and free market systems in other 

electronics, and services. For each of the last | countries as well as our own. 

five years, annual growth has averaged 24%, Overseas subsidiaries like Goldstar of 

with sales reaching the U$15 billion mark America (in Huntsville, Alabama) are con- 

in 1987. tributing to higher employment, too. With 
Today, Lucky-Goldstar products and management systems that are resulting in 

services ranging from engineering plastics, greater worker satisfaction, lower absenteeism, 

home appliances and fiber-optic communi- | and better quality off the production line. 

cation systems to construction, finance and Lucky-Goldstar. A team of 70,000 in- 

trade are helping to create a better quality dividuals working together with companies 

of life both at home and abroad. around the globe. Bringing the "dh 
We also operate Korea's largest private latest technologies to Korea, and the fruits 

research institutes, investing 4.596 of sales of Korea's can-do spirit to the world. 

into R&D each year. Tàke time to get to know us better. | 
But these accomplishments aren't ours | Contact the Business Development Dept., 

alone. Lucky-Goldstar Int'l Corp., Yoido PO. Box | 
Successful partnerships with such com- | 699, Seoul, Korea. Phone (02) 785-5694, 

panies as AT&T, Hitachi, Siemens, and Telex K27266 IGINTL. 


Caltex are doing a lot to stimulate mutual 


E mol ee 
LUCKY-GOLDSTAR 


Business Fields of Lucky-Goldstar Companies: 





Lor — s ee mcs 

Chemistry and Resources | I Lucky, Ltd. O Honam Oil Refinery O Lucky Advanced Materials | | Lucky Polychemical O Korea Mining & Smelting Electric 

and Electronics C Goldstar Co, Ltd. (Goldstar Semiconductor O Goldstar Electronic Devices O Goldstar Telecommunication O Goldstar Electric O Goldstar. 

Alps Electronics C Goldstar Precision O Goldstar industrial Systems D Goldstar Instrument & Electric O Goldstar Electric Machinery O Goldstar-Honeywell 

;Goldstar Cable Services O Lucky-Goldstar International ! ]Lucky Securities D) Lucky Insurance Goldstar Investment & Finance C Pusan Investment 

& Finance (Lucky Development O Lucky Engineering (J Hee Sung O Systems Technology Management OLG Credit Card Public Service & Sports 
L]Lucky-Goldstar Sports O The Yonam Foundation O The Yonam Educational Institute 


One of Germany’s contributions 





to uniting the nations. : 


= +... * 


scum b 


© Lufthansa 


